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Heller Pioneer and Doer Around the World
Heller is built on the idea that growth must
be bold, imaginative and far- reaching—
but always from a firm foundation.
Examples? Our entry into the field of
mortgage banking and, in the same year,
joining with a leading manufacturer to
finance cable television systems; then,
acquiring a major commercial bank a year
later; associating with other banks to
establish regional commercial finance and
factoring companies; having over a hundred
more banks participating in Heller loans.
And more ... like opening the first
factoring operation in the Midwest in 1935,
and adapting the unique services of this old
financial tool to industries outside the
textile and garment trades; like going
overseas in 1964 to start an international
network of factoring companies.
Our commitment to innovative growth
has taken us around the world —there are
Heller financial companies in 22 countries
—and to an annual volume of more than
$6 billion.
We like to do business with other "doers ".
When people come to us for money or
services, we look at their ideas,
determination and know -how. To us, this
kind of potential is often more important
than balance sheets. And our client success
stories prove we're right.

HELLER
Financial Services

Secured Corporate Financing • Comm ercial Banking
• Factoring • Mortgage Banking • Real Estate and Construction Loans
Leasing and Equipm ent Loans
C A N Financing
Export Factoring • International
Banking • Rediscounting / Consumer Finance • Offices
throughout the U.S., acros s Canada, and in 20 o ther
countrie s on six c ontinents around the world.

Walter E. Heller International Corporation
International Headquarters:
105 W. Adams St., Chicago, Illinois 60690
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PRESIDENT'S PERSPECTIVE

Accounting in a
Changing World

ap

Two articles in the November issue of this magazine exemplify
how radically and quickly our profession is changing. They are
"Human Assets, Human Resources and Managerial Decisions" by
Professor S. S. Liao, and "Accounting for Corporate Social
Performance: A Survey" by Professors Andrew H. Barnett and
James C. Caldwell. Both deal with concepts which, as recently as
ten years ago, few people would have linked in any way with an
accountant's responsibilities:
• including an evaluation of employees in a company's accounts;
• accounting for a company's performance in meeting its
obligations to society.
These matters, together with others which not long ago would
have been considered equally revolutionary, are being explored
and deliberated today by committees of professional accounting
organizations. The article on corporate social performance, for
example, describes results of a survey inspired by the first report
of NAA's Committee on Accounting for Corporate Social
Performance.
The accounting profession has always changed itself to meet
the changing needs of the society it serves. To be sure, it has not
always changed as rapidly as some may have wished, but the
accountant's inbred conservatism is a valuable safeguard against
hasty and ill- advised action. That is especially true today when
some of the changes being advocated are so fundamental and
far reaching.
That there will be changes is beyond question. As a profession,
we can choose between making them ourselves, waiting to have
them forced upon us, or having the measurements made by
non - accountants. It is reassuring, therefore, to leaf through the
pages of accounting periodicals and note how much of the
literature, like the two articles mentioned above, is recognizing
and dealing with change. Nothing ever happens tomorrow;
everything happens today. But new todays stretch endlessly
ahead. Let's keep thinking about them!
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A. P. BARTHOLOMEW, JR.
President, 1974 -75
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industry where control
charts and computers
are helping to control
costs. See page 19.

THE NEW FINANCIAL ENVIRONMENT
By Herbert C. Knortz
The author, a member and Past Chairman of the Board of Regents for the Institute
of Management Accounting, speaks out on the issues. He reviews the financial
environment and the underlying conceptual consequences along with causes of
skepticism. He discusses recent organizational developments and the conflicting
voices of critics, and offers sound advice to practitioners and others.
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CONTROL CHARTS FOR CITRUS PACKING PLANTS
Leon Shashua, Yaaqov Galdschmidt, and Dorikam Shad mon
Control charts have been around for a long time and where used have usually been
effective. In this illustration, statistical data already available coupled with computer
technology produced standards against which management could measure daily
deviations and trends.
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COST CONTROL: WHOSE JOB?
Quiester Craig
The author believes cost controllability best serves the management process when it
can be assigned through responsibility accounting at the front -line manager's level.
By

25

FAIR VALUE REPORTING
Alfred M. King
The author explains the difference between the determination of values for specific
management purposes and the provision of so- called "fair value" financial statements
on a continuing basis. Depending on the type of decision to be reached, and the
premise or assumption as to value, different figures are not only possible, but necessary
consequences of the valuation process.
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31

FINANCIAL ANALYSIS IN AN INFLATIONARY ENVIRONMENT
John C. Getzelman
Writing from Sao Paulo, Brazil, the author presents a firsthand account of that country's
problems with inflation and of the accounting methods utilized to reduce its impact.
By

36

DIMENSIONS OF CORPORATE SOCIAL REPORTING
Nabil Elias and Marc Epstein
The different thrusts that social reporting have taken in the recent past, as applied by
a number of United States corporations, are reviewed and analyzed by the authors. The
analysis includes a sample list of companies that have attempted some form of social
reporting.
By

41

THE EUROPEAN PUBLIC ACCOUNTANT
By William F. Crum
The author, during a recent trip to Europe, found that "generally accepted accounting
principles" can be translated in many ways, depending on country, language and
customs. In this article, he relates his observations of public accounting in a number of
European countries.
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EDP: WHO WILL ASSESS ITS VALUE?
By William J. Schroeder, Jr.
Who can best determine the optimum use of resources? The author contends that the
management accountant is most qualified to accurately assess the cost and contribution
of data processing to a firm.

49

THE LINEAR TOTAL REVENUE CURVE
IN COST - VOLUME- PROFIT ANALYSIS
Robert). Hard
Practically every text on break -even analysis makes use of the linear total revenue
curve. Then, because it is derived from the horizontal demand curve representing
perfect competition, these textbooks proceed to apologize for using it. The author
shows that even for not so perfect competition, the linear total revenue curve may
more accurately describe the situation that prevails.
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AUTOMOBILE LEASING
By Harry A. Sundblad
Although there are many sophisticated tools available to the decision -maker for
evaluating lease -buy alternatives, the author tells us that in automobile leasing it is
often a case of individual preferences.

57

LEARNING THE LEAP WAY
Portland - Willamette Chapter holds a Local Education Activities Program course.
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AN ACCOUNTING INTERNSHIP IN INDUSTRY
By Lynda J. Beeson
For this accounting student, it was a mixture of excitement and boredom; of challenge
and increasing self- confidence.
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the lighter side of the ledger

Views expressed herein are authors' and do not represent Association policy unless so
stated. Reprints of articles appearing in any issue Of MANAGEMENTACCOUNTINGare
available from NAA's Reprint Department.
MANAGEMENT ACCOUNTING, Vol. LVI, No. 9. Published monthly by National Association
of Accountants, 919 Third Ave., New York, N.Y. 10022. Price $1.50 per copy. Second
class postage paid at Lancaster, Pa.
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A Sea Change in Accounting
The Financial Accounting Standards Board's exposure draft calling
for supplemental price -level accounting statements (see page 12)
represents a "sea change" in accounting disclosure, Webster's Third
New International Dictionary defines "sea change" as "a marked
transformation" and that, it seems to us, capsules the import of this
proposed statement with its many implications for the accounting
function.
Before the Board makes a final ruling, however, it wants to study
the experiences of corporations which use the GNP Implicit Price
Deflator to translate their financial statements. The MAP Committee
through its Subcommittee on Management Aspects of Price -Level
Adjustments already has turned its attention to the exposure draft.
The Subcommittee is studying ways in which it can be most helpful
to the Board and to NAA members in the implementation of the
concept. Tentatively, it has concluded that it can be useful in analyzing the implications for management and in the educational aspects
of the implementation.
The NAA Committee on Education also is studying the statement
with a view toward holding special seminars (in cooperation with
the MAP Committee) to acquaint members and others with the
ramifications of this proposal. Readers will see more articles on this
topic in this magazine, too. The Association is designed to aid
members when faced with such challenges and it is doing so as
quickly as possible.
❑
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A reader who wanted to act upon President Bartholomew's advice
in the January issue to write to the Cost Accounting Standards Board
asks, what's its address? For his benefit, and everyone else's, the
address is: Arthur Schoenhaut, Executive Secretary, CASB, 441 G
Street, N.W., Washington, D.C. 20548.
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Are you ready for
the new
Pension Reform Act
We are.
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Letters

TO THE EDITOR

Ten Useful Guidelines
Mr. Scott T. Walker presents ten useful guidelines for the
improvement of interim financial reports, in his article, "Visibility and Materiality In Interim Reporting," in the December
1973 issue Of MANAGEMENT ACCOUNTING. His guidelines go
beyond the requirements of Opinion No. 28 issued by the
Accounting Principles Board. An example is his recommendation
for the inclusion of a quarterly recapitulation of interim reporting in the annual report.
Year -end adjustments should not be buried in the fourth
quarter results, especially when the fourth quarter data is not
reported separately but must be derived as the difference between the annual results and the first three quarters. The
author would highlight such adjustments as a separate category
in a required fourth quarter report.
Interim financial reports provide useful information on a
timely basis for investors despite the many limitations. However, accountants must strive, as the author emphasizes, for
the improvement of interim reporting to better serve the needs
of investors and other users.
Irvin A. Geissler
Minneapolis Viking Chapter
Bloomington, Minn.

reporting to the IRS. Adopting a practice such as this can lead
only to further criticism of the accounting profession.
I applaud Mr. Swalley on his excellent article. But I wonder,
if indeed, his questions about external reporting under direct
costing have already been answered by the Internal Revenue
Service.
James R. Davis
Beaver Valley Chapter
Beaver Falls, Penn.

Direct Costing Is Not the Ideal

I am writing in response to the article, "The Benefits of
Direct Costing," by Mr. Richard W. Swalley in the September
1974 issue Of MANAGEMENT ACCOUNTING. In my opinion, direct
costing is not the ideal concept that will lead to true value and
full disclosure in accounting reports, and whether it is appropriate for product costing continues to be debatable.
Although allocated costs have little value for control purposes,
and problems do result from allocating fixed costs to product
segments, it is unfair to criticize absorption costing on the basis
of needs for break -even analysis and budgetary control.
Costs can and should be classified as fixed and variable for
short -run decisions regardless of the concept used for inventory
valuation. Planning and control decisions require judgment in
selecting those costs relevant to the decisions to be made.
A Step Backward for Direct Costing
Responsibility for and utilization of fixed costs are the basic
While reading the article, "The Benefits of Direct Costing," considerations in planning and control decisions.
by Richard W. Swalley appearing in the September 1974 issue
Fixed costs are not planned or controlled by product segOf MANAGEMENT ACCOUNTING, I began to wonder if the In- ments because such costs, generally indirect manufacturing
ternal Revenue Service has already settled the Direct versus costs, cannot be traced directly to the product. Those fixed
Absorption costing controversy for external reporting. As a re- costs, related to long -term productive assets, result because
sult of the final IRS Regulation 1.471 on full absorption of management made a conscious and informed decision to manumanufacturing costs in the accounting for inventories for tax facture products rather than purchase the products from other
purposes, many costs which are considered period expenses for sources. Management acquires capacity to produce only after
direct costing fall under the IRS ruling of inventoriable costs. it has determined that expected production and sales justify
Although Mr. Swalley did not address himself to the above the investment. Obviously, fixed costs related to capacity can
ruling in his section under external reporting, this ruling repre- be more easily assigned to a time period than to products.
sents a problem which must be resolved by direct costing ad- However, time has limited significance when related to the
basic purpose of manufacturing capacity. To disregard convocates.
In Regulation 1.471, the IRS distinguishes between three sumption of resources used in the conversion process when
"categories" of costs. All Category I costs are manufacturing valuing products is questionable. Thus, to the extent that
costs and are to be absorbed. Expenses under Categories II and capacity is not utilized to produce products or services, the
III are not necessarily production costs and may or may not be company has incurred a loss.
absorbed, depending upon the specific ruling. Unfortunately
Variable cost is a short -run measurement which to an extent
included under Category I, which must be absorbed, are some indicates the manner in which management has decided to incosts which would be considered period expenses for direct cur or measure the use of economic resources. If direct labor was
costing. For example, rent, utilities, and repair and maintenance paid on a fixed salary basis, would direct labor be a period exexpenditures are " inventoriable costs" for tax purposes, and pense? If the company chooses the unit -of- production method
are to be apportioned to all items produced by the firm. For of depreciation rather than a fixed charge formula, does dedirect costing, rental of all facilities is considered a period ex- preciation become a product cost? Traditionally, the purpose
pense as is the portion of utilities and repairs not applying of the expenditure rather than the way it is recognized or indirectly to production activity.
curred has been used as the basis of assigning cost to a segment.
Because of this IRS ruling, there is no incentive for a com- The purchase of labor service on an hourly basis rather than
pany to improve its external reporting by adopting a direct weekly does not change the purpose of the expenditures.
cost system. A company wishing to report earnings via a direct
No doubt, contribution analysis is more appropriate than
costing method will now have to adopt two sets of books for absorption costing for managerial decisions. However, disregard
inventories: one for reporting to the stockholders, and one for of capacity costs in asset valuation for external reporting underMANAGEMENT ACCOUNTING/M ARCH 1975
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AND WORKING CAPITAL.
The following services are listed individually. But, they are frequently combined to provide adequate funds. The true cost compares favorably with bank rates because we do not require that any
funds be kept on deposit.

Confidential Cash Advances on Accounts Receivable
We advance 50% to 100 %. Your clients handle ALL collections. Our charges are computed on a
daily (not monthly) basis.

Seasonal Loans on Raw Materials, Components and Finished Goods
We make warehouse receipt loans. But, our "open end" loans eliminate the expense of warehouse
receipts. Your clients simply report in bulk —not in detail — material taken out and added during the
course of business. Letters of credit and guarantees available to qualified importers.

Long Term Loans on Machinery Equipment and Other Fixed Assets
Repayment schedules can be adjusted to provide for skipped, accelerated and reduced as well as
level monthly payments. Equipment loans are renewable.

Comprehensive Re- Financing
If a company is making burdensome monthly payments on loan or equipment balances, we can pay
off those balances and reduce and extend the payments. Usually, we make an additional loan.

Equipment Leasing and Financing
Your clients can have us buy and lease to them machinery, equipment, furnishings and fixtures.
Leasing payments are tax deductible. And, most leases permit accelerated depreciation. Investment tax credits available. We pass along all guarantees and warrantees. If your clients prefer to
buy instead of lease, we can offer 100% financing.

Financing for Acquisitions, Mergers and Divestures
An acquisition or divesture can frequently be completed with a small initial investment by borrowing from us on the assets of the purchased company and budgeting repayment from the additional
revenue that the acquired company is expected to produce.

Bank Shared Loans
We often participate with a borrower's bank to provide a larger and more flexible line of credit
that the bank itself may be able to offer,
For more information, write or phone
(collect if you are outside our local area).
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Thomas A. Murphy,
Chairman,
General Motors Corporation,
Detroit, Michigan

Dr. George Feeney,
Vice President, General Manager,
Information Services Business Dept
General Electric Corporation,
Rockville, Maryland

ALSO...
Lewis D. Gilbert, Stockholder and Economist
Marshall S. Armstrong, Chairman,
Financial Accounting Standards Board
James J. Brice, Vice Chairman,
Arthur Andersen & Company
Paulyne Golden, Controller,
Screen Actors Guild, Inc.
Stuart Atkins & Allan Katcher,
Atkins-Katcher Associates, Inc.
Cathrina Bauby, President,
Interpersonal Communications
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Ernst & Ernst
Truett Airhart, Executive
Vice President, Zytron Corp.
Dr. William S. Banowsky,
President,
Pepperdine University
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Effect of Inflation on Financial Statements
and Business Decisions

0
Elmer B. Staats,
Comptroller General of the
United States,
General Accounting Office,
Washington, D.C.
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and

Mechanics of Price -Level Financial Statements
What the Stockholder Wants and Is Entitled to
From Corporate Management

0

Economics of Global Computer Networks

0

People Make the Profit Difference
Computer Output Microfilming —A Profit
Improvement Tool

M

The Federal Budget, The Economy and Inflation

0

How to Win and Influence Men in Business
Career Advancement — Through Better Management
of Your Unique Strengths and Personal Style
Financial Accounting Standards and Business
Decisions —A Vital Partnership

The complete outline of the three -day
technical program, speakers and other
conference events will be sent every NAA
member shortly. Watch for it!

Liquidity Considerations
in Management
Decisions and Cash
Flow Improvement
Techniques in
Today's Economy
Price -Level
Financial Statements

states the expenditures necessitated by the decision to produce
the product. The treatment of fixed production costs as period
expenses has little direct relationship to the revenue generated
from sales efforts or to the expenditures necessitated by the
decision to produce rather than buy the product.

was insured: at original cost, at its depreciated value, or perhaps
at replacement cost. Expenses occurred by using outside contractors as well as payroll costs and all other clean -up expenses
necessary to put the plant back into operation are also easily
obtainable.
It is my opinion that the real problem would arise in attempting to substantiate a business interruption claim that is fair to
both the insured and the insurance carrier. It might not be as
difficult in a business with only one, or even a few, product
lines as it would be in a highly diversified company. Tieing in
the foundry business myself, I will readily admit that in a
typical job shop operation, the true value of the interruption
to the work -flow itself is sometimes difficult to measure.
As an example, in a multi -type foundry operation that produces ferrous and non - ferrous metals, which has a heat treating
plant serving both foundries, as well as machine shops and
several other manufacturing and servicing departments, perhaps
practically all under one roof, the businessman might have a
problem should just one part of his business be interrupted.
Such a stoppage of the work -flow would delay production and
output as well as shipping and sales somewhere down the line.
There is no doubt that such a businessman, especially if he is
faced with high backlogs and delivery problems, will be inclined to do everything possible —and do it fast —to "get the
ball rolling again," no matter what the cost.
As it is the nature of business interruption insurance to provide coverages as mentioned above including losses on expected
Continued on page 52

Elliott Slocum
Atlanta Central Chapter
Atlanta, Ga.

Establishing Insurance Claims: Not that Easy!
Mr. Jere R. Duke, of the Lancaster Chapter, truly deserves a
compliment for his fine article, "After the Fire: The Insurance
Claim," which appeared in the September 1974 issue of MANAG EMENT AC C O U NT ING . I n d e e d , t h e w a y he explained the situation from the outbreak of the fire to the satisfactory payment
of the claim seems so orderly and organized that every action
taken by those responsible to establish the basis for the claim
should be highly commended. However, according to Mr. Duke,
the insurance adjuster admitted that lie had not seen such a
well substantiated claim for a long time. This seems to indicate
that in practice things don't generally go as well as they should.
Generally it is no problem to substantiate the property damage portion of a claim since the loss of equipment and its base
value could easily be established by the plant ledger. Of significant importance would be the basis on which such equipment

BASF WYANDOTTE CORP. . BLACK & DECKER MFG. CO. • H. C. BRILL • GARCIA CORPORATION
COCA -COLA BOTTLING CO.
DATAVUE PRODUCTS • FEDERAL BEARING CO., INC. • RITE AID
NORTH AMERICAN PHILLIPS
PENNZOIL UNITED, INC. • ROCHESTER MFG. • CMP INDUSTRIES
TUCK INDUSTRIES • VERD A RAY CORP. • J. B. W ILLIAMS CO., INC. • ALBANY FELT
AMERICAN FIBRE VELOPE • AMERICAN HOSPITAL SUPPLY • CHARLESTON RUBBER CO.
ITT PNEUMOTIVE • SUNBEAM EQUIPMENT CORP. • MONT E CA RLO W INE ... and M any, M any M o re!
We are recovery specialists. A unique, one -of -a -kind
auditing service_ We reco ver do llars, hundreds of
do llars, hundreds of tho usands of do llars, fo r all
kinds of corporations on transportation over - charges.
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FASB Proposes Price -Level Accounting to Reflect Inflation's Impact
The Financial Accounting Standards Board tentatively has made a decision to try price -level accounting as a means of showing the effects of inflation on corporate financial statements. In
an exposure draft issued for public comment on the last day of 1974, the Board would require
corporations to publish supplemental disclosures showing the changes in the dollar's purchasing power. The Board has adopted the gross national product (GNP) implicit price deflator
as the index. The exposure draft, which avoids the term "price -level accounting," is titled
"Financial Reporting in Units of General Purchasing Power." Because general purchasing power
accounting is relatively untried in the United States, the period for public comment on the exposure draft will extend through September 30, 1975. The statement would become effective
on January 1, 1976, if adopted. The statement relies heavily on APB Statement No. 3, "Financial
Statements Restated for General Price -Level Changes," which also urged corporations to use
the GNP price deflator to show the impact of inflation on financial statements. Few companies
complied with this recommendation. In a preface, the Board notes that the exposure draft
relates only to its proposal for general purchasing power accounting and "its adoption would
not in any way preclude FASB consideration of current value accounting." The Board also takes
pains to rebut in advance any criticism that the proposal is a departure from the historical cost
basis of accounting. It points out that "Regardless of whether the historical cost of an asset is
expressed in terms of the number of units of money invested in the asset or the number of
units of general purchasing power invested in the asset, it is the cost of the asset that is being
measured." The exposure draft contains detailed guidelines and illustrations for restating
financial statements to units of general purchasing power. If the statement is adopted, corporations would have to restate seven elements in the income statement: total revenue; depreciation
of property; plant and equipment; net general purchasing power gain or loss from holding
monetary assets and liabilities; income from continuing operations; net income; net income
per common share and cash dividends per common share. Balance sheet items which at a
minimum would have to be translated into units of general purchasing power are: inventories;
working capital; total property, plant, and equipment, net of accumulated depreciation; total
assets, and total common stockholders' equity. General purchasing power information, however, would not be required in interim financial statements. In order to make the general
purchasing power information comparable, information for prior periods would have to be
revised and updated. The Board welcomes experimentation with the general purchasing power
concept and hopes to get substantial feedback between now and Sept. 30 from companies
which have recast their statements according to the guidelines laid down in the exposure draft.
Accounting Changes in Interim Reports
The Board also approved Statement No. 3 on reporting accounting changes in interim financial
statements. The statement specifies that if a cumulative effect type accounting change —like a
conversion to LIFO accounting —is made in other than the first interim period of the fiscal year,
then financial information for the pre- change interim periods of that year must be restated
by applying the newly adopted accounting principle. The statement also specifies that the
cumulative effect of the change on retained earnings at the beginning of that fiscal year shall
be included in restated net income of the first interim period of the fiscal year in which the
change is made. Companies which make such changes during the fourth quarter and do not
issue a fourth quarter report are required to make the disclosure of the change in a footnote
in the annual financial statements.
Draft on Foreign Currency Translation Issued
An exposure draft on foreign currency translation just issued by the Board would require that
foreign currency cash and amounts receivable or payable be translated into dollars at the exchange rate in effect at the balance sheet date. Other foreign currency financial statement accounts would be translated under the temporal method of translation described in Accounting
Research Study No. 12. The standard would apply to financial statements that are prepared in
a currency other than the U.S. dollar and which are combined or consolidated with or are accounted for on an equity basis in the financial statements of U.S. companies.
IRS and SEC Agree on LIFO Reporting
A potential confrontation between two government agencies was averted when the Internal
Revenue Service agreed to permit sufficient disclosure of a LIFO change to conform with SEC
and FASB regulations. Initially, the IRS prohibited an explanation, other than in footnotes, of
the effects on profits of a FIFO -LIFO switch.
12
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THE NEW
FINANCIAL
ENVIRONMENT
Corporations are asked to disclose compensating balances,
pension plan details, and the income from the occasional sale of
capital assets; but no regulation has yet dared to require the
disclosure of material price changes or the cost of labor
settlements, even though these items are at the heart of business
success or failure.

By Herbert C. Knortz
Realistic financial measurement has been, through
the decades of economic growth, the principal goal
of the accounting discipline. Unfortunately, it is a
goal which has seldom been achieved in respect to
any broad class of continuing business. This failure,
however, does not invalidate the search nor does it
justify a retreat to easier, though less meaningful,
objectives.
Not long ago, William A. Paton, professor emeritus at the University of Michigan, said: "Financial
misrepresentation and mismeasurement are on the
march, with little resistance appearing in influential
quarters." (Financial Executive, April 1973, p. 21.)
That is a very significant indictment of a profession
which prides itself on accuracy and useful disclosure. It suggests, moreover, that we should inquire
into the discrepancy between economic realism and
accounting convention. It certainly invites us to
understand the weaknesses of accounting. It definitely demands that the profession keep itself open
to change and to an intelligent modification of the
present approaches.
The Financial Environment
For more than two decades the accounting profession has been able to pursue its cogitations in a
relatively calm and evolutionary world, principally
enlivened by business combinations and the investment credit. Despite the quiet period opportunity,
it has made remarkably little progress during those
years toward the fine- tuning of accounting theory
or organization. Now it is faced with a vastly different and more chaotic business world —a world
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where the basic survival of clients and investors
will be a very real concern —a world of international
value and pervasive regulation.
Inevitablv, the new environment will require a
change in emphasis and direction. It will be some
years before the "earnings per common share" issue
will again reach the importance that it had in 1970.
Instead, the problems of inflation and liquidity will
force a renewed respect for the balance sheet while
income statements will be increasingly distorted to
provide tax advantages. Valuation will replace revenue as the vital issue of the next few years.
It is unlikely that the social balance sheet will
make any fundamental progress during this period
of time. As currently defined, that issue will strike
most accounting people as too cloudy and subjective
to match well with the "harsh" considerations that
will face the business community.
Unfortunately, the accounting fraternity enters
the new period of challenge with somewhat tarnished credentials. Both the public practitioner and
the management accountant have been accused of
non - professional approaches and critics have attacked the propriety of the financial statements of
highly respected companies employing highly respected independent accountants. It will not be
easv to overcome the skepticism that has become
prevalent in these recent years. Such a movement
will be started only by a more active devotion to
economic realism and fewer concessions to expedi.
ence.
Conceptual Consequences
The new concerns with liquidity and valuation
will require a greater concern for the propriety of
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"Credibility is
an essential
requirement
of effective
financial
reporting."
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the balance sheet. The truth of accounting has trine is idiocy! Real estate does become worth more
many faces but I know of no analyst who currently during a holding period, oil reserves do gain in
suggests that the conventional balance sheet repre- value as scarcity becomes publicized, timber propsents the approximate economic value of a com- erties do actually mature into additional marketable
pany, or even that the book value of specific assets units of pulp or timber, and the total yield on serepresents a fair valuation for purposes of insurance curities does flex with economic and political
claims, expropriation settlements, tax assessments, change. Admittedly, these changes may not always
or many other business circumstances. In short, the be easy to measure, but no accountant should deny
stipulated data in a balance sheet are without eco- the theoretical propriety of modifying earnings renomic validity shortly after the assets which they ports to incorporate such value changes if he is
represent have been purchased and the difference serious after reflecting the economic measurement
reported between two such balance sheets can only of the true financial world. Arbitrary rules will not
be tolerated "conventionally" as a representation of justify persistent mismeasurement.
periodic income. Obviously, a fallacious balance
sheet is poorly conditioned to fulfill its important ADHERENCE TO HISTORIC COSTS
task in economic measurement.
In recent months much has been written about
In my opinion, three specific fallacies are respon- the handling of foreign currency and its recording
sible for a large share of the persistent poverty of in the accounts. There has been a resistance, howrealism in our current accounting usage. Conceptu- ever, to the reflection of the consequences of domesally, they are all linked to the spurious conservatism tic inflation. Yet, it is obvious that changes in forwhich continues to deny an economic approxima- eign exchange rates are principally caused by the
tion of value because of a fear that earnings may differential inflation rates within two nations. Can
be overstated through some inexactitude of calcula- accountants properly become excited about the
tion —some inability to audit. It seems to escape manner of reflecting the differential changes while
manv theorists that an arbitrary write -off is an in- ignoring the basic substance of the value question?
exactitude of even greater magnitude than a roughly
We probably cannot yet endorse a full recognimeasured estimate. Zero accounting is not good tion of current value theory but certainly a continaccounting! Let us now direct our attention to the ued adherence to historic costs represents an irrespecific fallacies:
sponsible evasion of economic truth. Such evasion
should be avoided just as soon as a reasonably deUNDERSTATEMENT OF INTANGIBLES
fined alternative can be injected into practice. Price
Current accounting practice consistently encour- level accounting may be an imperfect first step, but
ages the write -off of all values that cannot be speci- it is valid and need not be a supplementary profically measured and valued. It assumes that the cedure!
worth of monetary items and hard goods have
greater credibility than that of the social assets, the Causes of Skepticism
goodwill, the patents, the franchises, the developCredibility is an essential requirement of effective
ment costs and so forth. Even where it admits to financial reporting. Financial statements which are
an awareness of the original costs pertinent to such viewed with skepticism lose their relevance in the
matters, it urges that these costs be absorbed as decision - making process and rapidly become a
quickly as possible against near -term earnings. Now, source of controversy rather than a professional
with the new FASB proposals for the absorption of stimulus to useful economic change. What causes
research and development and business develop- the present cynicism about financial statements?
ment and start -up expense, costs —even though reasonably assignable —will no longer be matched ALTERNATIVES
with the future revenues for which they were inIt is often asserted that internal accountants have
curred and every new firm will be forced to start its a wide latitude in the handling of various transacbusiness existence with operating deficits in its tions and from time to time the SEC and FASB
early years when it most needs very careful measure- bravely announce that they will legislate these opment to nurture its economic viability. I have no tions out of existence. But, what are the two great
easv solution to the measurement problem in these est options in financial practice today: the use of
areas, but I certainly refuse to accept the profes- LIFO or FIFO in inventory costing and the use of
sional dicta that a quick and arbitrary write -off accelerated or straight -line depreciation in fixed asnecessarily represents an improvement in the eco- set absorption. While financial analysts mutter
nomic reporting of an entity or the intangibles as- about the one and misguided politicians talk about
sociated with it.
the other, have anv of the learned bodies taken a
stand on eliminating these highly material options?
RESISTANCE TO UNREALIZED PROFITS
Is it wise for a profession to evade dealing with its
Accounting doctrine, except for certain special major areas of conceptual difference? Can accepsituations, presently sees no virtue in recording an tance of diametrically opposite concepts lead toward
improvement in value balances unless an identifi- increased reliance on professional presentations?
able transaction with third parties takes place. In
other words, a growth in value cannot be reported INCONSISTENCIES
unless it is surrendered. As a concept, such a docThe professional bodies are notoriously capricious
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about applying consistent concepts when establishing the rules of various legislative bulletins. There
is almost a complete insistence on the application
of discount rules to long -term receivables, but a
similar treatment is not permitted for deferred tax
settlements. The profession chooses to report the
deferred tax account in the liability area of the
financial statements but then denies the use of a
liability approach in establishing the recorded
amounts. In lease accounting an attempt is made to
impute the equivalent of ownership costs to an
operating unit, but no effort is made to impute the
credits of ownership and its disposition. Imputation
for the goose does not usually become imputation
for the gander and, consequently, the detailed
"cookbook" again invades the conceptual framework of the profession. A lack of consistent logic
defeats the evolution of a better world.
MISREPRESENTATIVE REPORTS

Accounting antagonists have sufficient grist for
their conflicts when "a statement of financial condition" fails so completely and in so many ways to
report the financial condition of a corporation. But,
the income statement also carries its own significant
distortive implications. For instance, the conventional income statement fails to present the costs of
capital in a meaningful way. It shows the interest
cost of debt capital as a deduction from revenues
and reports a tax benefit in the process. The alternative source of capital funds is equity but its cost
is shown only in the surplus account as dividends
and, of course, thev carry no tax deduction.
According to various survevs, the public believes
that the owners receive about 26 cents out of each
sales dollar. Such irresponsible error is disturbing
enough, but it is even worse when the format of
professionally prepared reports continuously suggests a return of five percent when, in fact, most
American shareholders actually get less than two
percent. If taxes rise and costs escalate, there is very
little of the shareholders' value to be confiscated.
How far can two percent go? The professional technique is unnecessarily confusing the public and
regulatory authorities by handling the cost of equity
capital as though it were the residual element. The
only residual to be invaded is the amount retained
to make the business grow. An invasion of this
residual to any significant degree will cause a collapse of the productive mechanism and the statements should highlight that danger. A revised income statement format is overdue.
The Trueblood Committee identified one of the
salient purposes of financial reporting as being that
of assisting the investor in making future decisions.
Such a declaration is inconsistent with the attitude
of those who prepare statements. More important,
the format of the financial statements completely
denies the Trueblood assertion. At best, the present
statements are designed to account for stewardship
—doing that well is job enough.
It is currently being suggested that supplementary
price level reports be required in America. It is argued that such reports and LIFO inventory pracMA NA GE ME NT A C C OU NTI N G / M AR C H 1975

tices are needed to charge current costs against current revenue and thereby to avoid decapitalization
and hopefully to reduce taxes. These are useful
pragmatic objectives and the companies that are
seeking to justify higher prices and lower tax contributions can hardly be held at fault. However,
one wonders whether the related concepts correspond to the truths essential to a professional approach to economic reporting. Thirty pieces of silver
may not be the final justification!
Every schoolboy knows that in an inflationary
period it is better to own material goods than monetary values. Should not accounting treatments recognize this reality? If one, therefore, recommends the
absorption of high costs, one must also recognize
the growth of the incremented values as credits to
income. To do otherwise is unrealistic and very unfair to those who have wisely invested in hard
values. No recalendarization of LIFO charges or
spurious absorption of unrecorded price level increments will survive conceptual challenge.

"Each day
another
professional
body or
governmental
regulator
demands that
corporations
report another
series of facts."

INCREASED DISCLOSURE

Each day another professional body or govemmental regulator demands that corporations report
another series of facts. In the process of justifving
the new request, it is usually suggested that the
data are needed to avoid business taking advantage
of the public or to prevent public accountants from
being too generous to their clients. The tone of the
revision leads the investor to suspect the worst and
debases the profession. A better innovative technique seems desirable.
Unfortunately, the data currently being requested
seem to be concerned for the most part with the
aberrations of business activity rather than with the
fundamental operating considerations. Corporations
are asked to disclose compensating balances, pension plan details, and the income from the occasional sale of capital assets; but no regulator has yet
dared to require the disclosure of material price
changes or the cost of labor settlements, even
though these items are at the heart of business
success or failure.
In short, the credibility of the financial statements is being undermined by the process of attempted improvement. The failure to dispose of
basic differences in concept, logical inconsistencies
within the legislative framework, reports which inadequately present their primary data, and the attempt to substitute disclosure for sound principles
has eroded the public's faith in the accounting discipline. That faith will not easily be restored, but
the task cannot be avoided if the profession is to
survive.

Organizational Developments
It would be unfair to suggest that the accounting
profession is satisfied with the present state of affairs. Regulators, academicians, practitioners and
financial executives are all thrusting toward R more
appropriate application of financial concepts, controls, and techniques. It is useful, therefore, to emphasize a few of the more salient developments:
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"In recent
years we have
seen a vastly
increased
tendency for
suits to be
levied against
public
practitioners
and corporate
executives."
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titioners and corporate executives. These suits go
This evolutionary successor to the Accounting far beyond the duty to exercise professional care
Principles Board claims to be representative of the and prudence. Instead they tend (Ernst & Ernst in
reporting world but it is finding it hard to success- First Securities case) to make public accountants
fully shake its connection with the AICPA or to guilty of fraud, even when they have had no knowachieve any democratic approach to its legislative ledge of or gain from the situation. How onerous
operations. Although it has used ppen research hear- a standard! Similarly, corporate executives are urged
ings and well diversified task forces, its voting is (Coopers & Lybrand in Continental Vending case)
still dictatorial in its essence and a usurpation of to fairly present the economic facts, even if they
the obligation which others have to exercise judg- breach accounting convention and even while the
SEC refuses to permit security registration without
ment.
Although the SEC has attempted to indicate its the "clean certificate" that is gained only by a full
support to FASB in its Accounting Series Release conformance to convention. The courts seem to
No. 150, it has by the words of that release actually have been less than useful in defining approaches
disenfranchised all other authoritative bodies and to professional action, and by assigning ever- increasdenied the controlling role of truth and realism. ing standards of liability, are beginning to shake the
ASR 150 does a disservice to the professionalism foundations of the profession.
of accounting and should be expunged from the
Another legal matter that is still unresolved conrecord. If the FASB does its job well, it will not cerns the legal representation letters provided to
need to rely on such restrictive declarations. If it public auditors by outside law firms in the interests
does not, the supporting declaration will have little of their clients. These law firms are frustrated by
effect.
demands that they disclose the confidential matters
of their clients and thus potentially invite legal acSECURITIES AND EXCHANGE COMMISSION
tions. The CPAs, of course, are most anxious to
In the background of all accounting practice in protect themselves from unwise certification and the
the United States is the SEC and that agency be- damage suits that could result. The client stands
comes more and more pointed and punitive in its in the middle of this controversy and awaits some
regulatory practice. Although it says that it has reasonable adjudication.
passed the hard task of formulating accounting concept to the FASB, it has indicated through Com- PUBLIC PRACTITIONERS
missioner Sommer (Practicing Law Institute, SepThe public accountant has theoretically withtember 12, 1974) that it intends to use "disclosure drawn from his prime role as a developer of official
requirements" as "a means of deterring conduct accounting concepts. He has turned this task over
which the Commission lacks direct power to con- to the FASB and now responds to draft opinions
trol". Notoriously, this becomes reflected in "what through the Accounting Standards Executive Comif" accounting wherein a corporation is supposed to mittee of the AICPA. One wonders whether he will
indicate what its results would be if it had done at some point oppose the FASB declarations in the
other than the certified and acceptable thing which interest of "sound and licensed" judgment or whe.
the management had judged appropriate. One is ther he will always opt for professional solidarity.
impressed with the conceptual confusion of such a
Today's firms are under pressure to execute with
requirement and one wonders how any company dispatch and precision under the threat of an
could truly identify the effects as the years pass and SEC suit. After the Laventhol, Krekstein, and
economic decisions become interwoven and over- Touche Ross matters have led to "peer review" by
lapped
requirement, other firms have been tightening their
The SEC is understandably somewhat enamoured quality controls to assure full and adequate audit
with the usefulness of its 10 -K format and is seek- processes. It would be foolish to presume that no
ing to thrust a greater part of its material into the further errors will take place and one wonders what
annual reports of public corporations. Obviously, actions the SEC will instigate in the event of a
there are many who see the 10 -K in a less favorable second offense. Since the SEC is not totally belight and according to a recent survey only 0.16 yond reproach, one wonders whether Sandy Burton
percent of shareholders sought the material when it will submit to "peer review" by the Department of
was offered in connection with 1973 operations. Agriculture.
Under the circumstances, it would seem wise for
the SEC to permit management to communicate DIRECTORS AND THE AUDIT COMMITTEE
with its constituency in its own way —as long as
judicial action has begun to redefine the responthat way was not fraudulent or misleading. The sibilities of corporate directors. Directors are being
SEC material obviously has little readership —why held accountable for a greater awareness of what is
should it be forced upon an unwilling audience? going on in their companies and for a more exten.
Shall we strive to make the annual report equally sive monitoring of management performance. Ununread?
fortunately, their available time is still too limited
to permit meaningful penetration of all activities in
COURTS AND LEGAL LETTERS
complex situations, but the old "honorific" relaIn recent years we have seen a vastly increased tionships are fading fast.
tendency for suits to be levied against public pray
The advent of new legal exposures has caused
FINANCIAL ACCOUNTING STANDARDS BOARD
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many boards to establish audit committees. There
Such publicity on the part of the SEC is very
are indications that this new phenomenon of finan- welcome for it does little good to emphasize certificial practice will become a highly effective device cation and good accounting when the official reand that its scope will extend far beyond the for- porting is distorted as it reaches the public's eve.
malistic reviews and clearances mentioned in the Provocative reporting can be a disservice to the
early articles about audit committees. The audit business world.
committees represent a new protection to management, directors and practitioners, and it is hoped ACADEMIC THEORISTS
that their usefulness will remain untrammeled by
One could hardly comment on the various voices
legal suits and class actions.
being heard on accounting matters without acknowlThe current world of financial practice is perme- edging the influence of the academicians. Some of
ated by the threat of legal consequences. Each cor- these do significant research work for the foundaporate announcement is examined by public rela- tion groups, such as Bob Mautz and Professor
tions men and legal counsel. The financial executive Staubus (whose ARS No. 3 is a gem of useful
reports with trepidation and the directors hold their thought on Current Value), while others offer
offices in greater fear than pride. The practitioner periodic comment through publicity releases, such
transfers his assets into his wife's name. Ameliora- as Dave Hawkins and Lee Seidler. Still others, such
as Abe Briloff, reach out with catch phrases to
tion seems indicated!
attack what they see as evil.
Conflicting Voices
All of these men represent a useful leaven in the
In the foregoing paragraphs, consideration has accounting scene and when their enthusiasm for
been given to the organizational elements lying in change is tempered by the quiet intellectual strength
the mainstream of accounting presentation. It would of men like Bill Paton, there is an increased chance
be unwise to forget the other voices that sometimes for an improved accounting discipline. Management
influence the level of skepticism and conflicting accountants will do well to respond and cooperate
attitude.
with well organized academic activities, even though
such cooperation involves certain special efforts.

"...the
accounting
world is being
faced with a
multiplicity of
standardsetting
bo d i e s. .

FINANCIAL ANALYSTS

NEWSMEN

Headline writers and financial reporters for the
2,200 papers in the United States are also coming
under review. Commissioner Sommer of the SEC
recently presented a speech in which he sought a
more careful treatment of news stories. He presented the case of a quarterly news release, of which he
said, "The release was a carefully prepared, well
balanced, intensely factual non - interpretive disclosure document." He then went on to show what
different writers had done with the release. He observed that "... it hardly sounds as if the writers
were talking about the same company ".
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OTHER REGULATORS

Business executives are becoming increasingly concerned with demands placed upon them to supply
added data and explanations for deviations from
specialized norms. The recent strong opposition to
the FTC's line of business report is a case in point.
More than 193 firms out of 345 are on legal record
as opposing this extravagant program. Business does
not see the issuance of another useless government
report as a good reason for adding more cost in an
inflated business world.
Obviously, this request would be more tolerantly
received if it were the only request for added data.
Unfortunately, the larger companies are being continuously requested to provide new material for the
Congressional committees and agencies, and high
cost levels are being involved as these data reach to
lower and lower levels. One request to my company
for 1972 Economic Census (Department of Commerce) involved 2,500 returns and 40,000 man
hours. It was received January 15th . , to be submitted by February 15th. In defense against such
oppressive costs, some are suggesting that the related
corporations should invoice the General Accounting
Office for the out -of- pocket charges.
In quite a different scene, the accounting world
is being faced with a multiplicity of standard - setting
bodies both the foreign and domestic world. Not
only do the national accounting bodies of each
country have conceptual views, but Companies Acts,
Plans Comptables, International Accounting Committees, Common Market control groups, Contract
Accounting Standards Boards all have a desire to
set ethical and professional requirements. The business executive stands aghast and finds it impossible
to respond to all of the viewpoints expressed. He
in

Although this element of the financial family is
in current disrepair as tumbling stock prices have
tarnished their reputation for interpretation, and
economic events have emphasized the impossibility
of defensible forecasting, they are nevertheless a
very positive potential force in the financial community. It is to be hoped that they will see themselves as part of a chain of financial service rather
than as a voice of continuous dissent.
Perhaps analysts could do much to restore the
credibility of accounting reports if they would rely
more on the certified financial figures and do less to
adjust them on scant awareness to new representations of income. Little is served by the continuous
implication that professional accountants and corporate management are intentionally misleading
the investor. Some part of the present withdrawal
of individuals from the stock market can be ascribed
to denigrating analytic comments which are unwarranted by the facts and presented solely to glorify the analyst. A damaged inventory does not sell
at full price.
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"Do not
permit the
world of
change to
swamp the
corporation."

can't even find time to read all of the proposals.
It is possible that periods of imperfect stability
would be more reassuring to the public than continuous revolution?

Consequences for Practitioners

sider why the old questions constantly arise and
complicate discussions with the unsophisticated. It
is time to re- enunciate the purposes of the principal
financial reports —an income statement is not a
financing report or a tax reconcilement, nor is a
balance sheet supposed to be a meaningless pot of
unabsorbed costs and national liabilities.

The financial environment is changing precipitously. Demands are being made for impossible
warranties and assurances. Regulatory bodies are ACKNOWLEDGE THE PROFESSION
seeking to impose their fiat in every corner of the
Practitioners should see accounting as a broad
world. Old concepts are being challenged. What do discipline of business control and communication.
such movements require of public accounting?
They should not seek in their organizations or
As a financial executive, I am reluctant to enun- approaches to isolate the academicians, the manageciate general parameters of action for the profes- ment accountants, the lawyers, the economists, or
sional field, but perhaps a few suggestions can be the analysts from their rightful roles in professional
tolerated.
evolution. Don't be afraid of losing a vote- divine
inspiration may not be confined to the committees
TAKE OFF THE HALO
of the AICPA — others may be right!
For many years the public accountants have been
asserting that they serve the public —and indeed Obligations of Others
they do—but there is no need to disown the client.
Public accounting practitioners have very imDo not permit the world of change to swamp the portant responsibilities. Their task is difficult. They
corporation. Insist that it be given reasonable time must not be forced to operate without support. In
to convert to new requirements. The corporations brief, those outside of public practice must repay the bill, when professional truths are replaced member the following:
by new wisdom. Don't be pure at the other guy's
cost.
RECOGNIZE THE "OFFICIAL" PROPRIETY
Fight for change. Provide added interpretation
SEE THE REAL WORLD
and perception. Do not destroy the integrity of
Accounting was not originally designed to in- existing conformance.
form the potential investor. It was established to
assist management in developing economic values. COMMENT WITH UNDERSTANDING AND HUMILITY
Look within the corporate operations and offer
It is far easier to criticize than to do. The public
constructive conceptual support. Lessen the pre- accounting judgment does not have the advantage
occupation with the public financial statement and of hindsight nor is it benefited by inside awareness.
see the real world.
AVOID ASCRIBING INORDINATE LIABILITY TO CPAS
ESPOUSE LOGIC

A few simple rules are needed to provide the
framework for evolutionary development. Identify
them and insist that they be honored. Such rules
as "matching costs and revenue," "each dollar of
cost or expense should appear once and once only
in a series of income reports," "income statement is
the report of changes between two basic valuation
statements" can restore to the whole profession a
reasoning ability which it has lost in the thrust of
"cookbook" regulation. Some of us remember when
we made decisions on the basis of what was fair.

Professionals are responsible for their performance
but the rendering of guarantees is a far cry from
negligence and fraud. The economy cannot afford to
pay to have all aspects of work done twice. If not
done, some aspects of knowledge will be missing.
ETHICAL RULES ARE VITAL

Those outside of public practice have an obliga.
tion to maintain ethical standards. CPAs cannot
make people honest nor prevent collusion. Good
morals are a pervasive requirement.
PARTICIPATE IN PROFESSIONAL IMPROVEMENT

SUPPORT THE DIRECTORS

If directors are under fire and if directors are
short of awareness and time, they can use some outside help. Who better than a public accountant can
assess the broad business scene while also providing
an expert inquirer and interpreter for the outside
directors. Obviously, such an assignment could only
be accepted if the audit was carried out by another
firm, since it would be the independent assessment
that would be of value to the directors.
TAKE A FRESH LOOK

For some years the profession has been rehashing
old questions. It has not permitted itself to con1s

Those outside of public practice must participate
in the evolution of professional standards. Such
participation is a responsibility—not a privilege.
Conclusion
These, then, are some of the significant attitudes,
influences and problems which will affect public
reporting and earnings in the coming years. Of
course, professional change will not be achieved
without a certain amount of controversy, but it is
hoped that the power of government bureaus, the
academic dogmatism of professional societies, and
the enlightened self- interest of business groups will
Continued on page 35
MANAGEMENT ACCOUNTING /MARCH 1975

CONTROL CHARTS FOR
CITRUS PACKING PLANTS
There are a number of cost centers (sorting, packing, services)
and several kinds of citrus fruit (oranges, grapefruit, lemons)
that pass through the plant each day.

By Leon Shashua, Yaaqov Goldschmidt and
Dorikam Shadmon
The growing of citru s fruit for internal con sump tion
and export is an im p o rtan t in du stry in Israel. It is
a labor inten sive in du stry, especially in th e packing
plants where th e citrus fruit is sorted and p repared
for shipment. Lab or represents abo ut 80 p ercen t of
expenses and is largely controllable. In order to
construct a control system for labor inputs in a
packing plan t, it was necessary to: (1 ) determine
a set of standards through mu ltiple regression an aly.
sis using a co m pu ter, (2 ) suggest a recordin g system , and (3) construct a framework or con trol chart
for comparing actual performance with th e standards.

I
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Th e control system to be discussed was implemented in six packing plants in Israel during the
1971 season. It concentrated on a num ber of cost
centers such as sorting, packing and services. In
this article we shall discuss only the application of
th e system to the sorting process in one plant.
Th e amount of labor invested in sorting depends on the amount of fruit passing through the
plant. It is also related to the quality and size of
th e fruit: the larger the num ber of flawed fruit and
small fruit, the more labor is required, and vice
versa. In order to simplify, we shall discuss only
th e effect of the quantity of fruit and of the percentage of flawed fruit on the am ount of labor required.
Two methods for determining standards were
considered: analysis by means of a suitable statistical method of labor- inputs required in the past,
or time and motion study as employed by industrial
engineers. We decided that the statistical method
would be preferable where outputs are affected by
a num ber of variables. However, the application of
this method is subject to the availability of past
data on inputs, output, and exogenous factors.
Where sufficient past data are available, the statistical method has the additional advantage of reasonableness in attem pting to persuade a worker to
meet past achievements. This is extremely difficult
where standards are based on time and motion
studies. Further, tim e and m otion studies have to
be carried out in season, whereas the statistical
analysis could be made before the start of the sea -

son, based on existing data.

Determining the Standards
Past data were analyzed by applying regression
analvsis. First, a model was constructed to describe
labor input (the dependent variable) as a function
of variables that are assumed to explain changes
in labor input in the past (the independent variPhoto co urte sy o f Is rael Governm ent Tourist Onks

Israeli worker packing o ranges for exp ort market.
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ables). The next step consisted of estimating the
parameters by multiple regression analysis. The estimates thus obtained were used for com putations of
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standard labor inputs for various levels of explanatory variables. The relation used in the regression
analysis for sorting was of the form:

dard errors (about 95 percent of the observations
are within this range). In our case, there was a
standard error of 10 hours; it is therefore correct
to say that according to labor inputs in the past it
is estimated that between 108 and 148 hours will
be required within statistical control limits. This
means that with about 95 percent probability, the
number of actual work -hours required should be
within this range.

Y = a + b Xl + c X 2
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where
Y = Number of work -hours in a sorting shift
X, = Number of sound fruit that passed through
the sorting process
X2 = Number of flawed fruit that passed through
the sorting process
a = Coefficient denoting the number of work hours that are fixed per shift, regardless of
quantity and quality of fruit
b = Coefficient denoting the number of work hours required to sort a unit of sound fruit,
for export
c = Coefficient denoting the number of work hours required to sort a unit of flawed fruit,
for local market
In the packing plant discussed here there was a
satisfactory amount of daily data on work -hours
spent in sorting, and on the amount of fruit sorted
(sound and flawed) for each shift. It was thus
possible to obtain sound and unbiased estimates of
the parameters by the least squares method. After
a suitable regression equation had been estimated,
coefficients were obtained for computing the standard amount of labor at the end of each shift. (Or
in advance, when the quantity and quality of fruit
is anticipated.) The data on the amount of fruit
sorted in one particular shift were then multiplied
by the coefficients to obtain the standard amount of
labor that had to be invested in the shift. These,
for example, are the estimates obtained for sorting
oranges:
Y = 73 + 0.00006X, + 0.00013X2
By means of the estimates obtained it was possible to compute the number of work -hours required
for sorting the fruit that passed through the plant
during a particular shift. Suppose 375,000 sound
fruit, and 250,000 flawed fruit were sorted in a
shift, the number of work -hours required would be:
Y = 73 + 0.00006 (375,000) + 0.00013(250,000)
= 128 hrs.
The number obtained, 128 hours, would then
serve as a standard. The actual labor invested can
be compared with this standard and the deviation
or variance may be computed. However, the meaning of this standard must be clearly understood.
According to labor inputs in the past, 128 hours
are required for the quantity and quality of fruit
to be sorted during this particular shift, on the
condition that at present there are no additional
factors that affect labor inputs, and that no changes
were made in the sorting methods.
The standard denotes an estimate around which
there exists some variation or dispersion. It was
therefore necessary to compute a confidence interval which provides the control limits. From the
regression analysis, the range was set at two stan-
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Tables of labor Standards
The computations of labor standards at the
end of each shift in the packing plant under consideration are numerous and complex. There are a
number of cost centers (sorting, packing, services)
and several kinds of citrus fruit (oranges, grapefruit, lemons) that pass through the plant each
day. Moreover, it is customary to assess the amount
of sorted fruit by boxes. These boxes are classified
according to average count which also necessitates
further calculations., In order to make the control system more efficient and attractive (and to
reduce the number of calculations), tables of standards were prepared by computer.2 Each table is
suited to one kind of fruit and to a particular
average count. The standards are suitable for various levels of sound fruit sorted (given in number
of boxes for export), flawed fruit sorted (given in
percentage of flawed fruit), and for different levels
of average count. The data in the tables thus represent the standard amount of labor that has to be
invested in the sorting of certain quantity and
quality of fruit. If, for example, on a certain day
the output was 5,000 "boxes for export' at an
"average count' of 75, and the "percentage of
flawed fruit' was 40 percent, 128 hours had to be
invested, according to past data. This standard has
to be compared with the amount of work actually
invested.
In order that the control system should work,
a special form has been drawn up in which data
have to be entered according to what actually
happened. These data are used to compute the
deviations for each shift. For instance, the number
of fruit entering the plant has to be recorded by
kinds, as well as the quantity of fruit leaving the
plant and the quantity left in stock, classified into
fruit for export and fruit for local market. Details
have to be entered on the amount of labor invested at the various cost centers, as, for instance,
in sorting.

The Control Charts
At the center of the system are the control
charts prepared in advance showing the confidence
region around the line of zero deviation. Entered
on the charts are the variances between the amount
of labor actually invested and the standard amount
computed according to the special conditions for
each shift, as explained above. Charts prepared in
advance were used for this purpose. A section of
I

"Average count" means the average number of fruit per box,
the number being affected by the size of the fruit.
i A booklet of tables was prepared for each packing plant.
MANAGEMENT ACCOUNTING /MARCH 1975

Conclusion
This example of an efficient control system was
developed for the control of labor inputs at several
citrus packing plants in Israel. The system includes
three components: tables of labor standards, a
form for data recording, and control charts for displaying the deviations (variances).
❑
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E xhib it 1
CONT ROL CHA RT S

60
40
Upper control limit
—

.

—

—

—

—

20

N
L

Standard

0

0
A

—20

Lower control limit

—40

o

-

—60

1

2

3

4

5

6

7

8

9

10

11

Sunday

140
120
100
t

80

C
0
60
d

a

40

v

one chart, that includes actual recordings, is illustrated in Exhibit 1.
There are two parts to the control charts: (1)
a chart for daily deviations, and (2) a chart for
accumulated deviations. In the upper part, two
control lines are drawn; these lines denote the
confidence interval within the range of two standard errors (20 hours) . Every deviation that falls
within these two lines is considered tolerable, since
it occurs within the limits of random fluctuations
about an average. Only deviations that fall outside
the control limits are significant. Regarding the
deviations that fall within the control limits, it is
their trend of behavior over time that is of interest.
On the lower part of the exhibit the accumulated
deviations are entered: the arithmetic total of the
deviations for the preceding days for a particular
month. The accumulated deviation is important
since it indicates a trend. If the dailv deviations are
above as well as below average, the accumulated
deviation will approach zero. Managers at the
higher level should be informed of accumulated
deviations only, once a week, or once a month.
When the record form has been completed, and
standard amounts of labor have been computed
by means of the suitable labor standard taken from
the table, the variance is computed between the
amount of labor actually invested and the standard
amount of labor. For example, on the first day of
the month there was an unfavorable variance of
40 hours. This figure is recorded as a point above
the standard line on the daily control chart. The
points are connected by a line (except for a day
off: for example, Sunday) to emphasize the trend
of the deviations. In addition, the accumulated
deviation is computed and entered on the relevant
chart. These points should also be connected by a
line to reveal the trend of the deviations.
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COST CONTROL:
WHOSE JOB?
Managers must now pay more than cursory attention to programs
for cost control, cost improvement, and conservation.

separation of controllable and noncontrollable costs,
however, we are speaking within the framework of
A prime activity of accounting is to give a quantita- accounting. The separation, for all practical purtive expression to the factors instrumental in realiz- poses, is a cost assignment and measurement probing expressed and implied managerial objectives. lem. The establishment of cost controllability is
Since the maximization of profits (minimization of often characterized by difficulties which result in
losses) is the usual ultimate objective in the busi- hesitations and inconsistencies in the assignment
ness enviro nment, the role of costs cannot be and measurement of cost responsibilities. For example, many managers often confuse cost conQ. CRAIG minimized in the process.
It is generally believed that the cost systems of trollability with the relative benefits derived from
Piedmont - Greensboro many firms emphasize the development of product the cost utilization. In numerous other cases, cusChapter 1973, is
Professor of cost for profit determination rather than the ac- tom and convenience prevail because they are
Accounting and Dean cumulation of costs for control purposes. It would supported by the belief that what other firms are
of the School of be unwise to deny the importance of the correct doing is the only way to proceed.
Business and determination of product cost, but if cost control
Horngren observed that there may be shades of
Economics, North
is
the
objective,
costs
should
be
accumulated
by
influence
on a cost. A cost may be controllable
Carolina A & T
either completely by a manager or by joint responState University, properly designated responsibility functions. This
Greensboro, N. C. is-the area of responsibility accounting.
sibility. As a result, it is very difficult to get a
Dr. Craig, a CPA,
All costs are assumed to result from the commit- crystal -clear concept of cost controllability? Neverholds a B.A. degree
ments, decisions, and actions of people in the firm. theless, there are some important underlying feain Business from
Morehouse College, The major premise of responsibility accounting, tures and assumptions of the controllability concept
an M.B.A. degree however, is that a manager should be charged only
which should prove helpful to its definition and
from Atla nta
with those costs within his area of responsibility. interpretation.
University and a
Ph.D. degree in Costing for control is thereby emphasized— rather
than costing for profit determination — because AUTHORITY AND RESPONSIBILITY
Ac c ounting from
people are associated with their respective cost
From the company standpoint, it may be demonMissouri University.
responsibilities. Responsibility accounting presumes strated theoretically that all costs are controllable
that costs within a manager's area of responsibility by someone at some time. True cost control, howThis article was
ever, implies that on- the -scene management is
are
controllable by him.
submitted through
Responsibility accounting does not represent a capable of doing something positive and constructhe Piedmont Greensboro new idea. Although many have advocated the con- tive about costs which lie within its sphere of
Chapter. trol virtues of this approach to accounting and re- responsibility.z In other words, it is controllability
porting, and indeed, have agreed in principle that at the organization level, to which accounting data
certain costs are controllable, they nevertheless do relate, that is relevant.
not agree in the definition of the concept of conControllability of cost depends upon the identrollability. A knowledge of the concept of cost tification and delineation of responsibility. If we
controllability is necessary to provide a basis for assume that authority commensurate with responthe separation of costs into their controllable and sibility has been granted, it follows that controllability is a function of authority. This appears logical
noncontrollable components.
if we remember that the authority necessary to
Concept of Controllability
carry out a responsibility usually includes the
We are immediately aware that the terms "conI Charles T. Horngren , Cost Accountin : A Managerial Emphasis,
trol" and "controllable" have meaning outside the Prentice -Hall, Inc ., Englewoo d C liffs, .I.M. 1972, p. 163.
2 Ar thur Carlson, " Looking Ahead in
Cost Analysis
framework of accounting. When we refer to the and Control, " N AA Bulletin , May 1962, p . anagerial
37.
I
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TI ME REFERENCE

The determination of controllability must have
a time reference. Since decision - making authority
supports the incurrence of every cost, all costs are
controllable by some level of managerial authority
if a long enough period of time is considered. Even
major costs —such as new factory and equipment —
are controllable at the time their construction or
purchase is being contemplated.
To be useful in measuring the manager's performance, costs must be controllable by the manager
within the time period for which the measurement
is made. This means that assumptions must be
made about the authority and responsibility of the
manager in the short run because control reports
are usually prepared frequently. Not all costs, however, lend themselves to precise measurements of
performance on a day - today operating basis.
The usual result of this time period assumption
is that many costs are considered noncontrollable
within the time period covered by many accounting
reports. Many financial elements are not subject to
changes by anyone within the business during a
short period of time. This means that costs considered noncontrollable in the short run could be
considered controllable by some manager in the
long run.;

David H. Li Aecn on It for M a n ag em en t An a lysis, Charles E.
Merrill Inc. , d olumhus, Ohio , 1964, p . 232.
Paul h. Fe44, Do nald F . Is tven, and Ho mer J. Mattic e, Us ing
Accounting Informatio n, Harc ourt, Brace, W orld, Inc. , New York,
N.Y., 1%5, p . 62.
° Robert Anthony Management Accounting, Richard D. Irwin.
Inc., Homewood, Ill., 1964, p. 492.
I
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Controllability Versus Variability

'The span of

The classification of costs as controllable or noncontrollable should not be confused with the variable- fixed grouping of costs, although the two bases
of classification are very similar. Many businesses
tend to consider all variable costs as controllable
and all fixed costs as noncontrollable. Such is not
the case. The crucial factors again are the influence
of the control unit on the amount of the cost and
the time span.
By definition, variable costs change with volume
while fixed costs remain unaffected by changes in
the level of activity. A cost may be variable from
the point of view of the business as a whole, but
noncontrollable by the manager of a responsibility
center if lie cannot change the amount. Raw materials and parts, for example, whose consumption
varies directly with volume may be entirely outside
the influence of the manager. This is clearly illustrated
an automobile assembly department as a
car requires certain parts to function and there is
nothing the manager can do about it. He is responsible for waste and spoilage of parts and materials, but not for the main flow of these items.
For similar reasons, direct labor may be a noncontrollable cost in certain operations.6 One cannot,
however, ignore the observation that many variable
costs are controllable at the lower tiers of management.
It should also be recognized that some fixed costs
are more controllable than manv variable costs.
Indirect labor and supplies consist, at least partly,
of fixed costs although they are subject to the decisions and actions of the responsibility center manager. In these cases, the fixed element of the costs
is not expected to change as the volume of activity

authority
increases as
one moves up
the
management
ladder..."

in

authority to incur costs or otherwise regulate events
that affect costs relative to that responsibility. We
may now, therefore, define controllable costs as
those costs in a responsibility center which are, for
the most part, subject to the authority and responsibility of a specific manager.
Whether one exercises immediate or remote control over costs is primarily dependent upon his level
in the hierarchy of management. For example, at
the lowest level of management, the costs incurred
by the manager of the responsibility center and by
his nonmanagement subordinates are within his
jurisdiction or control. All other costs are noncontrollable by him.
The span of authority increases as one moves up
the management ladder where more costs may be
subject to the manager's influence. The costs of his
center are considered immediately controllable and
costs incurred by subordinate centers are remotely
controllable by him since he has the authority to
influence or regulate their actions and decisions
(see Exhibit 1). He has given either his explicit
approval (by signing requisition forms initiated by
subordinates) or implicit approval (by delegating
this authority to them in advance) for their actions.' For the measurement of the manager's performance, costs controllable immediately by him
and those controllable remotely by him through his
subordinates should be reported as his responsibility.

Exhibit 1
CONTROLLABILITY: IMMEDIATE AND REMOTE
Le ve l 1 . Manag er "A "
Contro llable costs
$xxxxxx
xxxxxx
xxxxxx
$1 5,50 0(1)
Leve l 2. Eas tern plant manager
Contro llable s ubo rdinate cos ts
Manag e r " A "
Manag e r " B "
Manag e r " C "

$1 5,50 0(1)
xxxxxx
xxxxxx

$72.000

Contro llable costs
Eastern plant manager
$xxxxxx
xxxxxx
Level 3. Vice - president- manufacturing
Contro llable s ubo rdinate cos ts
Eastern plant
Midweste rn p lant
Southern plant
Controllable costs -vice president

Top of organization— S umm ary repo rt

13,000
$5 5,0 00 (2 )

$5 5,00 0(2)
xxxxxx
xxxxxx
$xxxxxx
xxxxxx

$21 0,0 00

50,000
$2 60 ,0 00
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"All
controllable
costs are direct
in regard
to the
responsibility
center."
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Controllable Costs and Departmental Direct
Costs

Exhibit 2
CONTROLLABILITY, VARIABILITY,
AND TRACEABILITY
Cost classif ication

Relevant attrib ute

Controllablenonco ntrollable

Res po ns ive ne ss to the
decisions and actions
of res ponsibility c enter

Variable -fixed

Responsiveness to changes
in volume of activity

Direct - indirect

Trac eab ility to a specific
se g m e nt o f the f irm

manager

of the responsibility center changes. What is really
meant, however, is that "when the costs are properly controlled," the fixed element should remain
the same as volume changes. This same preface,
"when properly controlled," is also implied when
speaking of variable costs.
For purposes of cost control, the major cost
grouping relates to responsibility for control and
not to the response of costs to changes in volume
( See Exhibit 2) . In considering the group of costs
subject to the control of an individual manager,
it is useful to keep in mind the distinction between
fixed and variable costs for the compelling reason
that control procedures for fixed and variable costs
may differ significantly.
Variable costs are subject to control only in
terns of variances from standard that can be
broken down into price and quantity variances for
individual cost elements. The control of variable
costs is a matter of controlling variances by their
elimination or minimization.
Fixed costs are usually subject to control in
terms of whether or not commitments are made
and allowed to continue at the point where changes
in commitments can be made. After a decision is
made, the only remaining possibility for control is
a subsequent decision. Subsequent decisions can be
decisions to dispose of unnecessary fixed assets or
to replace them when new and better equipment
and facilities are available.,
- Ibid.
, Ibid.
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Controllable costs and noncontrollable costs are
not synonymous with direct costs and allocated
(indirect) costs. All controllable costs are direct
in regard to the responsibility center. On the other
hand, not all direct costs are controllable. For example, an asset and its periodic depreciation in a
manufacturing operation may be directly traceable
to a given responsibility center if the asset is
used solely in that center, but the costs are often
noncontrollable at this level because the manager
may have no authority to acquire or dispose of the
equipment.
An allocated cost is usually not controllable by
the department to which it is allocated. The
amount of the cost varies in accordance with the
formula used for allocation rather than with the
actions of the responsibility center manager. This
is the case unless the cost is actually a direct cost
allocated only for convenience, such as social security taxes that may be as controllable as other
elements of direct labor cost.'
Conclusion
Many business firms are convinced that the present energy crisis accompanied by rampant inflation will be with us for years to come. Cost and
resource conservation must therefore assume a
greater role in the management process. More than
ever it has also become apparent that the managerial process must henceforth include unusual
understanding and awareness of cost and cost responsibility. Managers must now pay more than
cursory attention to programs for cost control, cost
improvement, and conservation. The concept of
cost controllability is offered as a viable approach
to cost consciousness, resource conservation, and
the stimulation of actions toward the realization of
management's plans.
Logical application of the concept of cost controllability can give management an insight into
the way costs are incurred and profits are earned.
At the same time, it can provide an intelligent
basis for the development of a responsibility accounting system.
❑
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FAIR VALUE
REPORTING
As appraisers, we are prepared to apply our judgment when
asked. When we get agreement about the proper assumptions
regarding future sales potential and the net income stream, we
can value the whole company or any of its segments.

If the management of a particular company really
believed that current value or fair value financial
Appraisers and appraisal companies are called upon statements would improve the quality of decision daily to value all conceivable types of assets, both making, and hence profits, it seems logical that
tangible and intangible, for numerous purposes. it would pay for and receive them. However, this
Such appraisal reports are, of course, paid for and brings up a very interesting point. Relatively few
delivered to company management. Recently a companies do find it profitable to try to value all
trend has developed, which, if implemented, would of their assets and report the results of changes in
require management to publicly report this fair value from year to year. Since reports for managevalue information. In order to make financial re- ment are not being prepared showing the current
porting more meaningful, several commentators values of each segment of the entire enterprise on a
have conic to the conclusion that value information continuing basis, the information is not available
should be used in preparing financial reports for for distribution to outsiders.
Speaking for the appraisal profession, it is theshareholders, creditors, the government, and other
users. There seems to be an unstated but basic as- oretically possible to prepare fair value financial
sumption that such information, if it is good statements summing up all segments of an enterenough for business managers, ought to be made prise, but it would be quite expensive to do so on
available to outsiders. "If it is available to some, it an annual basis. Fair market values cannot be
should be distributed to all."
determined by formula or index number. In the
Iiowever, these proponents of value accounting true sense of the word, valuation is a professional
have confused the difference between the cost of service. An appraiser is expected to produce an inreproduction today for a given asset, or group of formed judgment regarding the value of the propassets, and the fair market value of those same as- erty being appraised. He must actually see the
sets. For this reason, the fact that value information property and his informed judgment must be exis available to management does not mean that fair plained and justified. This exercise of judgment in
value financial statements can also be prepared con- determining value cannot be eliminated.,
A professional appraiser cannot express an opinsistently for stockholders, analvsts, creditors, or the
ion of value without having performed a minimum
government.
Management has intuitively recognized, what ap- amount of work. Additional work, bevond that
praisers have always known, that there are many minimum, will give him more confidence in his
different bases of value, each of which is appro- judgment, but will not make the final figures any
priate depending upon specific decision- making re- more precise. Still, if the concept of value reporting
quirements. For example, there are very real dif• were to be widely established, various shortcuts such
ferences between determining:
as index numbers, industry studies, square feet or
units of production costs and other statistical ap1. The cost today to replace or rebuild what has proacllcs would probably be adopted. Such data, if
applied consistently to all companies in a given inbeen acquired some time in the past,
2. What those same assets could be sold for if for dustry, could reduce the cost of preparing the insome reason the enterprise were to be liquidated,
' Compare fo r a mo ment the end pro d uc t of a map maker with
or the property= transferred to other uses, and
that o f an app rais er. A map , whether it originates fro m info rma.
tion obtained by ground surveying o r photogrammetry, is a c on3. The value of the assets for continued use in their crete
delineation of specific property, Certainly, skill and p m
fessional judgment must be exercised in preparing a map which
present form and character.
will meet the c lient's needs at the lowest p ossible price.

By Alfred M. King
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"Appraisers
are sometimes
accused of
producing
answers to
suit the client."

formation, but it would seriously reduce the usefulness of the reports.
The reason why the application of index numbers
or other statistical shortcuts would reduce the utility
of value information is not that the margin of error
would be high, or that there would be a potential
bias, or that readers would perceive a lack of objectivity in the information; rather, the reason
would be that the application of an index number
to a historical cost figure will only produce a
"value" that relates to the cost today of reproducing or replacing that asset. While depreciation,
obsolescence, and new technology can be reflected
in some measure through statistical techniques, the
results basically reflect the cost of reproduction less
depreciation, not current value. It is virtually impossible through the use of index numbers alone
to reflect economic influences in value judgments.
Appraisers are sometimes accused of producing
answers to suit the needs of the client. In one sense
we would have to plead guilty to this charge. We
do have to know the needs of the client before we
can determine value. What is the real purpose of
the value information? How is management going
to use it? What should be the premise of value?
Not until an appraiser gets answers to these questions can he start to determine value. Without
these answers it would be difficult for different appraisers to come up with the same values. Competent professional appraisers, however, will usually
come within a very close range if they all start at
the same base line as to the purpose of the appraisal, the intended use of the information, and the
premise of value.

the cost of reproduction new less depreciation,
would be $8,800.
5. SALE To A USED EQUIPMENT DEALER. For the
sake of discussion, one can assume that a dealer
in used equipment would be willing to pay
$5,000 to buy the existing lathe at its present
location.
6. USED EQUIPMENT DEALER ASKING PRICE. A
dealer might have an identical used unit in stock
today which he would be willing to sell for
$6,700. Since the used equipment dealer has to
operate on a profit margin, the difference between his bid and asking price represents his
gross profit.
INSTALLED PRICE OF A USED LATIIE FROM A
DEALER. We can assume that to buy the used
lathe from a dealer would still require tax,
freight, and installation of $900. It would cost
$7,600 to buy from a dealer the same used lathe
installed.
8, TECHNOLOGICALLY NEW MACHINE. Again, for
the sake of illustration, a new numerically controlled machine tool could be acquired for
$15,000. This machine might have twice the
productive capacity of the smaller lathe. Thus,
one N/C machine could do the work of two
lathes with half of the direct labor costs, but
twice the tooling cost and set -up time.

Arbitrarily choosing one of these premises for a
particular asset would improve the utility of the
Premise of Value
statement for some users and worsen it for others.
Let us look for a moment at a very simple ex- No company could really afford to value its assets
ample. What is the "value" of a two -year old metal- on every one of these value concepts.
The proponents of fair value accounting should,
working lathe now in operation in a factory? Two
years ago the lathe was acquired from the manu- therefore, be asked, "Givers the above assumptions,
facturer at a cost of $9,000, sales tax of $400 was what information should be disclosed to the user of
paid and $600 was spent for freight and installa- financial statements for the company ?" There
tion, making a total installed price of $10,000. probably would be as many answers as there were
Starting with this information, the appraiser can people being asked. Traditionally, United States
come up with any one of the following valuations; financial statements show the original cost of the
asset, the reserve for depreciation, and the net book
value of $8,000. But if anything other than this
BOOK VALUE. Based on a ten -year straight -line is to be disclosed, what should it be?
amortization, book value today is $8,000.
The following instances illustrate the possible
diversity of needs. For example, an insurance com2. Boox VALUE FOR TAXES. Using an accelerated
pany, in determining the basis of value for placedepreciation method, tax basis today is $6,400.
ment of insurance (before a loss) or proof of loss
3. COST OF REPRODUCTION NEW. The manufac- (after a loss), may be interested in the cost of returer has raised the price of the unit enough so production new ($11,000) or the cost of reproducthat to buy a new lathe today including tax, tion new less depreciation ($8,800) based on a comparison with a new unit of like kind. A banker, in
freight and installation, would cost $11,000.
determining whether to make a loan secured by the
4. COST OF REPRODUCTION NEW LESS DEPRECIA- lathe, may look at what the asset might bring if
TION. Assuming that the new unit were to be the company were to close down and the asset be
installed but we wanted to know its cost new liquidated. The hanker would be interested in the
less the depreciation arising from the same use used equipment dealer's bid price ($5,000). The
as the present piece of equipment, we might used equipment dealer, himself, would look at the
estimate that the new lathe at 20 percent de- spread between the bid and asking price to see if he
preciated, based on the observed condition and was interested in stocking one more unit.
26
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In case of loss by fire, the factory owner would
be interested in comparing: (1) the asking price
from the used equipment dealer plus installation,
freight, and taxes; (2) the cost of a new unit; and
(3) the cost of the N/C machine which could do
twice as much work at half of the direct labor cost.
In case of a fire the economic decision as to what
to replace the old unit with cannot be determined
solely from the previous appraisal data.
The appraiser, if he is valuing the property as a
whole, must always make some assumption in determining the appropriate value of the individual assets now in place. He would choose the premise of
value which corresponds to the needs of the client
at the time of the appraisal. Thus, we cannot spend
any time arguing the theoretical niceties as to
which single type of cost or value information is
most pertinent for current value reporting to the
public. Put simply, depending on the needs of the
user, any one, all, or none of the figures given
above may be right. The key factor to be kept
mind is that value information for financial statements can be determined only after agreement is
reached on what the purpose is of the financial
statement.

The Three Approaches to Value
There are three generally recognized areas of
investigation when the conclusions expressed are
to be in terms of appraisal value. These are often
referred to as: (1) the cost to build or acquire,
(2) the market for comparable property, and (3 )
the potential capitalized return. In ideal circumstances, all three approaches can be used. While
each may produce a somewhat different figure, the
weighting of the three figures into a final expression
of value depends on the appraiser's judgment.

the operating specifications and maintenance cost
of the existing unit in comparison with a brand
new unit with the same original specifications.
Functional or technological depreciation is harder to determine, but conceptually is quite easy to
understand. Take as an example a 1965 model
Chevrolet automobile. The cost of reproducing today a brand new 1965 Chevrolet would exceed that
to produce a current model. Theoretically, a Chevrolet dealer would have replacement parts for all
of the 15,000 items that would make up the car;
perhaps for $20,000 one could build a 1965 Chevrolet today that would be identical with the car
when it was new. The absurdity of this example is
apparent. Any reasonable man would go out and
buy a new 1975 Chevrolet and obtain not only the
new feature of the 1975 model, but also the new
safety and environmental improvements.

"Many
proponents of
fair value
accounting
assume that
the cost
approach
should be
adopted."

THE MARKET APPROACH

If you are trying to determine the "value" today
of a used 1965 Chevrolet, you would not use the
cost approach. You would use the market approach
which simply means trying to determine for what
price a 1965 Chevrolet could be sold to a dealer or
at what price it could be purchased from a dealer.
THE INCOME APPROACH

In determining the value of an intangible such
as a patent, the cost approach is useless. One has
to look to the income approach, which involves
determining the present value of the future income
stream. In turn, the income approach can be utilized effectively only if you can determine whether
you are valuing a specific asset by itself or the
business as a whole. The whole of a business, in
some instances, will not necessarily be the sum of
the income streams of all individual tangible and
THE COST APPROACH
intangible assets. In other instances, for certain
Many proponents of fair value accounting as- reasons, parts of the business may be worth more
sume that the cost approach should be adopted. or may be worth less than their stated proportionate
Under the cost approach, the appraiser attempts share of the whole.
to determine what it would cost today to build or
Take as an example a square block of downtown
acquire the asset being appraised. Either a cost of land. If a developer is trying to acquire the entire
reproduction can be determined which is simply block, the market value of the last parcel is going
what it would cost to rebuild in exactly the same to be significantly higher than the average value of
form the asset under discussion, or the cost of re- the entire block. But stating that the value of the
placement can be determined which is what it last lot to a developer is $60 a square foot in aswould cost to acquire a replacement having equal sembling a parcel does not mean that in the preutility for the item in question. In the case of long - vious year the seller would have been justified in
lived assets, such as buildings and certain kinds of using the $60 figure for purposes of obtaining a
productive machinery where there may have been mortgage. He could receive an appraisal report saylittle technological change, the cost today, as com- ing that the value of his parcel is $60 a square foot
pared to the original cost, can be considered a only after it is known that someone is trying to
function of inflation. Users of financial statements develop the entire block and his land has scarcity
who are interested in measuring management's op- value.
erating performance —and want to distinguish operThe value of a patent likewise depends not only
ating profit from holding gains due to inflation in on the uniqueness of the technical concept, and
the economy —are usually interested in this ap- the present income stream of royalties, but it also
proach.
depends on the ultimate future demand for the
The cost approach must be handled carefully be- underlying product. A case in point is the Wankel
cause of the effects of physical depreciation and engine. The patent rights on this engine appear to
technological obsolescence. Physical depreciation many investors to have a great deal of value. If
can be measured relatively accurately by comparing every automobile manufacturer is required to install
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"Today's cost
oriented
financial
statements are
already
criticized as
being too
lengthy and
complex."

a Wankel engine, the patent rights are certainly
very valuable. But, if the Environmental Protection
Agencv decides that the Wankel engine does not
fulfill current environmental requirements, the patent might be virtually worthless.2 The analysis and
conclusion as to value, however, might be of no
importance to a speculator in Curtiss - Wright stock
who confidently buys shares of stock today in the
hope that the stock can be sold three months from
now at a profit. In other words, the appraiser's
analysis as to the present value of the Wankel
engine patent may really not be significant in determining the present value of a share of Curtiss Wright stock —given the vagaries of the stock market and imperfect knowledge among existing and
potential investors in the common stock.
In determining a future income stream, the appraiser has to snake assumptions regarding the future. The assumptions must be more or less logical
and more or less clearly spelled out. The appraiser
will, of course, make the soundest and most realistic assumptions possible for his client's specific
needs. But the better the job of spelling out the
assumptions for a particular client's requirements,
the less applicable the value so determined will be
for other purposes.
Financial Reporting
It appears unlikely that a single full -blown fair
value statement can be prepared that will be of real
usefulness simultaneously to a wide variety of users.
There are simply too many assumptions that have
to be made. Unless everybody agrees as to just what
kind of information should be prepared and disseminated and what benefit that information will have
to potential users, it is unlikelv that we will get
away from financial reports based on historical cost.
This assumes that today's rate of inflation does not
increase materially and that we avoid hyperinflation which would require some form of restatement.
Simply being able to prepare financial reports on
an appraised basis of cost of reproduction, cost of
replacement, or fair market value of the assets does
not mean that it should be done. Even if a generous foundation were to provide a grant of funds
to a company, so that financial statements on each
value basis could be prepared at no out -of- pocket
cost, there is no single premise of value or valuation
technique which would suffice. And no one appears
to advocate multiple sets of financial statements.
Today's cost oriented financial statements arc already criticized as being too lengthy and complex.
Imagine two, three, or more sets of statements with
differing premises of value!
Surprises in Financial Reporting
As an alternative to preparing fair value financial
statements, there are very real and meaningful pressures building towards disclosure of value information. This pressure has come because of the significant number of "surprises" which investors have
received over recent years. Some of these have ended up as court cases while others simply have caused
significant economic losses to certain groups.
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A basic assumption of financial reporting is that
historical cost statements are prepared on a going concern basis. In the same manner, unless specified
otherwise, appraisal reports are also prepared on
the assumption that the business will continue in
its present form. But, as we all know, discontinuities
in business do occur. Changes in value may take
place when an asset is utilized for quite a different
purpose or it has to be written off because the underlying business cannot support the historical costs.
It would be possible (perhaps even desirable) to
disclose and report significant differences between
historical cost and current value data for those assets which may be or could be disposed of outside
the normal course of business. Such disclosure
might well avoid many of the surprises in financial
reporting which have received wide attention recenth .
In short, if certain assets could be disposed of
without affecting the underlying business and if
the disposal value differs materially from historical
cost, perhaps that information should be disclosed
to the readers of financial statements. This disclosure can be in the form of a footnote, a parenthetical disclosure as is often done today with marketable securities, or mentioned in the accompanying text. Furthermore, changes in disposal values
from year to year can be handled either outside the
income statement and balance sheet, or could be
made a part of the regular financial report. Others
%with more competence in the reporting and accounting field can come up with specific suggestions as to the preferable format of disclosure of
values of separable assets.
Included in the area of surprises in financial reporting are the sudden "windfall" gains made when
a company disposes of assets which have a low book
value and a high current value. Included would be
sales of land, movie rights, mineral resources and
securities which do not affect the basic continuing
business operations. The other kind of surprise
represents write -offs of previously capitalized assets
like software development costs or losses arising
from a firm's decision to sell a division, a product
line, or simply discontinue operations. These surprises in financial reporting would be a lot less
painful —to previous buyers and sellers of stock —
if management had disclosed such value /cost relationships earlier.
Separable Assets
It is relatively easy to value assets on the premise
of fair market value whenever there is a ready market. By this, I refer to such items as land, timber,
mineral resources, securities, and, in some cases,
entire operating companies or divisions which are
self - contained entities. Thus, those assets which are
An appraiser today trying to value the Wankel engine patent
would make a careful study of the future pollution control requirements pertaining to internal combustion engines. He would
make an assumption as to whether the Wanke l engine would be
the best means of adhering to the Federal requirements. In doing
this research, the appraiser may come to the co nclusion that the
Wankel engine will not meet present or future EPA requirements.
He would assume the Wankel engine will not be adopted as an
industry standard and, as a consequence, the patent today might
be virtually without value.
D
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separable and can be disposed of without affecting
the main business should be reported at some estimate of current market value— market value in this
case is defined as what the asset can be sold for
given a willing buyer, reasonable knowledge of the
needs of both parties, and a reasonable time to
dispose of the asset. Therefore, disclosing that such
assets can be sold is management's responsibility,
since stockholders presumably have a right to know
what kind of return management is earning on assets employed.
This is not to say that an integrated oil company
should try to determine and disclose the value of
individual retail gasoline stations, pipeline facilities,
refining operations, or oil reserves. For an integrated
oil company the return being generated in total has
to be related to the total business.3
The real problem to be resolved in reporting
market values is what assets should be determined
by management as separable. As an example, a company may decide to sell or divest itself of a profitable operating division because the funds can be
invested to provide a higher return elsewhere. As
appraisers, we can determine the value of the division as a going concern at any moment in time.
If management is contemplating the sale of the
division, it could be expected to determine the
value and report it at the year end prior to the sale.
Changes in basic economic conditions in the
country, or changes in the economic strength of a
particular industry or market, may create relatively
rapid increases or decreases in value. Thus, what
was a marginal operation last year, one which could
not have been sold as a going concern (i.e., the
assets would have had to have been liquidated piecemeal) might suddenly become profitable enough
to be an attractive candidate for sale this vear. Such
changes in economic fortune can happen relatively
quickly and without much warning. Since a valuation is made at a point in time and values can
change relatively quickly, there is an interaction
between changes in value and possible management
decisions as to the potential for disposition of the
assets.
Leaving it to management to determine which
assets are potentially separable for disclosure of
their approximate market values is the only feasible
approach. Even then, it would be difficult to come
up with all - encompassing ground rules, which would
apply to all companies, at all points in time. The
most practical approach would be to require managements to disclose the market values of separable
assets in comparison with book cost figures. The
actual disposal, at a significant profit, of assets which
had not been disclosed earlier as separable could
be a matter for inquiry as to why such values had
changed and why an extraordinary gain was reported without prior disclosure. In short, the burden of
proof would have to be on management as to why
assets were sold at a gain when that potential gain
had not been disclosed earlier.

Extraordinary Losses
Proponents of fair value accounting arc theoretiMANAGEM ENT ACCOUNTING /MARCH 1975

cally on the right track if they feel that disclosure,
on an ongoing basis, of values would prevent sudden write- downs. To many outside observers there
appears to be little justification for sudden write offs in the magnitude of 20 to 60 percent of a
company's net worth with no advance warning.
Management must have known things were going
badly for some period of time, since the decision to
liquidate a major portion of the company's business
is not generally made on a "spur -of- the - moment"
basis. There is a presumption that had the public
been privy to management's intent, and had there
been some disclosure of the magnitude of the problems being faced, a decision to get out of a particular phase of a business would not come as a surprise. The subsequent write -off of the historical cost
of the assets would then not be viewed as a significant drop in the value of a business.
This gets right to the heart of valuation problems
regarding intangibles such as research and development costs for new products. If a product turns out
to be successful and all development costs have
been written off to expense on a current basis, financial analysts are unhappy. There is a lack of
comparability between the financial statements of
a firm that has written off all development costs
and a firm that has bought the corresponding
amount of assets. Under current accounting rules,
following pressure from these same analysts, the
acquisition of a going concern when treated as a
purchase requires capitalization of intangibles.
However, when management decides a business
venture is not viable, these same critics of financial
presentations are the first to jump on the write -off
of previously capitalized expenses.
The timing of write -offs of capitalized development costs for software programs, mineral exploration, and new product opportunities is difficult to
predict. The write -off of balance sheet values when
business prospects are such that continuing the venture as a going concern is no longer possible is a
problem that professional appraisers and, hence,
value reporting cannot solve. As appraisers, we can
put a value on anv phase of a business at anv point
in time, but we have to make a basic assumption
as to anv further costs required to make the venture
an operating success and measure these future costs
against possible economic gains to be realized. If
the conclusions as to future costs and revenues are
optimistic, then a value can be developed which in
turn can be supported. But if the assumptions
made by the appraiser as to the future course of
costs and revenues are incorrect, or, even worse, if
the assumptions are correct now but turn out to be
wrong in the future because of changes in economic
conditions, then the appraiser is in no better position than management to foretell the future.
In other words, if under a fair value concept of
reporting management were required to disclose

"As appraisers,
we can put a
value on any
phase of a
business at any
point in
time..."

s In the well known cas e of the sale of the investment in Ethyl
0
Corporation
by Standard Oil of New Jersey and General Motors,
the dispa . - of the investment had little effect on the basic
automobile and petroleum business of the two owners. The market
value of the investment in Ethyl could reasonably have been determined prior to disposition and reported to shareholders accordingly.
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"it does not
appear
reasonable,
therefore, to
require the
preparation of
fair value
financial
statements."

the current value of research and development efforts now in process, then the valuation of this
work would present the same inherent difficulties
to outside appraisers as it would to management.
If the premise of value was the future economic
success of the venture, then the values so determined could be reported. But if economic success
did not come, was the original valuation wrong?
Or were the assumptions wrong? All who discuss
fair value reporting should be aware of the fact that
determinations of value require the making of assumptions and disclosure of these assumptions. But
assumptions can be and often will be wrong. As
time passes and conditions change, previous assumptions have to be modified.
It is these changes in previous assumptions which
ultimately cause write -downs and reported losses.
If you start with the basic premise that the members of the management team —of most companies
at least —are neither fools nor knaves, and accept
the assumption that statistically a certain number
of investment plans are not going to work out as
intended, then write -downs are going to be a part
of the business environment we live in. The question is, can we get a handle on the timing of the
write -down?
As an example, the day that RCA management
decided to go into computers it is obvious they did
not intend to throw away $500 million of their
stockholders' money. Yet, at the end of the venture, there was a $500 million write -off not including any previous losses which had been charged
off year by year. At what point in time should RCA
management have known that their computer venture was going to be written off and that shareholders faced a $500 million loss?
Had a competent appraiser been brought in to
value RCA's computer business one month prior
to the decision he might well have come to the
same conclusion that company management did,
that no further expenditures should be made and an
immediate loss be recognized. Would an independent observer have drawn the same conclusion a
year earlier? Two years earlier? At what point was it
apparent that RCA was in an impossible situation
in the computer business? For the shareholders of
RCA to have been spared a $500 million write -off,
it would have required a much earlier realization
that the venture into computers could never become
profitable. How does anyone go about disclosing
the circumstances before those facts are known ?*
The absence of an easy solution to this problem
may be disturbing. But good financial reporting,
including disclosure of current value information,
cannot substitute for management judgment. Since
management judgment and perceptions change over
time, there is no model of value reporting that can
be developed which will solve these problems.
Perhaps the solution to this problem of sudden
Write -offs due to the We or disposition o f major portions of a
business probably do not come as a complete surprise. But the
evaluation by management as to the future prospects of a business
or division can change relatively quickly; once a decision is made
to g e t o ut o f a business time is of the essence. Once you have
deaded tha t a business cannot be saved, the sooner you ac t to
close it down, the less "good money after bad" will be expended.
4
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write -downs and losses is to have really meaningful
disclosure of operating profitability by segment of
business including an allocation of assets involved
in each business segment. Then outsiders can make
their own evaluation as to the likelihood or reasonableness of a decision to get out of the business. A
good outside financial analyst can also make a calculation as to what the possible effects of such a
decision might be.
For the software companies that have capitalized
significant development costs, this would involve a
disclosure of actual revenues for each service and
an idea of current operating expenses on an ongoing
basis. A good cash flow analysis available to both
shareholders and management might lead both
parties to arrive at the same conclusion —that it is
better to get out than to continue investing further
funds. This is not a question of fair value reporting
but rather of the amount of disclosure of current
operating information.
As appraisers, we are prepared to apply our judgment when asked. When we get agreement about
the proper assumptions regarding future sales potential and the net income stream, we can value
the whole company or any of its segments. But in
the absence of such conditions, one has to rely on
management's own current judgment, the availability of actual cost and revenue figures to date,
plus projections of future operations. Fair value
accounting, with the use of appraisal approaches,
cannot substitute for good management, good operating cost controls, and disclosure of pertinent
operating information.

Conclusions and Recommendations
Appraisers can determine cost, market value, and
discounted future income on an accurate and reliable basis. This information can be reported periodically. But there is real doubt as to whether this
reported valuation information would be meaningful to statement users. The number of assumptions
that would have to be made and disclosed is enormous. What happens if the reader has a disagreement with the assumptions? What is the cost of
working out the changes in value based upon differences in the assumptions?
It does not appear reasonable, therefore, to require the preparation of fair value financial statements. More emphasis and attention should be
given to requiring corporate management to evaluate its own operations. Managements should disclose significant differences between historical cost
and potential or expected realizable values on those
assets which could or might be disposed of. Such
disclosure should show the assumptions regarding
the premise of value. If prepared by an independent
appraisal company, engineering consultant, or other
expert qualified to determine values, then management will have fulfilled its responsibilities.
Management cannot be expected to prepare, report and defend an unlimited number of "what if'
type questions. A degree of latitude in the decision
as to what should be disclosed and what margin of
error is reasonable should be permitted.
El
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FINANCIAL ANALYSIS
IN AN INFLATIONARY
ENVIRONMENT
While inflation is responsible for many distortions in an economy,
there are a number of measures that can be adopted to reduce
the level of these distortions in a business enterprise and in a set
of financial statements.

true for shares in other companies or amounts received as advance payment for future delivery of
In Brazil, the overall problem of inflation has been goods or services, when carried at unadjusted origaggravated by the large rates recorded during the inal cost. The figure conventionally shown as net
past decade. Because of the many price level income, therefore, cannot at all measure the gain
changes, financial statements are literally impossible or loss resulting from units of purchasing power
to comprehend without some form of adjusted received as revenues and the units of purchasing
figures. Therefore, the Brazilian Government has power consumed in obtaining such revenues. Beallowed for partial price level adjustments in finan- cause inventories have constantly rising replace- J. C. GETZELMAN
cial statements as well as other measures to mini- ment costs, real margins on sales of merchandise
Sao Paulo Chapter
mize the effects of inflation on a firm's operations. are in fact lower than those shown in the financial 1977,
is Vice
However, although Brazilian financial statements statement., Even if selling prices can be adjusted President of Security
are partially adjusted for price level changes, com- to keep pace with price level changes, the account- Pacific National
pletely adjusted balance sheets and income state- ing profit used in determining net income will Bank and its Brazilian
affiliate, Banco
ments are rare or nonexistent. Thus, the distortions contain a certain degree of fictitious profit.
Denasa de
All this results in overstated profits in a real lnvestimento S.A.
brought on by inflation make realistic credit analysense because the loss in purchasing power of net He holds a B.A.
sis of historical figures extremely difficult.
monetary assets is not considered, the increasing degree from the
What Is Inflation?
cost of merchandise sold is not recognized and the University of
Colorado and an
Inflation may be defined as a rise in general price fixed asset costs are not recovered by depreciation M.B.A. degree from
levels resulting from disproportionate increases in charges. These distortions cause further financial the University of
the money supply in relation to increases in the problems because a firm must pay income taxes on Denver.
volume of real goods and services. Inflation pro- unrealistically high profits, shareholders bring on
duces figures in conventional accounting records pressure for dividends based on these erroneous This article was
that lack comparability of the local currency at dif- profit levels and management finds it difficult to submitted through
ferent points of time. For example, "monetary" establish prices that permit recovery of hidden in- the S`ao Paulo
items such as cash, receivables, and pavables that flation costs. As a result, many firms have experi- Chapter.
represent money or claims on money or amounts enced real decapitalization as they paid dividends
payable in cash are automatically stated in current and taxes on overstated profits.
values, but there is no indication of the loss or gain
in purchasing power from holding or maintaining
such items during an inflationary period. "Non To solve the problem of d istortions in financial statements c reated
through inflation many acc ounting bodies, including the staff of
monetary" items, on the other hand, such as in- the
Acc ounting kesearc h Divis ion o f the AICP A (see Accounting
Study No, 6), have recommended the use of "price ventories, fixed assets, etc., which are usually evi- Research
level
ad' usted" financ ial statements. T he purpos e of the pric e -level
denced by the physical existence of tangible prop - adjuste2 statement is to express each item in the financial statements in terms o f a " c o mmo n currenc y, " that is , in terms o f a
erty, are stated in a conglomeration of currency currenc y of the same general purc has ing p ower. Such figures can
logic ally be co mp ared and more meaningful analytic al co nc lus io ns
values as of the dates of acquisition. This is also can b e drawn than from original unadjus ted figures.
By John C. Getzelman
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"Interest,
which is
taxable, is
calculated on
the restated
principal."

Partial Adjustment in Brazilian Financial
Statements
Brazilian companies are allowed (required) to
write up their fixed assets each year based on published price indexes These indexes are supposed
to reflect the previous year's loss in cruzeiro purchasing power. They are applied both to the historical cost of fixed assets based on the year of addition, and to accumulated depreciation based on
the year charged to income. The write -up of historical cost can be amortized by changes to income
at amortization rates applicable to the related assets. The credit corresponding to the next fixed asset write -up is used to correct the value of fixed
asset depreciation reserves and then to increase
capital.
Also in Brazil, a reserve for maintenance of the
purchasing power of working capital is established
by a deductible charge to income for tax purposes.
The reserve itself is restricted for use to increase
capital, By adopting this charge to income, companies can effectively prevent decapitalization
through excessive distribution of dividends based
on unrealistic profits., The amount of the capital
reserve is calculated by applying an official price
index to working capital existing at the beginning
of the year. Working capital for this purpose is
considered to be all assets except fixed assets, deferred charges, investments in shares in other companies (since these are protected by similar inflation adjustments in the other companies) and
other assets having their own monetary correction
clauses (such as adjustable treasury bonds or receivables stated in a foreign currency). From these
are deducted both short -term and long -term liabilities. Foreign, or monetarily corrected, loans obtained
to finance working capital are included as monetary
liabilities for this purpose expressed at their present
local currency equivalent based on current exchange
rates or readjusted value.
Brazilian Government bond issues, of one -year
maturity and over, have principal restatement
clauses based on monthly general price indexes. Interest on these investments is calculated on the
monetarily adjusted principal. In the same way,
amounts expressed in the income tax law, such as
those for dependency exemptions and income tax
brackets, are adjusted annually based on official
price -level indexes. This policy results in a more
realistic taxation that recognizes the real purchasing
power equivalents of amounts contained in the
original tax law.
.2

Price Level Adjustments Available to the
Financial Analyst
The financial analyst is interested in measuring
any gains or losses in monetary assets and liabilities
so he may determine a firm's ability to protect itself from &capitalization that would result from the
payment of taxes and dividends on unrealistic profit
levels. He would like to establish accurate period -toperiod cash -flow movements that would indicate a
firm's ability to meet debt payments. Also of major
32

importance is his ability to accurately project a future financial position within the framework of an
inflationary environment. There are, therefore, a
number of steps that the financial analyst must take
to reduce the distortions of inflation and provide a
more realistic and comparable historical analysis of
a firm's financial statements and a more reliable
forecast of the future.
The financial analyst can attempt a more accurate year -by -year evaluation of balance sheet and income statement accounts by price level adjusting
certain key items. Some of these key accounts include sales, net income, working capital, total assets,
term debt, net fixed assets, net worth, and gross
operating funds generation, Care must be taken by
the analyst to use the correct combination of indexes. However, if his intention is to adjust sales,
for example, he should take into consideration the
fact that sales occur throughout the year and should
therefore be considered at the average index for the
period. In Brazil, net fixed assets are monetarily corrected through the end of each year so the index
used for this account should be the year -end index.
In an economy with 15 to 20 percent inflation the
incorrect choice of indexes can be quite distorting.
It is also very useful for the analyst to determine
]low well a company has managed its monetary assets and liabilities to minimize losses through inflation. The maintenance of the working capital
charge to income allowed in Brazil partially reflects
this loss of purchasing power of net monetary assets. This charge is not an accurate gauge, however,
because (1) it does not compare the actual loss or
gain during the year but only records a figure indicative of the position at the beginning of each
year, and (2) the calculation of monetary assets for
the income charge includes such important non monetary items as inventory. The computation of
monetary gains or losses is extremely complicated
because the monetary items rarely remain unchanged
throughout the year. Additions and deductions in
the accounts during the year must be taken into
consideration as well as ending balances to obtain
actual monetary gains or losses. The financial analyst, as part of his overall review, must also consider
the ability of a firm's management in reducing the
effects of inflation. The extent of any monetary loss,
for example, illustrates how well a firm's financial
managers have adequately protected monetary assets. In addition, he must investigate the pricing
policy of the firm and its ability, to pass on increased
costs through higher sales prices. How the firm
records inventory costs and whether they consider
replacement cost of stock after processing and sale
in determining product pricing are also important
considerations.
=The choice of what price level index to use is obviously of great
importance. In the United States the choice could be between
cost of living indexes, retail or wholesale price increases, govern.
ment coefficients, price increases in a particular market, etc.
Obviously, the c hoice of the index is the key to a realistic price
level adjustment. However, the problem is often complicated by
the fact that no single index accurately reflects the actual inflation
in all areas of the balance sheet and income statement.
8
The price level adjusted cost of an asset does not always equal
the replacement cost. The adjustment is intended to show the
original cost in current currency values and cannot be properly
characterized as an adoption of current appraisal or replacement
cost that reflects additional non - monetary considerations.
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Creation of Realistic Historic Cash Generation
Studies
An accurate cash generation analysis depends
upon the assumption that all period -to- period balance sheet and income statement changes represent
true cash inflows or outflows. Because, however, of
the numerous accounting entries permitted by the
Brazilian Government to minimize the effects of inflation on financial statements, numerous non -cash
entries are made during the year or at balance sheet
closing that do not reflect real cash flows within a
company. All non -cash items such as depreciation,
depletion, conversion and exchange of outstanding
securities, stock dividends and appropriations of retained earnings, revaluations (either write -ups or
write- downs) should be eliminated from consideration. This procedure would be similar to that which
is accomplished by "adding back" depreciation in
cash and funds flow statements.
As mentioned above, firms in Brazil are allowed
to write up their fixed assets each year based on pub lislied price indexes. The fixed asset account is
debited for an amount obtained through these indexes thus, in effect, adjusting balance sheet values
for inflation suffered during the previous year. Corresponding credits are made to increase fixed asset depreciation reserves, and to increase net worth.
These various accounting entries, the increase in
fixed assets, the adjustment of depreciation reserves
and the increase in capital are all non -cash entries
as they do not represent true cash income or expenditures, or real asset or liability additions or
subtractions.
Additional non -cash accounting entries are common as a result of inflation adjustments that are
made to reflect price level changes in balance sheets
and income statements. Among the most typical are
stock dividends that produce a non -cash increase in
the asset account "investments" as well as a corresponding increase in the firm's capital reserve account. The reserve for maintenance of the purchasing power of working capital adjustment, mentioned
earlier, which produces a charge to profit and loss
for tax purposes as well as an increase in capital
reserves is another form of non -cash adjustment.
Finally, foreign currency loans used for working
capital and acquisition of fixed asset purposes produce non -cash increases in debt liabilities as well as
purely accounting charges to income whenever exchange rate adjustments occur.
When a cash generation analysis is prepared, it
is necessary to eliminate these non -cash entries and
show only true cash movements. As a cash flow
statement must show a balance between cash generation and needs, the accountant as well as the
financial analyst must be prepared to eliminate all
accounting debits and credits that result from these
inflation adjustments.

Financial Forecasting in an Inflationary
Environment
In the past, financial forecasts in inflationary environments have been prepared in either a stable
currency, such as dollars, or in a constant local curMANAGEM ENT ACCOUNTING /MARCH 1975

rency that in effect ignored the problem of inflation
during the period covered by the projection. For
local currency loans the argument has been that any
company will be able to increase its selling prices,
not only to offset higher costs due to inflation, but
also to preserve a constant profit margin, i.e., the
company's profits will be maintained in real terms.
For borrowing in foreign currency, the argument
has run that the rate of depreciation of the borrower's currency against the hard currency —say
dollars —in which the loan is expressed will match
the rate of inflation in the borrower's profits. As a
result, the increasing volume of local currency earnings will be sufficient to buy the same amount of
dollars, although the exchange rate is steadily deteriorating.
It is known, however, that historically the rate of
devaluation of a local currency has not followed
even closely the rate of internal inflation. In Brazil,
for example, the yearly rates of inflation and cruzeiro devaluation against the dollar have been as
follows:

Year
1966
1967
1968
1969
1970
1971
1972
1973

Rate of
inflation
47%
30%
24%
24%
22%
18%
15%
14%

"...

firms in

Brazil are
allowed to
write up their
fixed assets
each year
based on
published
price indexes."

Rate of
devaluation
0%
27%
41%
14%
14%
12%
10%
0%

While price increases might in fact be sufficient
to generate increased profits to offset the rate of inflation, a company's cash generation ability is impaired by the inflationary growth in sales. Most
companies with real growth in sales require increased cash to finance expanding inventories, receivables, etc., i.e., working capital. This increased
need for working capital can be shown to be true for
unreal increases in sales, in other words, those increases caused simply by inflation. While profits
increase through the inflationary expansion, substantial amounts of cash are used to finance the
higher levels of inventories and receivables.
To illustrate the need to include this cash con.
suming effect of inflation in all financial forecasts,
we have prepared two projections from actual historical data and realistic forecasting assumptions
provided by an important Brazilian manufacturing
concern. See Exhibits 1 and 2.The first projection
does not include an inflation factor and therefore
provides figures representing a constant cruzeiro
price level. The second projection includes an assumption for inflation and devaluation rates as outlined below. The figures produced in this second
forecast, therefore, represent currency values adjusted for the changing price levels and cruzeiro/
dollar exchange rates. The only difference between
the two forecasts is that inflation and devaluation
considerations have been included in the second
Projection, All other assumptions remain the same.
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"These indexes

1973

1974

1975

47,900
7,1 85
3,66 9
11,023
15,807
28,458
13,568
14,890
48,629
29 ,0 94
5,580

61 ,5 00
10,455
5,8 08
14 ,1 51
20,295
36 ,5 37
20 ,9 34
15,603
58,127
32 ,2 03
713

65 ,7 00
11,826
6,7 2 1
15,117
21 ,6 81
39 ,0 3 1
22 ,3 60
16 ,6 71
60 ,25 1
35 ,5 25
1,0 68
568

70,000
14,000
8,4 74
16.106
23,100
43,285
21 ,5 56
21 ,7 29
62,745
40,099
5,0 58
2,7 05

(1,40 4)
-

-

(1 70 )

-

-

-

-

1972

-

7.6%
2.24 6/1
89%
90d
130d

(1 ,5 74 )
9.4 %
1.74 5/1
10 6%
84d
185d
2 8 .4 %

-

(1 ,0 05 )
1 0 .2 %
1 .7 4 5 /1
109%
84d
188d
6.8%

-

(1 70 )
7.7%
2.09 7/1
10 0%
84d
182d
50.2%

-

1,699
-

Sales
Gross margin
Net profit
Accounts receivable
Inventory
Current assets
Curre nt liabilities
W orking capital
Total assets
Ne t wo rth
Inc re as e wo rking c ap ital
Cash surplus
(Deficit)
Cumulative surp lus
(Deficit)
Net profit /sales
Curre nt ratio
Sales /total assets
Rece ivab les turnover
Inve nto ry turno ve r
Sales gro wth rate

19 71
Actual
31 ,90 1
4,5 35
2,4 22
7,8 96
7.575
16,780
7,4 70
9,31 0
35,812
27 ,7 25

1 2 .1 %
2.00 8/1
11 2%
84d
188d
6.5%

-

represent
foreign assets
or liabilities."

FIRST PROJECTION- WITHOUT INFLATIONARY CONSIDERATIONS
(000's CONSTANT CRUZEIROS)

-

balance sheet
items which

Exhibit 1

-

were then
applied to the

tional assumption. The sales growth for 1972, for
example, consists of a real sales increase of 50 percent plus the inflationary growth rate assumed for
the year of approximately 24 percent. Net profit to
Rate of
sales is nearly identical to the first forecast beginning
inflation
Index
Year
1.24
at the historical 7.6 percent and increasing to 11.5
1972
24%
percent in 1975, thus confirming the firm's ability
20%
1.49
1973
to maintain the previously assumed profit margin
17%
1.74
1974
and offset inflationary increases in costs through
14%
1.98
1975
price adjustments. In this projection, however, subAs the rate of devaluation of a currency has his- stantially higher working capital needs throughout
torically been different from the rate of internal the period of the forecast result in continuing cash
inflation, a separate set of indexes was assumed. deficits. Instead of having a surplus at the end of
These indexes were then applied to the balance the projection period as per the first forecast, a
sheet items which represent foreign assets or liabili- substantial cumulative deficit is recorded. In 1971
cruzeiro terms (the year of the projection and thereties:
fore the cruzeiro value for the constant cruzeiro
forecast) the cumulative deficit in 1971- cruzeiros
Exchange rate:
Index
totals Cr$15,022,000, significantly in variance with
dollar /cruzeiro
Year
1971
the Cr$1,699,000 cumulative surplus originally pro1.00
1971
1/3.45
jected in constant cruzciros. This major variance
1/4.1
1.19
1972
between the two forecasts is traced to the increased
1973
1/4.7
1.36
working capital needs representing higher values of
1974
1/5.4
1.56
inventory and receivables in the second projection
1/6.0
1.74
1975
brought on by the inflationary increases in sales.
1976
1/6.6
1.91
While working capital increases were moderate in
The first projection ( Exhibit 1) shows a sales the first projection, they became exaggerated in the
growth of 50 percent during 1972, 28 percent dur- second forecast as a result of the substantial growth
ing 1973 and approximately 6.5 percent for the re- in current assets, principally receivables and invenmaining years of the forecast. Net profit to sales tory, Note, however, that receivable and invenincreases from the actual 7.6 percent in 1971 to a tory turnover in both projections are practically
high of 12.1 percent in 1975. The firm is able to identical. We see, therefore, that unreal increases
generate sufficient cash internally to cover increased in sales, increases brought on solely by inflationary
working capital needs and ends the projection with adjustments in sales prices, have forced tap receivaa comfortable cash surplus.
ble and inventory levels increasing working capital
The second projection (Exhibit 2) shows a and causing continuing cumulative cash deficits
similar sales growth rate as the first forecast except that require additional unforeseen financing.
our inflationary rates have been added as an addiA financial analyst can attempt to anticipate
=

For this example, projected annual inflationary
rates were chosen as follows:
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"...
Exhibit 2
SECOND PROJECTION- INCLUDING INFLATIONARY CONSIDERATIONS
(000's INFLATIONARY CRUZEIROS)
1973

1974

1975

59,396
8,9 09
5,1 16
13,661
19,600
35 ,28 1
16,439
18,842
62,115
33 ,4 38
9,5 32

91,635
15,577
8,5 63
21 ,0 76
30,239
54,431
30,147
24 ,2 83
90,777
42 ,2 53
5,44 1

114,318
20,576
10,869
26,293
37,725
67,904
37 ,6 79
30,225
112,310
52,400
5,942

138 ,9 50
27,789
15,989
31 ,9 58
45,853
82 ,5 36
41 ,9 00
40,635
133,242
66 ,9 60
10,410

necessarily
assured of
continuing
financing from
traditional
sources."

-

-

-

-

-

-

1972

with
continuing
deficits is not

(8 ,5 64 )

(6,57 0)

(2,4 01)

-

-

-

-

-

-

-

-

(5,32 2)

7.6%
2.24 6/1
89%
90d
130d

(5,32 2)
(4,29 0)
8.6%
2.14 6/1
96%
83d
182d
86.1%

(1 3,88 7)
(5 ,7 46 )
9.3 %
1.8 05 /1
10 1%
83d
185d
5 4 .2 %

(20 ,45 8)
(3,77 8)
9.5%
1 .8 0 2 /1
102%
83d
185d
24.7%

(22 ,85 9)
(1,20 8)
1 1 .5 %
1.96 9/1
10 5%
83d
185d
2 1 .5 %

-

Sales
Gross margin
Net profit
Accounts receivable
Inventory
Curre nt as se ts
Curre nt liabilities
W orking c ap ital
Total assets
Net worth
Increase working c ap ital
Cash surp lus
(Deficit)
Cumulative surplus
(Deficit)
Deficit in 1971•Cruzeiros
Net profit /sales
Current ratio
Sales. /total assets
Receivables turnover
Inventory turno ve r
Sales gro wth rate

19 71
Actual
31 ,90 1
4,535
2,4 22
7,8 96
7,575
16,780
7,4 70
9,3 10
35 ,8 12
27,725

a firm

these increased working capital needs by projecting
periodic adjustments in short -term bank and supplier's debt, but it must be remembered that these
adjustments are not necessarily automatic but normally depend upon the concurrence of the firm's
creditors. Thus, a firm with continuing deficits is
not necessarily assured of continuing financing from
traditional sources.
Conclusion
While inflation is responsible for many distortions in an economy, there are a number of mea-

sures that can be adopted to reduce the level of
these distortions in a business enterprise and in a
set of financial statements. This discussion has not
attempted to deal with all these methods, but has
tried to present a realistic approach to historic
credit analysis in an inflationary environment that
results in a more accurate understanding of a firm's
financial position. It has also tried to illustrate, in
more detail, the proper approach to projecting financial statements through consideration of the
inflationary effects on a firm's cash generating
ability.
❑

THE NEW FINANCIAL ENVIRONMENT
Continued front page 18
not stand in the way of significant evolutionary
progress.
As I see it, a more effective financial reporting is
the best guarantee which the shareholder can have
of improved operational performance, and it is also
the best assurance which the present and potential
owners and creditors can get concerning the protection of their competitive rights and investment
opportunities. Therefore, increased effectiveness and
improved realism constitute worthy objectives for
both the accounting profession and for others on
the financial scene.

MAN AG EM ENT A C C OUN TI NG / M AR C H 1975

It is obvious that many different views are currently held as to what represents effectiveness in
public reporting. Personally, I regard the continuous
reflection of economic reality as the essence of reporting propriety. If others in the accounting world
do not strive for this realism, then I cry for change.
Hopefully, however, the virtues of economic realism
will soon be accepted as the keystone of financial
statements and the essential objective of future
public reporting. If we are to meet the challenges
of the new financial environment, the financial
world must eliminate the present despair and move
away from stop -gap modifications toward the estab.
lishment of well- defined professional criteria. ❑
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DIMENSIONS
OF CORPORATE
SOCIAL REPORTING
Will there be other specialized auditors concerned with internal
human resources, employment practices, industrial safety,
charitable contributions, and product safety? Only time will tell.
By Nabil Elias and Marc Epstein
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The implementation of social reporting by a corporation may be motivated by sheer public relations
or it may result from an honest belief by top management that social responsibility will lead to greater
long -run profitability. It could, of course, also be a
response to internal or external pressure from employee, customer, shareholder or community groups,
and, /or governmental regulations. Whatever the
reason, the evaluation of motives is a tricky matter
upon which we can only speculate. Therefore, our
analysis is centered around information provided in
a sampling of annual reports which are typically
general purpose in nature.'
The annual reports of a convenient sample of 47
corporations were examined for some aspects of
social responsibility. See Exhibit 1. The reports
examined are not intended to represent an exhaustive list of corporations involved in social reporting, nor should the list be considered a random
sample of any kind. The reports are considered to
be examples of the different dimensions or thrusts
of current and potential social reporting. A study
of these dimensions is crucial for improving the
planning and design of social reporting schemes
and for further research and experimentation related
to social reporting.
Although it may seem somewhat disheartening
that social reporting does not have a single accepted
definition, there may also be some hidden advantages. Social reporting is in its early stage of
development and is still evolving. A narrow and
rigorous definition of social reporting cannot capture
its dynamic nature and would most likely meet
with objections, since interested parties perceive it
differently. It is doubtful that such definition would
be useful at this stage of development since it may
become unduly restrictive and inhibitive. For our
purposes, it is sufficient to say that a company which
is reporting on some aspect of its social activities,

performance or impact is considered to be more or
less engaged in some form of social reporting.
The most frequently mentioned areas of social
reporting in the annual reports included the following:
1. Environmental quality, (mostly water pollution)
2. Equal employment opportunities
3. Product safety
4. Educational aid
5. Charitable donations
6. Industrial safety
7. Employee benefits
S. Various community support programs
Scope of Social Reporting
David Linowes envisions a social operating
statement which would include the relevant areas
of an organization's social involvement. He sees
three main areas worthy of inclusion: relations with
people, relations with the environment and relations
with the product. The difficulty with his proposal,
however, is in determining what he calls "relevant
impact," which includes only activities that are
voluntarily undertaken. The extent of management's social responsibility would be determined by
the activities that are voluntarily undertaken by a
prudent and responsible management. Unfortunately, the dynamic nature of social responsibility is
such that what may be voluntary this year may become mandatory next year.
Clark Abt suggests a social report which may
also be considered an attempt at a total report.,
Unlike Linowes, his proposal is intended to report
on social impact rather than activities. His proposal
was implemented by Abt Associates and reported
2

I

The authors would like to ackno wledge the assis tance of David
Senkow, the Univers ity of Manitoba, who served as research as.
sistant
on this study.
7
David F. Linowes, "Let' s Get on with the Social Audit: A
Specific
Proposal," Business and Society Review, Winter, 1972 -73.
3
Clark Ab t, "Managing to S ave Mo ney W hile Do ing G oo d , " Innovation, January 1972.
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in its 1971 and 1972 annual reports under the headMany of the corporations studied provided
ing "Social Audit." The social reports included a essentially a verbal report with a few figures (finansocial income statement and a social balance sheet. cial and non - financial) thrown in. Two corporaThe social income statement shows social costs re- tions, however, attempted dollar -type quantification.
lated to staff, community and the general public, R. G. Barry quantified the dollar investment in its
while the social balance sheet includes staff assets, internal human resources. Abt Associates, on the
organization assets and research and tax assets as other hand, provided dollar figures for each item of
well as staff, organization and environmental com- its social assets, liabilities and equities, and social
mitments and obligations. While Abt's social re- benefits and costs, thus arriving at net figures for M. EPSTEIN
port has several flaws, the least of which are double - society's equity and net social income to society.
counting and measurement inconsistencies, it pro- Although several non - financial measures were first Los Angeles Chapter
is an Associate
vides an example of an ambitious attempt at a total estimated, they were all somehow converted into 1974,
Professor of
dollars. Some of the non - financial estimates as well Accounting at the
report.'
It is possible that a report could emphasize: (1) as the dollar estimates may be questionable, but this California State
general areas of social activity such as the physical is the one example of an attempted total dollar -type University. He holds
environment or the social environment, and (2 ) social report. Other corporations attempted quanti- a B.A. degree from
San Francisco State
highly specific programs within these areas. How- fication, but not necessarily in dollars, and not for College, and M.B.A.
ever, this distinction was only vaguely apparent in the purpose of using a common denominator for and Ph.D. degrees
the corporate reports, and the majority of corpora- all areas of social reporting. For example, Eastern from the University
tions mixed together general areas and specific pro- Gas and Fuel Associates used certain statistics for of Oregon. Dr.
is currently
industrial safety, minoritv emplovment, charitable Epstein
grams.
Chairman of the
The nature of the firm also seems to indicate giving and pension funding blended with verbal American
the kinds of social concerns or activities that it aspects of the report. As an example of these Accounting
included in its report. For example, the Bank of statistics, accident frequency rates, accident severity Association's
America and the First Pennsylvania Bank reported rates and fatalities were used to report on industrial Committee on
Accounting for
statistics on minority and female employment and safety. The Allied Chemical Corporation reported Social Performance.
on their managerial levels. International Telephone some cost figures for its various social activities
and Telegraph Corporation (ITT) reported on pro- without much detail, but the section on social regrams of international concern in addition to pro- sponsibility did have a prominent place in the
grams of national and local concern. Some of its annual report (immediately following the letter to
programs ranged from the training of foreign shareholders) . The Quaker Oats Company invendoctors, to an international fellowship program. toried its social activities ranging from educational
Standard Oil Company (Indiana) outlined its posi- programs to minority group support. It also retion on the causes of energy shortages and the steps ported a breakdown of donations (which included
the company is undertaking to alleviate them. Other $100,000 to Sesame Street). E. 1. duPont reported
firms indicated that a pollution audit would be several statistics ranging from dollars spent for
desirable as a minimum report. In this category operating pollution control systems and for conwere Louisville Cement, Westvaco Corporation, struction costs, to percentage of new employees who
Phillips Screw, and International Paper, all of which are members of minority groups or women, to inreported on their compliance with governmental juries per million man -hours for industrial safety.
pollution regulations. Also, the R. G. Barry Corpora- The Chrysler Corporation, although not including
tion reported on its investment human resources, a separate section in its annual report of social rewhich although it is not a direct reporting on areas sponsibility or social programs, made mention of
of social concern, has the potential of linking the some activities such as employment practices, e.g.,
value of its human resources to human resource the percentage of new employees that are members
variables (morale, attitude, etc.) of social concern. of minority groups, employment of the handicapped, etc., as well as research into controlling enDegree of Quantification
vironmental damage. General Motors gave details
There are several levels of quantification in social of its charitable donations and educational donareports. At one extreme, there is no quantification tions. Standard Oil (Indiana) illustrated its social
of any kind, i.e., the report is only verbal not sup- responsibility by mentioning the amount of supported by figures or statistics and defies compar- plies and services purchased from minority suppliers,
ability. At the other extreme, a report may include the percentage of its labor force that includes
data that are expressed in some common de- members of minority groups, as well as capital exnominator such as the dollar. Somewhere in be- penditures on environmental control. General
tween, there is the reporting of several non - financial Foods, in addition to verbal descriptions of its social
statistical data, which are not readily additive. Floyd activities, disclosed the amounts donated to chariBeams and Paul Fertig suggest the use of verbal table and educational organizations. International
and quantitative reports.s The verbal report would Paper gave cost figures for various programs funded
include a description of the firm's and industry's including pollution control programs and charitable
position concerning pollution control and the quanNabil S. Elias, Social Accounting for the Human Resources,
titative report would include pollution control exWorking Paper Number 96, Faculty of Administrative Studies,
penses, pollution control capital outlays and pollu- The University of Manitoba, 1974.
s Floyd Q. Beams and Paul Fertig, "Pollution Control through
tion control resources.
Social Cost Conversion," Journal of Accounting, November 1971.
I
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donations. Reynolds Metals provided a section on
environmental /social review reporting on a recycling
program which involved 1.1 billion aluminum cans
and 1,300 collection points and a program for
extracting aluminum from mixed solid waste. It

Exhibit 1
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SAMPLE OF CORPORATIONS
THAT REPORT SOME ASPECT
OF SOCIAL RESPONSIBILITY
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Company
Abbott Laboratories
Abt Associates'
Allied Chemical
American Bakeries
American Smelting and Refining
Bank of America
R. G. , Barry•
Carnation Co.
Carrier Corp.
Chrysler Corp.
Cummins Engine
Doyle Dane Bernbach
E. I. duPont
Eastern Gas and Fuel Associates
Eli Lilly and Co.
First National Bank of Minneapolis
First Pennsylvania Bank
General Electric
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X
X
X
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Social reporting can also be analyzed from the
point of view of content. Conceivably, a report
may entail reporting on inputs into an activity regardless of how well the activities have been carried
out. Alternatively, it may entail some reporting
of how well these activities or programs have been
carried out (i. e., intermediate output reporting).
Finally, the report may focus on reporting the full
impact of an activity (or activities) on a firm's con-

X

X
X

Reporting on Activities, Performance, and
Impact

stituents (i, e., output reporting).
Corporations reporting on their activities (input
reporting) include, among others, I T T, Standard
X
X

Oil (Indiana) and Allied Chemical Corporation.
These firms reported either in general terms or more
specifically about their involvement in social activities, with nothing m ore than a m ention of activ-

X

X
X
X
X

x

x

Louis ville Ce me nt

X

Marcor

X

X

Monsanto

X

x

X

ities and outlays. Examples of corporations reporting on performance (intermediate output reporting)
included Bank of America and Eastern Gas and
Fuel. Bank of America inventoried its several areas

X
X
x

of social involvement and in certain areas mentioned

X

Os c ar Maye r and Company
Owens- Corning Fiberglas

X

Owens-I llinois

x

Pfizer

x

Phillips Screw

X

some aspects of how well its programs were working.
For example, its student loan program was reported
to be so crucial that 25 percent of the student borrowers indicated that it would have been impossible
for them to attend college, and 60 percent said their
loans alleviated financial burdens on both them-

X

x

x
X

X

X

X

X

x

selves and their fam ilies. In its job hiring and en-

X
X
X

Polaroid

x

x
X

X

X

Quake r O ats Co m pany

X

X

X

X

Rohm and Hass

X

X

Scovill Manuf ac turing

X

Standard Oil (I ndiana)

X

X

X

X

X
X

Unio n Cam p Co rp .

X

Union Carbide Corp.
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x

I.T.T.

Waiter Kidd and Co.
Westvaco Corp.
Xerox
• See text.
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U. S. Steel
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Reyno ld s Me tals
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X
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General Foods
General Mills
General Motors
Hercules Inc.
Hudson Pulp and Paper
Inland Steel Co.
International Paper

P.P.G. Industries Inc.

o
a

also reported on a 20- million dollar program for
pollution control improvement as well as an affirmative action program for race and sex equality in
employment.
Other reports, although they contain relevant
sections on corporate responsibility, are almost
totally verbal. For example, the Cummins Engine
Company, in an extensive report, described its
philosophy and social activities. The Owens- Coming
Fiberglas Corporation provided essentially a verbal
report with four classifications: community contributions, corporate contributions, minority employment and environmental protection.
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richment program, it reported that of 109 disadvantaged trainees who were hired in 1973, 96 persons completed training and became permanent
staff members ( accounting for an exceptional retention rate of 88 percent). Eastern Gas and Fuel
Associates reported statistics on industrial safety
during 1970, 1971 and 1972. Statistics were also
given on minority employment for the same period
as well as the percentage of minority group members
who served in managerial, professional, clerical and
other capacities. What is interesting about Eastern
Gas and Fuel is that a questionnaire soliciting shareholders' comments on its social accounting report
and certain aspects of social performance and social
goals was included in the annual reports
Of all the corporations studied, only Abt Associates attempted to measure and report its impact
It is interesting to note that 54 perc ent of the resp ondents would
like the social accounting report to be continued in about the
same manner, while only 11 percent believe that it should be
omitted.
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Integration With Financial Statements
This aspect of social reporting is concerned with
the extent to which a social report is integrated with
financial statements. Of the corporations examined
only two of the "social reports" were of an integrative nature. R. G. Barry applied accrual accounting
to human resource expenditures and thus a net income figure was obtained after adjusting for the
asset figure of the human resources. Alit Associates
again provided an example of an attempt to integrate social reports with financial statements by
constructing a social and financial balance sheet
and a social and financial income statement. However, the two statements do not articulate together.
The justification for this is that "net social income"
is considered to be a social dividend which does not
flow into the balance sheet. The Abt statements
also do not clearly define what is meant by a social
asset, a social liability, a social benefit and a social
cost. The attempt itself provides an example of the
integration thrust which may develop more fully in
the future.
The lack of attempts at integration may be a
result of a lack of quantification and the measurement problem, but it may also be because of conceptual problems that have not been given adequate
attention in research related to accounting for
multiple goals.
MANAGEMENT ACCOUNTING %MARCH 1975

Attestation
The term "social audit" has been used frequently
to refer to social reporting. Although several authors
do in fact mean that the social report be examined
and certified by an independent party, the term
"social audit" seems to be a misnomer. What most
people seem to be proposing are social reports which
do not necessarily involve attestation. However, the
degree of credibility a social report has may increase
if it audited by an independent party. This may
go a long way to reducing the charges of promotional reporting which are often leveled against
social reporting attempts. J. T. Marlin' argues that
attestation would result in a reduction of rhetoric
and David Linowese suggests that his Socio -Economic Operating Statement be examined by an
interdisciplinary team headed by a CPA.
An examination of corporate social reports reveals
that very few firms included items that were not
self - serving. Even those included were probably
publicly known at the time of reporting, thus their
mention may still be looked at as self - serving in
nature.
Abt Associates included certain social costs as
well as social liabilities or obligations. Scovill Manufacturing Company listed social liabilities as well as
social assets. Owens- Corning Fiberglas Corporation
included the following in its section on "corporate
citizenship:"

"The term
'social audit'
has been used
frequently to
refer to social
reporting."'

is

on society. The report was intended to reflect the
impact of day - today business activities on a firm's
constituents. Under this approach, when a single
program is considered, it does not directly matter
how well the program is carried out. What matters
is the net impact of the program on society. For
example, a program of educational or charitable
donations may be carried out effectively, but the
impact of such a program on society may go beyond
the immediate results of the program or may have
a negative total impact on society.
A close examination of this social report shows,
however, that the term "impact" is used rather
loosely, and what is reported is a mixture of outlay
costs related to staff benefits and taxes paid, discounted future costs, price -level adjusted costs and
opportunity costs. Double counting permeates the
report. For example, staff assets are reported at their
discounted future salaries as well as the net training
investment. In other words, staff assets are measured
in two different ways and the two measures are
summed up to yield a meaningless total called staff
assets. Unrealistic assumptions had to be made in
order to measure certain items in Abt's social reports, particularly those related to pollution costs.
No distinction was made between direct effects and
secondary effects of the firm's activities. For example, air pollution caused by commuting may be
considered a direct environmental impact by automobile manufacturers, or manufacturers of gasoline
and such effects can only be considered indirect or
secondary when one is to evaluate a firm which,
like all other firms, is dependent on the automobile.
While secondary effect§ may be relevant for social
reporting, they are not additive with direct effects.

"While the progress reported deserves recognition, we must also note that in January
1973 the Department of Environmental Control of the State of New Jersey advised Owens Coming of certain instances in which the
Department claimed that the Barrington,
New Jersey plant did not comply with the
State Air Pollution Control Code. Hearings
are in progress on these claims; directed remedial action and sanctions are possible results of these hearings. Owens- Corning's con.
tinuing aim is to meet compliance standards
as promptly as feasible in New Jersey and in
all other states in which we operate. "°
One firm, Phillips Screw Company presents an
interesting exception where it includes a pollution
audit in its annual report. The pollution audit is
presented as an independent audit conducted by
Resource Planning Associates, Inc., of Cambridge,
Mass. The audit details where pollution standards
are exceeded by Phillips Screw and the financial
liabilities necessary to obtain compliance with
standards. The following is an excerpt from the
audit:
"In our opinion, expenditures of the levels
cited for the remedial program of air pollution
control will bring the current foundry opera' J. T . Marlin, "Accounting for Pollution," Journal of Accountancy, February 1973.
:David F . Lino wes, O p . C it.
Owens-C orning Fiberglas Co rporation, Annual R eport, 1973. P. 9.
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"With very few
exceptions .. .
the social
reports do not
involve soulsearching . . . "

tions into compliance with the respective
State and Federal standards as they now exist.
Furthermore, these expenditures are expected
to provide sufficient margin to permit continued compliance in the event of any change
in air pollution standards which we consider
reasonably foreseeable. Additionally, the nature and volume of solid waste effluents from
current operations provide a sufficient margin
for continued compliance in the event of reasonable changes in those standards."
Does this signal the emergence of "pollution
auditors ?" Will there be other specialized auditors
concerned with internal human resources, employment practices, industrial safety, charitable contributions, and product safety? Onlv time will tell.
Mode of Presentation
While the previous sections of this article have
been concerned primarily with the contents of a
social report, we will now turn our attention briefly
to the way that the report is presented. Several of
the firms examined, such as Chrysler and Owens Illinois, do not have a separate section for their
social reports but include them in the general discussion found in the annual report. Other corporations provide a separate section. For example, the
following corporations have their corresponding
sections titled as shown:
General Mills
Owens- Corning
ITT

Corporate Citizenship
Corporate Citizenship
Social/Environmental
Relations
American Bakeries Social and Environmental
Responsibility
Eastern Gas and
Toward Social Accounting
Fuel
Allied Chemical
Resources and Responsibilities
"Scovill Manufacturing Company, Annual Report, 1972, p. 17
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First Pennsylvania
Bank
Scovill
Bank of America
Phillips Screw
R. G. Barry
Abt Associates

Social Scorecard
A Social Action Report
Report on Social Performance
Pollution Audit
Human Resource Accounting
Social Audit

Some of the corporations use tables to highlight
certain aspects of their report, but the majority of
them are in a verbal -essay form. U.S. Steel, for
one, uses social activities tables, and charts of its
safety record against industry and national records.
The Scovill Manufacturing Company uses a
balance sheet format for reporting its social assets
and liabilities. However, its "social action report"
uses this format ". . . not because it is possible
to attach monetary values to all of the things we
are doing or should be doing, but aren't —but because it allows for brevity in highlighting strengths
and weaknesses in this area." 1 0 The report included
four sections related to employment, environment,
community involvement and consumerism. F.ach
section utilized the assetj iabil ities format, although
the report is basically verbal with few financial and
non - financial statistics presented.
Conclusion
Social reporting has assumed various dimensions,
with very little commonality in the directions it
is taking. With very few exceptions, notably R. G.
Barry and Abt Associates, the social reports do not
involve soul- searching in measuring performance or
impact. They basically represented an incomplete
description of activities related to areas of social
concern. The descriptions often seem little more
than rhetoric. We feel that more could have been
done with a little extra effort. Comparability
amongst corporations was almost totally lacking.
With a few exceptions, there also seemed to be reporting bias, i.e., firms are reporting those aspects
which reflect most favorably on them.
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THE EUROPEAN
PUBLIC ACCOUNTANT
It was rare to find an international CPA firm that had sent any of
its staff to visit a university campus to recruit employees.

By William F. Crum
This report results from a sabbatical trip I took to
Europe in the Spring of 1973, The purpose of the
trip was to explore the process of educating and
training individuals preparing for a career in public
accounting and to find out how it differed from
that of their counterparts in the United States.,
Initially, I had contemplated holding interviews
with professors in leading Western European universities. I believed that the curriculum at these
universities would be adequate for the education of
young men and women preparing to enter professional public accounting. These interviews I can.
celled, in large part because of health , but also in
part because discussions with partners of the European offices visited led me to believe that little
would be gained at this time by holding such interviews. The partners whom I interviewed in professional public offices were, in fact, quite surprised
to learn that I even wished to talk with professors
of accounting in the universities in their countries.
Most of them had a rather low appraisal of professors and their backgrounds for teaching courses
leading towards a professional public accounting
career. They informed me that much of the accounting curriculum in Western European universities is being taught by faculties with economics
or law training; men who have had little, if any,
experience in the business world and particularly in
the professional public accounting practice area.
Most professors, for example, do not have the
equivalent of a CPA title. In fact, in West Germany and the Netherlands ( and possibly in other
countries ) the professional public accountant loses
his title if he returns to university teaching, something very few ever consider doing.
One partner informed me that he did not believe
any of the professors really understood the needs
of the large professional accounting firms. I did
find one or two companies that sought out the
names and addresses of top scholars, whom the firm
would then write and suggest an interview at their
office. If the student had anv interest or desire to
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enter public accounting, he might then come down
and talk about it. This was usually done one to two
months before graduation . It was rare to find an
international public accounting firm that would
send any of its staff to visit a university campus to
recruit employees . Most of the people I spoke with
said they wouldn ' t know with whom they should
talk. Further, universities do not encourage such
visits, nor do they provide placement offices to assist
graduates in seeking positions, as are found in the
United States.
It appears that virtually all large professional
firms acquire new staff members by placing advertisements in leading newspapers a month or two
before the graduation date, urging those interested
to write or phone their office for added information
and a possible interview appointment . Most of the
new employees are evidently hired from such inter views.2 In addition , all firms have a certain number
of "drop in" or "write in " applicants at almost any
time of the year, many of whom are sons or daughters of professional men, and some of whom have
studied abroad in the United States or in the
United Kingdom. Where national laws permit,
there is some recruitment from colleges as in the
United Kingdom, or by way of transferring men
from other offices . Very few ever come from the
United States or from United States universities,
unless they are nationals of a particular country
returning home after earning a degree in the United
States.
In several offices I visited there were women emploved, and none of the firms would admit to any
prejudice against hiring women for professional staff
positions. None of the women , however, was of a
rank above that of manager. Several partners indicated they rarely have more than one or two women

W. F. CRUM
San Gabriel Valley
Chapter (Wichita
1941), is Professor of
Accounting, School of
Business,University of
Southern California,
Los Angeles, Calif. Dr.
Crum has been very
active in NAA,being
a charter member of
both the Wichita and
San Gabriel Valley
Chapters. He has been
an Officer or Director
on both the Chapter
and National levels.
This article was
submitted through the
San Gabriel Valley
Chapter.

I This paper is leas c omplete than anticipated due to an illness
I co ntracted in Europe which forced me to return home after
seven weeks . As a result , I held interviews only with p artners o f
internatio nal � lic accounting firms in Paris, Rome, Milano,
Geneva, Fran(durt Bruaxls , and The Hague. I had originallyy set
up inte rviews with partners in Vienna , Zurich, Manchester, Glasgo w, Edi nbur gh, and L o nd o n . The se wer e c ance l le d.
s O ne fi r m had o ve r 1 2 0 appl i c ant s f r o m an adver t i s e me nt P l ac e d i n

a paper in May of 1972, with the result they eventually hired four
men.
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apply per year. There seems to be a general opinion
that few European women have any interest in, or
the education for, professional public accounting,
although this appeared to be less true in the Netherlands, Belgium, and West Germany, than in
France and Italy.
Italy
There are two professional bodies in Italy, the
members of which may render corporate and tax
advisory services and they may serve as presidents
of boards of statutory auditors. These bodies are
the Ordine dei Dottori Commercialisti (Orders of
Doctors of Commerce) with about 18,000 members, and the ColIegio dei Ragionieri e Periti Commerciali (College of Accountants and Commercial
Experts) with about 8,000 members.
To become a member of the Ordine dei Dottori
Commercialisti, the candidate must have a university degree in economics and commerce, and pass a
written and oral state examination covering principally accounting and corporate law. The examination
must be taken immediately after obtaining the university degree, so no period of practical training or
experience is required. To become a member of the
Collegio dei Ragionieri e Periti Commerciali, the
candidate must have studied at a commercial high
school and have received the Diploma di Ragioniere, normally attained at age 18 or 19. He is then
apprenticed for two years to a member of this body.
Upon completion of the two years, lie must pass
a written and oral state examination, the main subjects of which are accounting, corporate law, and
tax law.
There is no provision in Italian law for partnerships in professional accounting or tax advisory
services, Bence all persons practicing do so individually. Italian firms established to render auditing
service of the type found in the United Kingdom
and United States are organized as limited liability
companies, but there are very few such firms. Some
efforts are now being made in Italy to enact a law
that would permit the use of partnerships for such
work.
Those limited liability companies that exist are
required by law to have a board of statutory auditors.
Such boards are appointed by the shareholders for
a period of three years, and consist of three to five
permanent members, one of whom acts as president
of the board, plus two alternate members. The
president as well as one alternate member of the
board must have certain professional qualifications
to be eligible for appointment as a statutory auditor.
When the board consists of five permanent members, one of the permanent members besides the
president of the board must also meet such professional qualifications. It is not unusual in Italy
for members of the legal profession to meet these
statutory requirements as well as to serve as president of the board of statutory auditors.
Italian companies are required by law to prepare
annual financial statements. The Civil Code specifies the balance sheet captions but does not so set
forth the income statement, which is thus left to

management's discretion and is generally very restricted in content and disclosure. The Civil Code
sets forth the valuation bases required for certain
assets, and if any departure is made from such valuation bases, directors are required to disclose them
together with adequate justification in the report
to the stockholders. In all other respects, it is
neither customary nor required by law to disclose
in the face of the balance sheet or in footnotes, or
elsewhere, the basis of valuation used. Accounting
and auditing practice as taught and used in Italy
does not adhere to our principles of disclosure or
consistency. For example, consolidated statements
are not required by law and they are rarely presented. I was informed that the subject was rarely,
if ever, taught in university courses in accounting.
France
The partners of European branches of the large
CPA firms that I visited were uniform in their
belief that accounting education and training in
France has improved greatly in the last ten years
and that still greater changes and improvements
can be expected in the next ten years. All seem to
agree that accounting education in France, prior
to the early 1960's was inadequate, lacked in professional direction, and was in no way comparable
to accounting education in the United Kingdom,
the Netherlands, or West Germany.
The accountants' professional organization in
France is the Ordre des Experts Comptables et des
Comptables Agrees, with a total membership of
about 4,500. This group includes professional accountants preparing accounts for others and auditors.3 To become an Expert Comptable in France
requires five steps:
1. A preliminary examination is taken in accounting, commercial law, economics, and political
science, but those who have certain university
degrees may obtain exemption from all but the
accounting part of the examination. Truly modern professional accounting education is obtained
in France at technical schools rather than at
universities.
2. A second examination is taken at a higher level,
requiring written papers in accounting, law, and
economics. Here again, holders of certain high
level degrees can be exempted from part of these
examinations.
3. Three years of practical work and training with
a member of the Ordre are required.
4. A third examination follows for the diploma of
Expert Comptable, consisting of written and
oral tests in auditing, together with the candidate's choice of one other group of subjects
selected from law and taxation, organization
and management, or international relations (including a high level of knowledge of a foreign
language).
5. A thesis on an approved accounting topic.
Legislation passed in 1969 implies the two groups will merge in
the near future. Accountants working for private commercial and
industrial firms cannot belong to the group.
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There are about 400 companies of Experts
Comptables in France, organized as limited stock
companies and in addition to many operating as
sole practitioners. Partnerships are not permitted.
The activities of the Commission des Operations
de Bourse, following the Companies Act of 1966,
created an office something akin to our Securities
and Exchange Commission.* As a result, the Plan
Comptable has drawn up what has become the
French official accounting guide. It includes a chart
of accounts, an explanation of terminology, accepted principles of valuation, standard forms for
financial statements, and acceptable cost accounting
methods. Its use was made compulsory in certain
private establishments and nationalized companies.
The private sector is gradually adopting it as an
accepted guide in accounting.
Since July 1, 1971, French companies raising
new capital by public offerings are required to prepare consolidated statements. Some accountants in
Europe feel consolidated financial statements for
quoted companies may become obligatory in the
near future. Some have, in fact, already begun to
prepare such statements following the practice
found in the United Kingdom, and using the accounting principles generally accepted in the United
States.
Switzerland
Graduates of Swiss schools are said to get much
economics, some coverage of Swiss taxes, and much
emphasis on procedure and Swiss practice, but no
real training in auditing or computer applications,
and little accounting theory or cost accounting.a
Graduates of the universities can, at best, get only
a general business or commercial degree, heavy in
economics and law, with rarely more than three or
four accounting courses. International firms in
Switzerland rely heavily on their own professional
development programs, and urge staff members to
prepare for the Chartered Accountant examination
through correspondence courses with British schools.
This generally means three to four years of study
before taking the first of the exams, which are, of
course, in English. This means a further hurdle for
the Swiss nationals, most of whom must take added
study in English. Swiss law closely restricts the
granting of work permits to non-Swiss nationals,
with the result that accounting firms aggressively
seek nationals who go abroad to get degrees, or
non -Swiss who marry Swiss nationals, thus automatically getting work permits in Switzerland, and
the right to live there.
The two main organizations for accounting in
Switzerland are the Union of Federally Certified
Bookkeepers and the Swiss Chamber of Auditing.
Members of the former work mainly as bookkeepers
in commerce and industry, and only the Chamber
of Auditing has anything to do with the accounting
profession. Its main purpose is to examine candidates for the title of Expert - Comptable DipIome
(certified accountant), though it also publishes a
journal and holds meetings about once a year, but
is said to do little else for the profession. There
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are said to be only about 700 certified accountants
in all of Switzerland, some of whom are members
qualified by examination and approved experience,
some qualified by experience only, and some others
qualified by recognized foreign qualifications, such
as the CA from the United Kingdom.
Professional examinations for the certified accountant title are held every two years by the Swiss
Chamber of Auditing, under control of a department of the Swiss government. Candidates must
have three years' experience in accounting, including two years' experience in auditing, before taking
the first or preliminary examination. Successful candidates in the first examination sit for a final ex.
amination after obtaining three more years of experience, and after preparing at home what amounts
to a thesis on an approved accounting topic.
The examination covers commercial and tax law,
economics, financial and cost accounting, and auditing. The level of "auditing" knowledge expected
is very low, and not in keeping with professional
auditing as it is known in the United Kingdom or
the United States. This is perhaps coupled to the
fact that Swiss auditors are not expected to perform
audits of the type found in the United Kingdom
or the United States. They do not render opinions
similar to those of an American CPA. There is no
verification of inventories or receivables, no confirmation of any accounts. Compliance with Swiss
laws is a major item to be considered, as well as
preparation of Swiss tax returns, which are quite
complex. Each Swiss canton has its own income tax
structure, and to this is added a Federal Swiss income tax as well.
Incidentallv, the Swiss law does not permit consolidations of any kind in published statements,
hence the subject is rarely taught or considered in
the universities. There is little disclosure in published reports, few footnotes; no write -ups of property are permitted, but write -downs are accepted
and many companies write down property quite
freely with little or no disclosure of this fact.
It might also be pointed out that Swiss Federal
legislation is very specific and detailed in regard to
auditing regulations for banks, because of the heavy
concentration of banking in Switzerland, and only
a limited number of experienced practitioners are
given the right to audit Swiss banks. Although
banks and insurance companies are required to publish annual accounts in the official Swiss Gazette, a
number of large publicly -held Swiss companies voluntarily print their accounts and directors' reports
and circulate them to the public.

"Swiss law
closely restricts
the granting of
work permits
to non -Swiss
nationals ..."

Belgium
Universities in Belgium teach little accounting
except basic theory, bookkeeping, taxes, and some
managerial cost topics. Virtually no auditing is
taught except by a few technical institutes and
4

Accounting and the accounting profession have taken great strides
forward in the Revision of the Plan Co mp table o f 1957, as well as
the revised French Company Law o f 1966.
s The inad eq uac y of the university program was evidenc ed in the
staffing of the Geneva office of one international firm in which
only eight of twenty -five professional accountants were Swiss nationals.
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schools where sonic effort is being made to teach it
as it is done in the United States or the United
Kingdom. Some schools offer such courses in day
classes but most are given all day Saturday and Sunday or in evening classes. The large international
accounting firms in Belgium offer a wide range of
their own professional development courses and
programs. Graduates of Belgium universities come
well - prepared in economics, taxes, mathematics, statistics, and usually have a fair reading and speaking
knowledge of English. Some, but not all, have a
basic knowledge of electronic computers, but this
too must be included in the firm's on -the -job training programs.
After World War II, the Belgian government
formed the Institut des Reviscurs d'Enterprises, the
nearest comparable group to a body of professional
accountants. Members in large part come from the
former Unions Professionelles, which included all
types of private accountants as well. Members of
the Unions Professionclles who could not qualify
to enter the Institut des Reviseurs d'Enterprises
now belong to the College National des Experts
Comptables de Belgique. Membership in either
body requires a university degree or diploma, and a
training period of three to five years with a member
of the relevant Institute. No examination requirements exist for those with the proper degree or
diploma from a recognized business school. Others
must pass an examination, write a thesis, and must
be 30 years of age. Only two tries at the examination are permitted. In conversations with a partner
and two managers in Brussels I found that the examinations are considered to be rather difficult and
there was some feeling the administration and the
grading of the examinations was not always consistent.
The College National des Experts Comptables
issues occasional pronouncements on accounting
and auditing matters, but there is no obligation on
members (or anyone else) to comply with such
pronouncements.
In Belgium, professional public accounting per
se is not vet recognized. It is believed, however,
that the advent of the Common Market accounting
rules may stimulate more activity in this direction,
and prompt government recognition as well. Various professional, government, and other bodies are
now studying means of giving more detailed information to shareholders and the public.
The Code de Commerce prescribes certain books
of account which must be kept, including a journal
for recording daily transactions and a book to record annual registration of assets and liabilities.
Each company, regardless of organization, and each
tradesman must by law maintain a bank account
or an account with the postal administration, and
the name and number of this account must be referred to on all letterheads, invoices, and communications.
Except for banks and insurance companies, there
is no prescribed form of financial statements for
public companies in Belgium. Secured liabilities
must be separated from unsecured liabilities. Those

companies with shares quoted on the stock exchange generally publish more detailed financial
statements than others. There is no legal requirement to consolidate, hence normal practice does
not include consolidations. There is also no formal
definition of accepted accounting principles by the
government, or by any professional group, so little
consistencv from year to year is expected or manifest, and footnotes do not discuss such changes.
Local public accounting firms in Belgium do not
confirm accounts, verify inventories, provide any
substantial disclosure, comment on internal controls, or do much that requires a judgmental decision. In fact, most annual reports begin with gross
profit on sales.
West Germany
Professional public accountants in West Germany fall into three categories: 'Wirtschaftsprufer
(Independent public accountant), Steuerberater
(Tax advisor, mostly university trained), and
Stetlerbevollmachtigte (also tax advisors, usually
non - university trained and attending to smaller
businesses as sole practitioners). Wirtschaftspriifen
are the top professional accountants in West Germany. A university degree in commerce, law, or economics is required. Six years of experience is a
minimum, of which four years must have been spent
in the auditing profession. Normally a candidate
for Wirtschaftsprufer will be 30 years of age, or
older, before he can take the required examination.
The examinations consist of an eight -week home
study period spent in writing a thesis, followed by
three written examinations in auditing, economics,
company law, and tax law. After this, an oral examination takes place. Steuerberatern are not required to write a thesis, and their written examinations are limited to taxation subjects and tax laws.
There is also an oral examination for them. Steuerbevollmachtigten have a similar but less detailed
examination over tax subjects and tax law, and here
again there is an oral examination.
It is of interest to note that a Wirtschaftsprifer
may serve in a part -time capacity as a consultant,
professor, trustee, or author, but if he accepts any
other full -time position or title he will lose his
license to practice. Thus, one does not find the
equivalent of a certified public accountant teaching
in German universities or in high corporate positions, unless he has elected to leave the accounting
profession and give up all public indication that he
was once a Wirtschaftsprufer. Salaries in German
universities are not at a level likely to entice most
such highly qualified persons to leave their professional accounting positions.
The education of the German professional accountant is strong in tax matters and accounting
theory and practice. Auditing is well- taught, but
German auditors do not verify inventories, or confirm receivables, evaluate internal controls, or make
judgmental decisions. Basic cost accounting is widely taught but little is done in the areas of standard
costs, budgeting, estimated overhead rates, and the
Continued on page 54
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EDP: WHO WILL
ASSESS ITS VALUE?
The Management Accountant must participate in establishing
appropriate data processing goals, just as he has been
participating in developing production, sales, and advertising
budgets.
By William J. Schroeder, Jr.
In today's climate of cost awareness and critical
evaluation of resource utilization, the management
accountant is in the best position to favorably influence his company's use of data processing. By impartially identifying costs and benefits, he is able to
maximize the profitable use of one of the most
powerful resources of his company —its data processing department.
Management is being asked to agree to the expenditure of significant sums of money to yield
benefits in future periods. Since, however, the result
of these expenditures is really an intangible—information and its availability —the benefits may be
unrealized without adequate management attention
and control. As a very basic example: an out -of -stock
report is useless if the purchasing department
ignores it, yet the data processing department has
incurred all of the costs to produce it. At more
sophisticated levels of information availability, the
non -use of information is much more difficult to
identify. The additional data processing costs, how.
ever, are obvious and readilv measurable.
The disappointment of upper management in
many companies is expressed in a recent editorial
addressed to data processing professionals:
"A major flaw in many systems attempts was
the belief that accounting -type records and
files were a suitable basis for management systems. This is not so for a number of reasons.
Accounting systems are primarily tailored for
historical record - keeping. If well - designed,
they can also provide top management with
some measures of past performance.... Accounting systems by their nature are designed
around old ways of doing things." 1
The management accountant must look at two
areas simultaneously: within the data processing
department to assist in establishing appropriate
MA NA GE ME NT AC C O UN TI NG ., MAR C H 1975

measurement criteria; and corporate -wide to evaluate
the impact of data processing (both existing and
proposed) upon profitability.
Inside the Data Processing Department
Within the data processing department, the management accountant's knowledge of data gathering
techniques, standard costing, and analytical approaches can make the data processing dollar go
further. His guidance in integrating the measurement criteria of the data processing department with
the corporate accounting system are invaluable. Certain data already collected for routine accounting
purposes will be useful in data processing evaluation.
As new information needs are identified, the management accountant is the man best qualified to
define the means to gather this information.
Until recently, few companies attempted to include any consideration of the development and
programming costs related to specific applications
under consideration. The programming and systems
staff was accepted as a fixed cost, somewhat unavoidable, and relative development and programming time comparisons were usually not made. The
primary consideration was having the application
ready for use by an anticipated date, and little
thought was given to the total man -days required
to implement projects under consideration at the
salve time. The effect was to de- emphasize the
resources expended on various projects competing
for implementation. When schedules slipped, the
usual answer was the hiring of more people, and
only further complicated the measurement of resources problems.
One of the more pressing needs today is for management accountants to define an appropriate accounting system to accumulate data processing
project costs, and make use of these costs in management decision - making on competing projects.
Valid decisions concerning programming tech-
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"One of the
areas causing
problems
for data
processing
management
is the cost of
errors . . . "

niques, hardware configurations, and personnel
requirements cannot be made without more information about the real costs of data processing. The
real cost is the total of development, programming,
maintenance, and operations. The variation among
projects —when all of these cost elements are con sidered—is probably much greater than any of us
can imagine. Management needs to know, for
example, that the project implemented so quickly
last year now requires an extreme amount of program maintenance. Because data processing departments are short on record- keeping,2 there is no
factual way of showing that old programs should
be scrapped, and the applications re- written. This
true cost of information processing is today's management accounting problem: now recognized, but
far from solved.
"Financial and operational performance reporting is, in actual fact, more of a management discipline than a data collection, analysis, and reporting system. It is first and
foremost a thought process that must be
understood and accepted by each manager.
It relies on the adoption of the concept that
each manager within the organization has
certain resources at his disposal and that he
should be able to explain how they have been
used or how they are going to be used efficiently and profitably." 3
The management accountant can best use his
abilities in helping the data processing department
to identify those things to be measured, building a
system for measuring them with a minimum of
additional work and cost, and monitoring that
system. Some of the specific things needed would
be input counts, record accesses, and update counts
— statistical information that is relatively easily provided, once defined. The basic problem today is that
of defining the appropriate measurement for the
data processing department. We need some way of
assuring upper management that the value of data
processing information is greater than its cost.
The management accountant is also the logical
person in the organization to identify and develop
a fair method of apportioning data processing costs
to the user departments. A negotiated budget for
data processing is not enough since it is too subject
to personality pressures. A strong data processing
manager looks good because he is able to convince
upper management to grant him a high budget, thus
making it easier for him to meet his budget. The
likelihood or possibility of producing an inadequate
service from his department, or at best, of producing
a satisfactory service at more than an appropriate
cost still exists, however.
In the earlier days of data processing, operating
costs were a significantly greater proportion of total
cost than were programming costs. So much so that
programming costs were often included in overhead,
and most projects were evaluated almost solely on
the operating costs involved. As the systems have
gotten more complicated and more widely applied,
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the programming and development costs (which
include the time required to study the user department applications) have become a more significant
portion of the total cost. Useful life has also become
shorter. We need to look at total programming,
development, and operating costs over the program's
expected useful life as a more realistic way of determining a cost for the use of that data processing
application.
One of the areas causing problems for data processing operation management is the cost of errors
(attaching a price or cost to failures in the system).
These failures may indicate a need for additional
training of operators or additional documentation
and instruction on the use of the more complex
systems. By using the cost attribution method, the
more significant problem areas are tackled first,
resulting in a quicker and more measurable profit
improvement. Such areas as data entry, hardware
malfunction, software failures, program errors, and
incomplete initial systems design lend themselves
to this technique of pricing errors. The management
accountant is in a unique position to bring his
expertise to bear upon the best method of determining the cause of the error and in pricing what
it costs the company to correct it.
The management accountant can also lend his
expertise in defining the cost aspect in decisions
formerly made with only an implied or intuitive
assignment of cost. For example, one of the current
topics of discussion is the transaction- driven versus
the file- driven systems, either batch or on -line. In
making this decision, we have several components
with different cost parameters that must be evaluated. The data management system, file management system, and the transaction system each has
cost elements. By including a cost measurement
technique in the data processing decision, a better
decision for the entire company should result. The
management accountant will use the existing accounting system of the company to arrive at the
initial cost estimate and to track actual performance
against these estimates.
Corporate -wide Impact
Evaluating the impact of proposed projects upon
the short -term and long -term profit expectations of
the company has always been the task of the man agement accountant. He now needs to include proposed data processing projects among those he
evaluates before, and reports upon after, implementation. Because most of the newer data processing projects pertain to the availability of information, the management accountant must begin using
different techniques to quantify the value of the
information being made available.
The setting of corporate -wide objectives must be
upon the availability (and accessibility) of informa.
tion, and the user department should be charged
The b as ic o bjec tive o f data p ro cess ing is to maximize the profit
contribution of the info rmation it furnis hes to user d epartments.
Surprisingly little record - keeping is done in the data processing
de artment.
e J. Housto n M. Clinc h, Jr., "Financial and O perating P erformance
(o r Bank EDP Installations," The Magazine of Bank Administratinn, May 1973.
2
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with failure to meet its goal if the information is
inefficiently used, or not used at all. Top management absolutely must decide what information is to
be made available to avoid user department laxity.
By techniques probably not yet fully developed, the
user department must be held accountable for the
use, or non -use, of available information that corporate management has determined as best for the
long -term interests of the company.
"The quality of feasibility studies and project
estimation and control can be improved immensely by incorporating known activity costs
and performance rates. What is required, however, is both a formalized system that requires
the utilization of this information and the
management discipline to insist that the information be used." 4
Undefinable change must be a part of the original
data processing plan. We must learn to build program modules, not application structures. We need
to make use of the product life -cycle concept in
which we explicitly recognize the limited time period usefulness of any data processing application.
We must come to recognize that the situation as we
find it today is inevitably going to change and that
coping with this change must be part of our original
plan if it is to be the best long -range plan.
A valid measurement of a successful data processing operation should be its long -range contribution
to company benefits. Costs, as such, are relevant
only in the short run (in spite of any discomfort
caused from comparisons with prior years). An
example of the fallacy of an absolute cost - reduction
program can be easily seen if one just considers the
effect upon most businesses if advertising costs were
viewed strictly in this fashion and not as a means
to increase sales and achieve additional profits. Not
many companies would last long if reduction of advertising costs were adopted as a prime objective.
This is not to say, however, that there is no need
for appropriate controls to assure the realization of
planned benefits from data processing. For example,
programming costs by product or application, and
program maintenance costs should be identified and
reported to management for short -range control and
evaluation purposes.
One of the basic problems facing data processing
departments and top management is how to share
the credit for benefits when these benefits are spread
among many departments, whose needs change
while the programs are being developed. The pace
of business change is fast overreaching the speed of
data processing programming accomplishment. The
more complex systems take longer to get running
smoothly. We are rapidly moving toward a situation
where the data processing department is unable to
cope with the number and complexity of business
changes as presented by user departments. As data
processing becomes more and more complex, the
design phase tends to take somewhat longer and the
need for better design becomes more critical. We
need to use tools designed for change.
MANAGEM ENT ACCOUNTING /MARCH 1975

Service and support tasks are relatively difficult to
measure and control. That does not, however, excuse a "what can we do?" attitude. We need to try
harder to identify appropriate control and measurement techniques, and to apply these for the greater
success of our businesses. Many companies, when
faced with increasing costs of labor, examine their
methods of product distribution in greater detail
and find that significant savings are available once
they scientifically analyze their methods and channels of distribution so as to consider alternatives
under a marginal cost approach. It is about time we
did the same thing with data processing and began
looking at the money spent in data processing on a
marginal cost approach. The management accountant must participate in establishing appropriate
data processing goals, just as he has been participating in developing production, sales, and advertising
budgets.

"Data
processing
today is a good
example of
suboptimization."

Role of the Management Accountant
Data processing today is a good example of sub optimization. There is an implied goal of effective
responsible uses of resources, but within this implied
goal, there is an extremely wide range of judgment
which is accepted as valid today. The management
accountant, as the man responsible for developing
factual information for top management, is also the
man to make more specific and objective assessments
of the effectiveness of the data processing. Although
the management accountant often does not have the
technical capability to make judgments within the
department, he does have the ability to recognize
the value of data processing services to the other
departments, or at least to act as a mediator in
helping these departments assess their value for
themselves.
Management accountants today work with standard cost systems without understanding the intricacies of mechanical engineering problems. Management accountants today work with process cost
systems without understanding the complex engineering required to run an oil refinery. Management
accountants are able to furnish needed information
to revise the budgets of the user departments when
a project is accepted for implementation under data
processing. Often there is more profit potential in
the value of additional information furnished than
in any direct cost displacement. It is up to the
management accountant to quantify —to the extent
possibly --the value of this additional information
and through appropriate reports, make the user
department responsible for taking advantage of the
additional information when available. This he can
often do through existing accounting techniques,
such as infra- departmental charges.
Case Study
Let's examine the progress of a typical data
processing project from its inception, through development and programming, into implementation,
and then through the first years of actual use. For
4

Ibid.
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"The basic job
of a

Exhibit 1

management
accountant is
to define costs
and values
for his
company

CASE STUDY: DATA PROCESSING PROJECT ESTIMATE

$

Year 4
$16 ,0 00
0
3,00 0
9,00 0
$12 ,0 00
4,0 00

$

$

Year 3
$1 6,00 0
0
3,00 0
9,00 0
$1 2,00 0
4,00 0

$

$

Year 2
$14 ,0 00
0
2,0 00
8,00 0
$1 0,00 0
4,000
$

$

$

Year 1
$1 2,00 0
2,0 00
1,000
7,0 00
$10 ,0 00
2,0 00

..."
the sake of simplicity, we will assume that the
initial development and programming costs were
correctly estimated, and that the project was completed on time and within these estimates. Exhibit 1
shows that total programming and development
costs for the project was estimated at $10,000, of
which $8,000 was to occur prior to initial use of the
application programs. The initial proposal also included an allowance of $9,000 during the first four
years of productive use of the programs for program
modifications and maintenance requests. Since this
application was very important to the company, a
significant amount of maintenance was anticipated.
The third item, data processing operating costs,
represents the standard cost allowance for the units
of data processing usage required by the application.
Since we will be halfway through the third year
before reaching a breakeven point (not considering
the cost of money) some readers may question the
risk involved in the project. It is our conjecture that
if program modifications and maintenance are considered, this is not an unrealistic example. Note
the sharp impact program modifications have upon
the project's net benefits if they occur at a rate
significantly above an anticipated level over the
program's expected life. Expected benefits disappear,
yet the burden for their control is difficult to assign.
Perhaps the original application specifications were
deficient. But was the data processing department or
the user department at fault? Under the methods
commonly used today, these facts are hidden in the
total cost allocated to systems analysts and programmers in the data processing department.
By treating each major data processing application
as a project, with similar budgetary controls and
periodic reporting (as other major projects in the
company) better results will be more likely from the
company's data processing dollar. Applications requiring excessive maintenance can be investigated,
and corrective action taken. If the cause is poor data
processing management or poor quality programming, the application project approach will tend to
highlight trends needing action. On the other hand,
if excessive user department changes or special requests are being made, the costs can be attributed
to the appropriate department.
Essentially, this approach considers the data proUsually no separate records are kept on program maintenance by
application, even if they are kept on the initial project development
and programming costs.
5
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Year 0
0
$8 ,0 00
0
0
$8 ,0 00
($ 8,00 0)

$

&

&

User departm ent charges
Prog ramm ing development costs
maintenanc e requests
Program mod ifications
Data processing operating costs
Total project costs
Project net benefit /cost

cessing department a profit center, using negotiated
charges to user departments as the management
technique for getting better results from the corporate data processing dollar. For this approach to
work successfully, program maintenance must be
attributed to projects, and not be considered part of
data processing overhead. The expenditure of dollars
on program maintenance must get the same management attention as the initial authorization of the
project itself got.
Some companies may want to carry this concept a
step further, and capitalize (in a memo account)
programming and development costs. These costs
would be written off over the project's estimated
useful life by using methods similar to those used
for depreciation. Under this concept, program fnaintenance would be "capitalized /expensed" according
to rules similar to those for capital assets. Whether
this would be desirable from the possible income
tax implications is questionable but as an evaluation
technique, it is valid.
With a better understanding of full application
costs (including normal maintenance) it is quite
possible that different programming and file management concepts would be employed in the initial
design of new systems. Tools such as data base programs are often cost - justified not on the initial
programming costs, but on the savings in program
maintenance costs. If the true costs of program
maintenance are ignored, or are accepted as "uncontrollable overhead," the company is not getting the
most of its data processing expenditure.
Conclusion
The basic job of a management accountant is to
define costs and values for his company, and in most
companies, the data processing department represents his most complex joint - costing problem. The
Management accountant needs to work with the
data processing department just as he has worked
with the production department and the sales and
distribution departments. Only through the active
participation of the management accountant can
the various information systems throughout the
company be coordinated to achieve top management's goal of long -term profit optimization. Since
a major opportunity for greater company profits is
better utilization of the company data processing
resource, the kev man in making this happen is the
management accountant.
❑
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THE LINEAR TOTAL
REVENUE CURVE IN
COST - VOLUME - PROFIT
ANALYSIS
Although a demand curve relates different quantities to different
prices, the firm will sell a good many units at one specific price.
By Robert J. Hartl
Micro - economic theory states that if the demand
curve for a firm's product is downward sloping,
then the theoretical total revenue curve will be
curvilinear as indicated in Exhibit 1. The curvilinear nature of the total revenue curve results from
the fact that to sell more units, the price must be
reduced. A linear total revenue curve, on the other
hand, is based upon a single selling price, and unless the firm's demand curve is horizontal (perfect
competition) only one level of output can be sold
at that price, not a range of outputs. However,
horizontal demand curves and perfect competition
can be ruled out for all but a few cases. In most
cases, the firm does not face perfect competition
and its demand curve is downward - sloping. In spite
of this fact, the linear total revenue curve may
justifiably be used with most any cost- volume -profit
analysis. The only major exception would be in
determining the profit - maximizing price to charge.
This is shown in Exhibit 2 where marginal revenue
(MR) is equal to the marginal cost (MC). At that
point total revenue divided by quantity gives the
profit - maximizing price.
For shall variations in sales volume, a linear
total revenue curve may generally be considered
appropriate for use in analysis because there is not
much divergence between the curved portion of a
theoretical curvilinear total revenue curve and a
linear total revenue curve at the maximum profit
point. Even though changes in sales volume may
occur due to price changes, this discrepancy is not
significant for small ranges of sales volume.

concerned with other matters than "best price."
These analyses assume that some prices or set of
prices are relevant and that it is more important
to look into other matters.
In normal tithes, a single price is the typical
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Argument for a Linear Total Revenue Curve
How can a linear total revenue curve, relating
different sales levels to a single price, be accurate
unless a firm is a perfect competitor? The answer
to this is that most cost - volume -profit analyses are
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"Total revenuE

Exhibit 3
EFFECT OF DEMAND CURVE
ON QUANTITY SOLD

is derives
from various
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price - quantity
combinations . . . '
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Exhibit 4
PROBABILITY DISTRIBUTION
OF TOTAL REVENUE
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situation for a firm. The price it sets is inflexible
during a given operating time period (one year or
less) ., The firm determines what its best price is
considering as many factors as it can, Once the
price is determined, the firm will usually stick with
it for a while. It will maintain that price even
though sales fluctuate within reasonable limits from
what was expected. Neither the passage of time nor
reasonable fluctuations in sales volume will make
it necessary for the firm to change its selling price.
In this regard, changing costs are probably more
important.
If it can be assumed then that firms do have
fairly set prices for significant periods of time and
that they are planning to keep them fixed, the discussion must turn to the variability of sales. We
will assume single product firms and linear variable
costs so that differentiation in these variables will
not interfere with the results. We will also assume
that for narrow ranges, linear curves give good approximations.
The first consideration in our discussion involves
the measurement of the demand curve which underlies total revenue. Whether demand is measured
objectively or subjectively it is a difficult job. Total
revenue is derived from various price - quantity combinations on the demand curve, and if the demand curve is not close to the true demand it will
provide a biased total revenue. This is shown in
Exhibit 3 with three separate demand curves. The
best curve is D. and Q. is expected quantity demanded at the fixed price P. Notice that the other
two (statistically determined) demand curves indicate that different quantities are demanded at price
P. Hence, different expected sales volumes are
possible at a given price due to measurement
(estimation) difficulties.
The measurement of demand is a difficult task.
But even if the most accurate statistical demand
cun•e is generated there will surely be some uncertainty associated with its predictions, This situation is represented in Exhibit 4. Here, the best
estimate of the true demand for the product is D.
The dotted lines represent the range in which sales
volume could fluctuate due to reasonable chance.
The uncertainty of demand is transferred to the
total revenue curve in the bottom portion of the
Exhibit. This just says that management is not
sure what sales volume will be at a given price, no
matter how well the forecast of demand.
Although a demand curve relates different quantities to different prices, the firm will sell a good
many units at one specific price. Unless the firm
practices price discrimination, it will sell as many
units as possible at the set price. It will sell unit I
at price P, unit 2 at price P, and so on to unit Q
at price P. The total revenue is, of course, P times
the number of units sold. This is represented in
Exhibit 5. Note that the actual total revenue curve
is approximately linear up to q u an tity Q, wh en th e

revenue curve derived from the demand curve D is
curvilinear. Its appropriateness is also revealed by
the demand curve, which indicates that, at price P,
the quantity sold should be Q. This would be true
for any price - quantity combination.
In a longer -run, variations in sales volume can
occur at a given price due to "shifts" in the demand for the product. This is shown in Exhibit 6.
As the demand curve, let's say, increases from
D, to DF, the quantity sold increases from Q, to

"The
measurement
of demand is a
difficult task."

Exhibit 6
EFFECT OF DEMAND SHIFT
Price

P

I ID l

D2 I D 3

D4

I

I D5 D6

TR
I I

I

I

Z
1

1

Ql 0 2

I

1
,0

1

1

1

Q3

Q4
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Q uantity

price is fixed at P even though th e th eo retical to tal
1

Adolph Matz , Othel J. C urry and Milto n F . Us ry Cost Account.
mg: Man7ing and Control, 5th�ed.,�south-�Western�� ubliahing�Co.,
Cincinnati, Ohio, 1972, p. 809 -816.
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Qa. This is happening at a constant price P. This

would also correspond to a similar movement along
the linear total revenue curve.2 The demand curve
for a product could increase for a variety of
reasons: An increase in the firm's advertising, reduction in competition, changes in laws favoring
use of the product, reduction in prices of complementary products, or an increase in disposable income.
A linear total revenue curve would also not be
unjustified to handle the situation where sales
volume changes as a result of changes in prices.
Here, however, a family of total revenue curves
s Robert M. Soldofsky, "Accountants' vs. Economists' Concepts of
Break -even Analysis." NAA Bulletin, December 1959.

Exhibit 8
PROFIT MAXIMIZING FROM EXPECTED -SALES FORECASTS
Total revenue
and
total cost

would be needed, one for each price. They could
all be represented on a single diagram as shown in
Exhibit 7 to allow for convenience of comparison.
Here, three possible total revenue curves are represented. Note that the higher the price, the greater
is the slope of the curve. Also, associated with each
total revenue curve are the individual probability
distributions. These might be the confidence limits
of possible sales volumes at each price. Obviously,
the lowest price is associated with the largest
volume.
As mentioned above, the linear total revenue
curve is a good substitute for a theoretical total
revenue curve when management wishes to determine the price that maximizes profit. This can
be shown by reference to Exhibit 8. Here only
three total revenue curves are shown (i.e., three
prices), These may be the only three prices management considers relevant. Given their variable and
fixed costs, how do they find the profit maximum
price? The points E(S,), E(SZ ), and E(S9 ) are
the expected sales volumes at prices P,, P 2, and P Z
respectively. They may have been determined by
statistical or subjective methods or a combination
of the two. By observation, price P Z provides the
greatest profit because the distance between TR Z
and total cost is greater at the expected sales for
PZ than the expected sales at anv other price
shown.
Conclusion

01

Q2

03

Quantity

This discussion concludes with the observation
that the reliability of linear total revenue curves
for use in cost- volume -profit analysis depends to a
large extent upon the use made of the analysis. The
uses might be planning, control, determining the
profit- maximum price, deciding on the acceptance
of a project, comparison of alternatives, measuring
the riskiness of a project, or decisions on the degree of operating leverage. As we have already indicated, the linear total revenue curve would serve all
of these uses quite adequately.

LETTERS

Continued from page 11
earnings, a businessman's expectations to be properly reimbursed plight fall short, except perhaps in cases where "catastrophic conditions" were present. After all —and I am making
this statement without being cynical —it's easier to establish a
true loss if the entire plant is down. Which leads to my observation that if one should have a small claim, it sometimes might
not be worth the cost and effort to trv_ to substantiate it. For
that reason, a business might earn a higher deductible, even
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though there is not too much saved as far as insurance premiums
are concerned.
I agree that accurate records and good organized teamwork
are essential and so is a good and perhaps better than adequate
insurance coverage. But sometimes, the thought of paying for
something and not being proper]y reimbursed for "actual losses"
just might become very frustrating.
Ewald Schneider
Waukesha Area Chapter
Waukesha, Wise.
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AUTOMOBILE LEASING
In such a case, he may just like the sound of,
"I prefer to lease my business automobiles."

By Harry A. Sundblad
What is seldom considered in the evaluation of
lease -buy alternatives is the influence of the personal preferences of the decision - maker. Although
several tools have been developed for business
managers to use in making this decision, in the
final moments it boils down to individual, non quantifiable, considerations peculiar to each decision- maker. Nowhere is this more true than in
the business of automobile leasing.
Real -World Application
In order to gain a greater understanding of the
lease or buy decision and to compare a "real world"
application of advantages versus disadvantages,
automobile leasing available through several automobile dealerships was investigated. Interviews
were held with two leasing salesmen and the owner
of an automobile dealership.
The following were factors mentioned in the
interviews as being frequently cited reasons for
automobile leasing:

better credit than that required to buy an automobile via a finance contract. The reasons cited
were:
1. The lessor (if an automobile dealer) will assign
the leasing contract to a bank for collection and
maintenance.
2. The lessor still holds title on the automobile
and is responsible in the assignment. He does
not want the contract to fall through.
3. The lessor has not been "zeroed -out" and therefore has a chance of losing in the event of a
repossession.

In a sales transaction, the automobile dealer will
typically not let a car roll off the lot until he is
"zeroed- out." In other words, lie has covered the
license fee, all preparation and storage costs, and
profit related to the sale. A downpayment, the
actual cash value of the trade -in, or a combination
of the two, will usually zero -out the dealer. The
balance of the contract will cover the dealer's cost,
at least, of the car being sold. In a typical sale,
the minitnum downpayment required is about 20
1. Prestige
percent of the total selling price. Thus, for a
2. Closed -end lease ( the ability to walk awav from $4,000 sale, the downpayment would be about
the automobile)
$800. But a lease on the same car would require
3. Lower initial capital outlay
only about $355 down. The dealer would, in addi4. Easy (Since rates are competitive and often tion, consider a $400 -$450 depreciation on a car
preset, deal can be concluded in maximum of once it has been sold and driven off the sales lot.
thirty minutes.)
From that point on, it would be used. Thus, the
5. Flexibility
lessor has comparably greater risks early in the lease
6. Tax reasons
contract if he is also an automobile dealer.
7. Replacement (if automobile is a lemon)
Except for the initial cash payment required, the
8. Ultimate liability held by the automobile lease terms at a dealership/] casing agency are often
determined in the same way as a sales contract. The
owner
9. Possibilitv of better repair service since lessor dealer will attempt to make the same profit or
will be servicing his own automobile
better than lie would make on a sale. The dealer
10. Good lease customer gets better treatment
will try to anticipate the residual value of the car
at the end of the contract and charge depreciation
One common advantage cited for leasing has at a rate sufficient to cover the calculated decrease
been that a firm with no ready source of capital in value. Each month's rental will include the folhas the ability to acquire the use of leased assets. lowing: (1) the monthly rental fee (includes profit
In other words, leasing can be a last resort for plus interest expense charged by bank on assignfirths in financial stress. Such is not the case in ment) , (2) depreciation, and (3) the sales tax.
automobile leasing. According to the interviews,
At the end of the lease, the dealer charges any
the credit investigation for prospective lessees is repairs necessary to put the car into good resalevery complete. All lessees will typically have much able condition against the lessee's deposit. Nor-
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"The lease
contract
normally
requires that
the lessee have
minimum
insurance
coverage."

mally, the dealer will be able to resell the car for
about $400 above its residual value.
Dealers have usually predetermined the terms in
the lease contracts that will be to their advantage
and will charge high premiums for deviations from
those terms. For instance, most cars are leased on a
non - maintenance basis. The lessee pays for all
normal maintenance such as oil changes, tire and
battery replacement and other requirements as
specified by the car owner's manual. He must also
pay for any other repairs that might be necessary,
such as rebuilding the transmission or replacing
the starter. If the lessee desires that the lessor bear
the risks of these expenses, the car dealer will
charge the maximum he feels such an agreement
would cost him. Or, if he established a policy of
granting no maintenance leases, he will quote a
ridiculous amount which he is relatively sure the
lessee wouldn't accept.
The lease contract normally requires that the
lessee have minimum insurance coverage. If the
lessee were to buy the car and use a lower limit, the
differences in the insurance cost would also be con-

sidered. In addition, owning the vehicle would enable accelerated depreciation which could provide
additional tax savings.
Given the above factors behind automobile
leasing, would the small, independent businessman
lease or buv? My interviews indicated that he would
get a "feel" for the cost differences, the timing
differences and the advantages, /disadvantages of
both alternatives and then he would decide according to his preferences. In such a case, he may
just like the sound of, "I prefer to lease my business automobiles." The premium he is paving may
not really be for all the advantages of leasing but
solely for the ability to make such a statement,

Conclusion
For many companies, automobile leasing is an
individual decision made largely upon what the
individual "thinks" he is getting. When I asked
what advantages there were to car leasing, one salesman answered, "It's all in the individual's head. He
thinks he is getting the best deal possible, and as
the prospective lessor, I think so too."
❑

THE EUROPEAN PUBLIC ACCOUNTANT
Continued from page 44
practical use of cost - volume -profit analysis (break even point calculation), PERT, CPM, or statistical
sampling. Historical costs are used by almost all
firms. International CPA firms in West Germany
require all their staff to learn English, and then
put them through a program of classes extending
about three years, to cover aspects of auditing and
accounting not covered well in West German universities. Most West Germans have good basic
training in mathematics, statistics, and data processing, often having a better understanding of those
areas than American counterparts. A top personnel
partner of an international firm in Frankfurt observed that most Americans transferred to Europe
were younger, lacked much in writing abilities,
compared to their older European co- workers, but
were better trained in accounting theory, auditing,
and managerial accounting. West German accountants, having a longer period of required experience,
tended to be older and more expert in business
practice, organization, and communication abilities.
As of 1971, there were about 3,200 Wirtschaftspriifern, 5,000 Steuerberatern, and about 22,000
Steucrbevolhnachtigten in West Germany. Wirt schaftspriifern must be residents of West Germany,
but they need not be German nationals. Some
citizens of the United Kingdom as well as other
countries have passed the examinations and become
Wirtschaftspriifern in addition to having their own
CA or CPA titles. Statutory audits required of all
public corporations, banks, insurance companies,
and a few others, may be carried out only by Wirt schaftsprufern. In addition, all large enterprises must
also be audited by Wirtschaftspriiferrl, if it meets
two of the following three criteria:
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1. Annual sales in excess of DM 250,000,000
2. Net assets in excess of DM 125,000,000
3. Average number of employees, 5,000 or more

The Netherlands
Corporate accounting and financial reporting in
the Netherlands are highly developed and are comparahle in most ways to corresponding practices in
the United States and United Kingdom. Whereas
financial reporting procedures in most other European countries are influenced by the effect of tax
laws, in The Netherlands it is common practice for
separate sets of financial statements to be prepared:
one for financial reporting purposes, and one for the
tax authorities.
To become a Registered Accountant in The Netherlands, no university degree is required, though
having the proper degree may relieve the candidate
of one of the examinations. The candidate must
pass a series of examinations (or prove exemption
by university work) in the field of mathematics,
law, social economics, business economics, tax law,
accounting principles and procedures, and auditing.
A final written and oral examination then follows
on a subject chosen by the candidate from business
economics, accounting principles and procedures,
and auditing. Most candidates take from three to
five years to pass all the examinations during which
time they also obtain the necessary work experience.
Only Dutch nationals working in Dutch accounting firms may be Registered Accountants. This creates quite a hardship for Dutch nationals who
accept employment with international branches of
CPA firms in The Netherlands. At present such
men who pass the examination must quit their
MA NA GE ME NT A C C OU NTI N G / M AR C H 1975

positions and go to work with a Netherlands ac- continent teach professional auditing as it is taught
counting firm to get their title, after which they in professional accounting training programs in the
may return to the international firm. This is ad- United States and in the United Kingdom. The
mittedly an undesirable practice and policy, and only exception I found was in Belgium where auditefforts are said to be currently under way to revise ing courses were taught by one professor (though
the Dutch law that forces this awkward procedure at several different universities ).7
upon them. A few top partners of international
European - taught auditing places very little emfirms, who are CA's in the United Kingdom, or phasis on confirmation of accounts or verification
CPA's in the United States, have been accepted as of inventory. Most local professional public acthe equivalent of a Registered Accountant in The countants in Europe devote much of their audit
Netherlands, but no other men in their firms have to what might be termed "compliance" audits, asbeen allowed to do this, and the problem still exists certaining that minimum legal requirements have
for all international firms and their employees in been met, as well as meeting requirements for stock Tile Netherlands.',
holders, bankers, and other credit - grantors, all of
Education for professional public accounting in whom seem to have less interest in accounting
The Netherlands is said to be quite good (except information than their counterparts in the United
for auditing), but those with whom I spoke de- States. What little auditing is taught on the contiscribed it as replete with memory work, little flexi- nent contains no reference to any pronouncements
bility, little theory, much practice and procedure, of the AICPA. Few local auditors of small busiand heavy emphasis on the basics in all areas. In- nesses in Europe need to be aware of them. To be
ternational firms must put their Dutch employees successful in their careers with international acthrough professional development in- house training counting firms in Europe, all new employees of
courses to give them training in independent audit- such firms must start virtually from the beginning
ing practice. Dutch schools are heavy on classics, in a staff training course in auditing, reading, and
economics, mathematics, law, and basic bookkeep- studying almost all the AICPA pronouncements,
ing. Their knowledge of data processing, statistics, except those pertaining to tax matters, other topics
and other modern applications of this area is said not found in that country, or where laws forbid a
to vary from fair to very good. In the accounting particular accounting practice."
area, the universities do a good job in taxes and
In other areas of accounting, most partners I
cost accounting, but again, training is said to de- interviewed thought their staffs had a good general
pend largely on memorization of good practice knowledge of introductory, intermediate, cost, and
rather than the ability to understand all theories advanced accounting topics with perhaps more emand to select the most appropriate one under vary- phasis on theoretical rather than practical aspects
ing circumstances.
in most instances. In some countries, income and
The Netherlands auditor's opinion is largely a other taxes are thoroughly taught in the universities,
matter of certifying that all legal requirements have whereas in others, the new staffman's knowledge of
been met, with little attention devoted to internal taxes is minimal. Their training is often in public
controls or judgmental factors. Dutch accountants finance and the economic approach to taxes, rather
are said to be quite concerned over Common Mar- than in the preparation of tax returns. Little attenket accounting proposals, inasmuch as they feel tion is given to international problems of flow of
their present standards are well above those pro- funds and exchange, inventory valuations, depreciposed, and to adopt the Common Market pro- ation methods, and other aspects of taxes offering
posals would be to lower their standards, so they elections or alternatives, where permitted.
say. Also, consolidated statements have been apThe educational background in mathematics and
proved and have been prepared in The Netherlands statistics for most new employees I found to be
for many years.
quite satisfactory. None of the partners indicated
any dissatisfaction with the background in these
Some Conclusions
fields. In electronic data processing knowledge,
All the international professional public account- training and experience, opinions varied greatly.
ing firms have complete staff training programs; Some partners (France and Italy) told me that few
the programs are similar to those found in the if any of their new staff had substantial training in
United States, except that much more time and these areas. The experience was better in West
attention must be given to the auditing area. The Gernlanv, The Netherlands, and Belgium, but spotty
reason for this is that very few universities on the in Switzerland where it seems to vary with the
choice of courses taken by the graduate. In general,
I was informed that one large Dutch firm of Registered Accoun.
tants, Klynfeld Krasyenhof & Company, has about half the Regissome are fairly well prepared with an introductory
tered Accountants in The Netherlands on their staff, This is said
knowledge of computers, but others have very little
to be about 1,5(X) accountants.
One of the Belgium-trained manager of an international CPA
or no education in such a subject. As a result, all
firm in Brussels pointed out that in the Sp rint of 1973, a former
European employee of Arthur An
& Company placed ad.
European offices put all new staff members through
vertisements in newspapers in Brussels and Antwerp, announcing
his evening and Saturday classes in professional auditing, "Amen fairly
comprehensive EDP training programs, much
can- style."
Swiss law forbids any kind of consolidation for Swiss corporations;
as is done by their counterparts in the United
hence, any AICPA pronouncement on consolidations has no effect
States.
❑
for any corporation to Switzerland.

"...all
European
offices put all
new staff
members
through fairly
comprehensive
EDP training
programs ..."
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Listening intently as instructor Arthur A. Schulte, Jr., left, speaks are
these members of Portlan d - Wi llamette Chapter and ot hers who att ended
a LEAP course held last Fall. See story below.

Learning the LEAP Way
When Portland-Willamette Chapter held a Local
Education Activities Program course last fall, it was
taking advantage of an educational program specially
developed by the Association for chapter use.
The chapter presented one of the 12 courses
available in the program titled "Standard Costs and
Flexible Budgeting for Production." Twenty -nine
registrants took the course which was taught by
three faculty members from the University of Portland. Thev were Arthur A. Schulte, Jr.; Russell L.
Braden and Michael White.
Reactions of the registrants to the program were
"generally very good," according to Thomas G.
Gale, director of professional development for Portland- Willamette Chapter. He said it was the second LEAP course held by the chapter.
This chapter is only one of many which have
sponsored LEAP meetings since the inception of
the program. Now five years old, LEAP was introduced in response to requests from chapters for
technical materials to use in local educational programs. It was designed to fill a gap between the
nationally sponsored Continuing Education Program and locally developed educational programs.
Using the technical staff and some of the materials developed for the Continuing Education
Program, the NAA staff compiled a series of comprehensive outlines on management accounting
topics. Under the program, the chapters plan and
schedule meetings and arrange for instructors or
discussion leaders. NAA supplies workbooks.
Two types of formats are available. The courses
provide instruction in fundamental concepts and
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techniques related to the topic. For participants
with some experience in the specific area, seminars
provide a vehicle for discussion of current trends
and developments. Outlines are available on nine
seminar topics.
In the first six months of the year, 1974 -75, the
Association sold 887 workbooks. Not surprisingly,
considering the economic environment, many chapters were interested in a course titled "Federal Income Tax Aspects of Business Operations." The
state of the economv also may have been a factor
in the volume of chapter orders for another course,
called "Effective Inventory Management," and for
a seminar titled "Managing Corporate Cash."
"Data Processing —Basic Computer Concepts and
Techniques" is another popular course if the number of workbooks sold from July to December is
any guide.
Whether a course or seminar, each individual
program requires considerable lead time planning,
promotion and scheduling. In addition, the choice
of the instructor or discussion leader can have a
decisive impact on the program's ultimate success
or failure. Experience has shown that the ideal
person for such a role is an individual able to relate
theoretical concepts to practical problems and
solutions. With advance planning chapters usually
can find a competent instructor.
Every chapter has a catalog listing the courses
and seminars available in the LEAP program. It
also describes in detail how to plan and schedule a
session. If you're interested, talk to your chapter
officers and directors.
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AN ACCOUNTING
INTERNSHIP IN INDUSTRY
What's it like to be an accounting intern in a major industry?
For this writer, it was a mixture of excitement and boredom;
of challenge and increasing self - confidence.

By Lynda J. Beeson

even though detail can sometimes get boring it is
extremely important and, therefore, will be an
integral part of an accountant's career, regardless
of what firm or what aspect of accounting you may
become involved in.

An internship can be the most valuable experience
to be gained from a business student's four years
in college. It marks a time at last when solve of
the theories and textbooks methods of accounting
fall into perspective as a result of firsthand contact Understanding the Terminology
with everyday practices of the business world. My
One of the biggest problems a new accountant
internship was confined to an industrial firm and with no plant experience will come across in a
to cost accounting procedures at that company, textile firth is understanding the terminology.
but the experience and practical knowledge of When I first came to the division, my co- workers
general business gained more than justified my remembered what thev had suffered while learning
participation in the program,
the textile "language" and proceeded to offer inLike mar» others, my college sponsors an in- formation until there was a stack of books and
ternship program designed to allow students to manuals about the industry on Inv desk. Of course,
earn academic credit for a full -time work experi- there was not time to read all of them but I have
ence. Ideallv, the program gives a student valuable no doubt that my road would have been harder
insight into a chosen career field and helps him without the knowledge gained from those volumes.
to apply theory Teamed in the classroom. An acWhen I finally began to be exposed to the cost
counting student, I was placed in the accounting sheets, cost history and estimation projects and
department of a textile firm. What follows is a other assignments, the worth of a little bit of study
description and a rough evaluation of my experi- into words such as "warp," "filling," "greige
fabric," and "throwing" began to reveal itself. The
ence.
Naturally a firm will start a new employee on first time I ever heard the term "greige fabric,"
very simple assignments and "busy work." Com- which means unbleached or undyed cloth, I actumon sense tells you that is a good policy, but a ally believed for several days that it meant "gray
kind of disappointment can set in if you expect fabric." I did not understand all the fuss over that
to jump right into big, important projects and one particular color of fabric. Needless to say,
responsibilities. In my own case, I filed cost sheets when I discovered my error (only by reading the
and other data sheets for nearly two weeks before books which had been donated by my colleagues),
I began to actually work with any cost procedures I was quite embarassed. That lesson taught me to
at all.
read each book and ask questions about terms
I was satisfied for awhile because it gave the which baffled me.
time to get accustomed to the division and its
A field trip to one of the division's plants also
general procedures. Some new employees, how- helped to acquaint the with the textile industry's
ever, showed their feelings about being initiated structure and terminology. And it was one of the
with "busy work" and, supposedly, unimportant best experiences I had during my internship.
detail work. This kind of attitude obviously can Thanks to a planned toter at this weaving plant,
produce problems. An internship teaches you that I gained an expanded outlook and understanding of
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"...Iknew
more about
this division's
cost system
than I had
realized...."

the terms and situations which I was encountering
every day in the corporate offices. I also got a
chance to see how this particular plant handled its
end of a series of cost accounting procedures which
eventualiv were consolidated in the company's
home office for top management in New York.
Assisting my supervisor in this consolidation comprised a large part of my job that summer so the
entire trip was a great help to my understanding
of this division's cost system.
I did a great amount of filing in the beginning
and I found that this experience made it much
easier for me to find information for trend and
quarter end projects as my assignments became
more involved. In one case, it was necessary to
search the back files through 1968 in order to find
the oldest yarn and cloth costs which still pertained to present inventory. This information was
needed for the division's change from a FIFO
costing system to a LIFO system. As a result, the
rising yarn prices will not have such a drastic effect
on the quarter end inventories and statements. Ab
though the margin of profit will be lessened by
the use of most recent costs in the cost sheets, this
effect will be partially offset by reduced taxes on
the lowered ending inventory values.
While working on this particular project, I became aware of the enormous complexity of the
accounting records. Each individual with whom I
worked directly was responsible for his own intricate segment of these records. This specialization was necessary because of the volume of information. Each person, however, was an "expert"
in his own area without a sufficient general knowledge of the division. Almost every employee was
so specialized that when information from another
area was needed there often was quite a problem
in understanding just how a particular cost was
derived.
Through discussions with my supervisor I realized that a large part of the difficulty was caused
by increasing production, fast changing prices and
the increased use of the computer. In the past,
most jobs had to be accomplished manually and,
therefore, all the members of this division had to
keep up with areas other than their own. As the
volume of work done by the computer has increased, the manual work has decreased and the
knowledge of how to execute some of the simplest
tasks usually has been lost or never learned. It was
not too much of a problem when all of the employees were in the office, but at vacation time
some very important jobs came to a complete
standstill because no one had the knowledge to
carry on with them. This observation should not
be considered a put -down of computers. Obviously,
the few problems created are far outweighed by the
great reduction in cost and man -hours which the
use of computers has brought to the company.
Keeping up With Prices
My main job was the updating and revising of
trend cost sheets which provided the cost information stored in the computer. These sheets reflected

60

every type of cost which could be included in the
final cost of furnished cloth, ranging from raw
yarns and processing costs to unfinished cloth and, finally, to the finished cloth. At the time the cost
sheets were first written, the economy was comparatively stable and prices followed the predicted trend
Closely and, accordingly, the sheets had to be revised only about once a quarter. Because of the
increasing instability of prices, however, the cost
sheets now have to be revised too often to be
handled efficiently by manual means.
I discussed the possibility of computerizing the
cost sheets with my supervisor several times. Of
course, I was not the first with the idea. After
sitting for eight hours erasing and writing, I was
just full of bright ideas! Still, it would be a great
improvement to computerize the cost sheets and
at the same time it would free employees to do
more difficult and interesting —if not more important —jobs.
At one point during the summer when my
supervisor was gone for an extended period, I
learned that I knew more about this division's cost
system than I had realized before. In essence, I
was given his job on a smaller scale and left totally
on my own for more than a week. Although there
were many things I could not handle and would not
even have attempted without supervision, I was
nevertheless consulted by others in the division
with their cost problems. I was also responsible
for yarn price revisions and analyses which were
required by sales personnel in the home office.
Until that week, I had never realized how satisfying it could be to be trusted and believed responsible enough to be given an important job to
undertake on my own. With no one to run to for
help, I got a taste of the kind of pressure which
top management can create at times.
But it took more than two months for me to
reach the point where my supervisor felt that I
was capable of handling the more involved parts
of his job which had to be carried out in his
absence. There were so many things to remember
and do. When the week was over I felt as if I had
really accomplished something.
Final Reflections: A Revelation
Now that my internship is over I feel quite
satisfied that along with all of the practical facts
I have learned. I also have discovered what my
own feelings and reactions will probably be if I
work in this kind of career. That revelation makes
the whole internship worth every second.
In fact, my criticisms of the internship ex.
perience are onlv minor and they are not problems
that can be easily remedied. An intern must wait
to be assigned to a certain job each day or each
week and this usually works out fine, but I have
spent entire days searching for something to do,
while at the same time having to look as busy as
possible. On other days I was so swamped I could
not possibly finish all of my assignments in the
time allotted.
The busv days were the kind of days I really
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enjoyed because in my short experience no pressures were harder to cope with than those caused
by involuntary idleness. At times I could not even
find everyday filing chores. This is not just an
intern's problem because I could see that apathy
was a common occurrence with most of my colleagues at one time or another for the same reasons. A manager's attitude toward the employee
can make almost all the difference in that person's
morale and productivity. If my supervisors had
not been so willing to make my internship a memorable and profitable one, I would not have been
so eager to do the best I could for them and the
company.
The internship is not just a public relations
gesture by the company, I discovered. Several times
strangers approached me in the halls with questions about my internship and how I was working
out. Later I found out that they were among the
"reserved parking" group. These executives were
much more aware of each of the interns in their
home office than the lowly intern might think.
What an intern learns depends in large part on
his or her own initiative. Even though I was caught
up in more than enough detail work, which limited
my overview, I still would not have learned as
much if I had not been exposed to many different
facets of the operation. At different tilnes I was
involved or exposed to information about budgeting, sales, programming, cost systcros and research.
At a company level I did not get as good an under-

standing as I would have liked, due to a lack of
digging for more information on my part.
After studying textbooks for a number of years,
I found new ways of leaming. Each day, each new
assignment, and even overheard conversations, were
filled with new subjects which could be absorbed
and made use of at a later date. Moreover, if an
intern is alert and appears interested, he may be
included in discussions and projects which might
otherwise be kept from his knowledge simply because of the hassle of explanations. As a matter of
fact, I believe that management rates the enthusiasm of an intern as highly as raw knowledge because if he is intrigued by his work, the student
will learn faster and make a more meaningful
contribution.
The experience taught the to restrain feelings
of impatience and anger. My self - discipline was
put to a test on a number of occasions when
I completed an assignment to specification only
to be told to do it over again because the supervisor
could not get his ideas and expectations straight
in his own mind.
I believe no student is totally prepared to tackle
all aspects of a job immediately upon graduation,
especially when that job is cost accounting with its
mass of detail. I strongly believe, however, that I
was well prepared in most of the areas I was exposed to, and thanks partly to my experience in the
summer internship I have greater confidence in mv-
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with new
su bjects which
co u l d be . . .
ma de use of a t
a later date."

self.

.-:. 4� MENURSHIP

Mail to :

" ... even

I=

' I f pr es ent a dd r e ss i s i nc or r ec t or wi ll c ha nge w i t hi n n ext f o ur we ek s,
ple as e att ac h c om pl et e c or r e c t NE W ad dr e ss i nc lud i n g ZI P c od e.
Re qu es ts p os tm ar ke d af te r J u ne 1 ( V. S. A. ) o r Aug ust 1 ( ot her
c o u nt r i e s ) w i ll n ot be h on o r e d .

IMPEDIMENTS TO THE USE OF MANAGEMENT
INFORMATION
by Henry Mintzberg
A study carried out on behalf of the National Association of
Accountants and the Society of Industrial Accountants of
Canada.
Why don't managers make better use of Management Information Systems (MIS)?
MIS specialists have been asking this question rather frequently
lately. Mintzberg proposes that the answers lie in three areas:
the information itself, the organization and the brain. Basically,
a manager's use of information is determined by the complex
relationships between the information made available to him,
the pressures imposed upon him by his organization, and the
ways in which his brain receives and processes the information
available. Anecdotes and current, pertinent examples enhance
Mintzberg's well - written explanation of why managers don't
make better use of MIS.

I

MA I L TO DA Y!
To obtain your free copy, simply fill out the special
coupon (or print your name and account number on
a separate sheet of paper) and send it to "Free Book,"
NAA. Books will be mailed starting in mid-March;
allow three weeks for delivery in U.S.A.; allow up
to 3 months abroad. Because address labels will be
created from NAA master membership records by
computer, you must furnish your NAA account
number (six -digit number on your membership card,
or the first 6 -digit number on the top line of your
mailing label —on the front cover of this magazine).

(Coupon may be photo - copied if you do not want to cut magazine)
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M I L L E R h a s b e e n p r o m o t e d t o v i c e p r e s id e nt o f t he P r o vid e nt Ba nk.

K.

R O BER T
been

DAVIS , C u y a h o g a V a l l e y , h a s

na me d

hes ives
NE I L

of

c o n t r o l le r

Co.
A. JO HNSO N,

D a ll a s ,

p r e s id e n t — c o n t r o lle r

vic e

Mo rg an

was
of

Ad -

elec te d

Ear th

Re-

s o u r c e s C o r p . . . . R O BER T MA R Q UE T T E,
JR . ,

chapter

past

p r es id e nt ,

has

been

na me d e x e c u t iv e v ic e p r e s id e n t o f C h e mical Exp r es s
C HA R L ES

Co.

B.

S T O NE,

De live r ,

has

been

a p p o in t e d d ire c t o r o f a d min is t r a t io n a n d
a s s is t a nt c o nt r o lle r , Ba ll Me t a l C o nt a ine r
Gro up.
AN N E

NELS O N,

mo t ed

t o c o r p o r a t e c o n t r o l le r , A m e r i c a n

Ea s t

F la nge a nd Mf g.

Je r s e y ,

was

pro -

Co.

T h r e e Er ie C ha p t e r me mb e r s ha ve be e n
na me d a t Ame r ic a n S t e r il iz e r
A.

MA JO R

is d i r e c t o r o f

Co.

Co., a
J. MocusH w a s

s u b s id ia ry -,

For m e r G o ve r no r o f C o lo r a d o J o hn L ov e ( c e nt e r ) wa s t he f e a t ur e d

c o nt r o l,

s p e a k e r a t a re c en t D e n v e r C h a p t e r me e t in g . O n h a n d we r e N AA V ic e
an d c ha p t e r P r e s id e nt M i k e Ne lliga n.
P r e s id en t R ob ert L . W o o l h e a t e r

MIC HAEL
cost

M r . L o v e is p r e s i d e n t a n d c h ie f e x e c u t i v e o f f ic e r o f I d e a l B a s ic I n d u s t r i e s .

s io n , a n d G A R L A N E . N E W C O M B ,

(I.)

S y s t ems

ac c ountant,

minis t r a t io n

Emeritus Life Associates
E. A D A M S , T o le d o .
KE NN ET H J. BR O W N, B i n g h a m t o n ,

pas t
p as t

p r es id e nt .

M.

C HR IS T ENS EN,

H.

C HA R L ES

JO HN

ST ANLEY

W . S M I T H,

R a c ine -

T O W NS ,

na t io n a l

Ne w

Ha r n p s h ir e ,

p r e s id e n t ;

na t io n a l

J. W O O D ,

SCMS_

n a t i o n a l vic e p r e s i d e n t . S t u a r t C a m e r o n

e le c t e d p r e s i d e n t o f E a s t e r n S i g n s , I n c .

J.M A L L O R Y , L o n g B e a c h .
R AL P H E. M I L L E R , E I ic .
W I L L I A M L. M I L L E R , L o s A n g e le s .
ANT H O NY E. O L F K Y , T r e n t o n .
W I L F O R D L. OTTEY, J R . , P h i la d e lp h i a .
AR T HUR C. R E D EL , C e d a r R a p i d s , p a s t
p r e s id e n t . SCMS.
BAR NEY S. R I C K E T T S , K a n s a s C it y .
M E L V I N S. R I F E , Y o r k , p a s t p r e s i d e n t .
R . E. S A U E R , R e a d in g , p a s t p r e s i d e n t .
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at

An is c o

to

K.

I n d u s t r ia l

Co.,

BR YDO N W as p r o -

t h e n e wl y c r ea te d

p o s it i o n

of

vic e p r e s i d e n t fo r c o r p o r a t e p l a n n i n g a t

T o le d o , p a s t p r e s id e n t .

R. D I A L , B a t o n R o u g e .
LOUIS J. DUR ANT E, B r o o k l y n .
ANDR EW J. H A R M , M i l w a u k e e .
G EO R G E W . HO L S I N G E R , C e d a r Rapids.
FRANK S. H O W E L L , W a s h i n g t o n .
LES TER J.H U R D , S t . L o u is .
B . A. KEAY, P i t t s b u r g h .
W I L L I A M B. L E I T C H , N o r t h P e n n .
JAMES A. M c F A D D E N , JR . , T r e n t o n , p a s t

W ILB UR T

JR.,

VIS S ER , G r a n d R a p i d s .

DE LO S

Mc L e o d S o c ie t y .

mo ted

he a d

Co., d iv i-

Er ie z Ma g n e t ic s .

K e n o s h a , p a s t p r e s id e n t .
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treas urer.
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vic e
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na me d

was
t o d ir e c t o r o f f i n a n c e a n d a d -

p ro mo ted
W INT HR O P

FR ANK

a d minis t r a t ive

Promotions and New Positions
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a s s is t a n t

t

(

Arb o r, has

b us ines s

man ag er

a t De t r o it I ns t it ut e o f T e c hno lo gy.
DU A N E
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S C H MID T ,

O.

A s s o c ia t e d

Ba lt im o r e ,

Sp r ing Co r p. ,

ha s

B r is t o l,

C o n n . , a s ma n ag e r , c o r p o r a te a c c o un t in g .
RO BER T

A.

WILCo x,

Buf falo ,

has

been

McCLURE
Lehigh Valley
FRANK D E F I LI P P Is ,

n o w a s s is t a n t c o n t r o l l e r fo r B .

C.

F R EEZE,

C ha r lo t t e

Blue ,

has

b e e n e le c t e d vic e p r e s id e nt o f C ha d b ur n,
I n c . , in a d d i t i o n
s urer.

t o h is p o s i t i o n as t r e a -

. . . DAN A.

na me d

HAC KNEY h a s

vic e p r e s id e n t fo r f in a n c e ,

na t io n a l

B u s in e s s

KEN NEY

was

been
In te r-

C o r p . . . . JO S EP H

elec te d

c o n t r o ll e r ,

F.

Du ff -

No rt o n.

ROY
jo in e d

B.

DENNEY,

High lif t

c ounting

JR .,

C inc inna t i,

Eq uip ment

manager.

.

.

.
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Co., a s ac RO DG ER M.

T.
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Bra d -

fo rd S t o c k S e r v ic e s , I n c .
JO HN

Huc H

BARBATELLI
Milwaukee
Es s ex C o u llt y ,

R.

VA UG HN , F o r t W a y n e , h a s b e e n

p ro mo ted

to

s e n io r

vic e

p r e s id e nt

of

Pe o p le s T r us t Ba nk.

Lours R. M U S A N T E ,
was n a m e d
c urrent

G r e e n w ic h - S t a m f o r d ,

trea s ur er,

in a d d i t i o n

p o s it i o n as c o n t r o ll e r , o f

t o h is
Re v er e

E l e c t r o n ic s C o r p .
B O S S H A R T , I llin o is N o r t h e a s t ,

RO BER T

A,

is

a s s is t a n t

no w

c o n t r o l le r

of

Anixt e r

C o m m u n ic a t i o n S y s t ems .
W AL T ER

J.

R Yz o w ic z ,

James t o wn -Wa r-
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ren, was promoted to controller at Excel
Co., an American Sterilizer division.
BENNY K. BURR, Kalamazoo, has been
promoted to vice president of finance
and administration of Great Lakes Computer Center.

Time Off

STEWART T. AXTELL, Lancaster, president, has been named manager, information services, in Brussels for Armstrong
Cork Co., International Operations... .
RAYMOND L. WENGER has been appointed to the newly established position
of manager of accounting services at State
Equipment Corp.

FIX
Orange Coast

SKLENAR
So. Birmingham

I/

HOT

t(t

JOHN J. MCCLURE, past national director
from Lehigh Valley, has been named
president, Victor - Balata Belting Co.
LEO E. BORNE, Madison past president,
has been promoted to systems development director for GTE Data Services,
Inc., Tampa, Fla.... Ross H. CRAMER
is now vice president and general manager of Hagen Advertising, Inc.
SATYENDRA GUPTA, Member -at- Large,
Africa, has joined the United Nations
Industrial Development Organization and
has been posted to the government of
Uganda as cost advisor.
JAMES W. ROBERTS, Mid-Missouri, has
been promoted to manager of manufacturing accounting for the Health -Tex
Division of Chesebrough -Ponds in Central Falls, R.I.
ETTORE BARBATELLI, Milwaukee, is the
president of a newly formed national appraisal and valuation companv, Valuation
Research Corp., headquartered in Milwaukee. Mr. Barbatelli is a past national
president of the Association (1970 -71).
GRADY A. MCRAE, Mobile, was named
vice president at First National Bank.
FRANK S. FINNERTY, Mohawk Valley,
is controller for Life -Time Stainless of
Fisher's, Inc.
RICHARD D. KAPocsi, Muscle Shoals, is
now chief accountant of the International Fertilizer Development Center.

5

"if business doesn't pick up soon, I'm going to have to change locations."

First FIFO, Then LIFO,
Now FISH
LIFO (Last In -First Out) is getting
its share of attention now because of
its advantage in a period of high inflation. FIFO (First In -First Out) for
the moment is out of favor. But accountants already are talking about a
new inventory accounting method for
the stagflation era: FISH —First InStill Here.

Burton's 'Pu -Pu Accounting'
John C. Burton has been one of the
most active chief accountants the Securities & Exchange Commission has
ever had and he is often outspoken
on accounting issues. In a recent Business Week piece he questioned the
value of adjusting costs for inflation
by a general price index and may have
coined a new term for accountants in
the process. He wrote, "In essence,
financial statements adjusted for general price -level change represent a
measurement system based on historical costs expressed in terms of a pur-

chasing power unit instead of a historical monetary unit. In the interests
of easy communication, this may be
called PuPu accounting. There is no
reason to think that PuPu accounting
will produce any better measure of
earning power than will accounting
based on historical monetary units."

What's Going On
Statistically, That Is
The 95th annual edition of the Statistical Abstract of the United States
is out. This compilation of statistics
on just about everything that can be
quantified is an invaluable tool for
students and market researchers. For
example, here's a brief summary of
inflation's havoc: From April 1973 to
April 1974, the retail price of bread
per pound rose from 26 to 34 cents;
hamburger went up from 94 cents
per pound to $1.01; Grade A large
eggs, from 68 to 78 cents per dozen;
fresh milk from 62 to 80 cents per
half gallon, and margarine from 34 to
53 cents per pound.

EUGENE J. LANDRY, New Orleans, has
joined Gulf South Bank as executive
vice president.
MANAGEMENT ACCOUNTING /MARCH 1975
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CMA

New York, was named controller, distribution services, Pfizer, Inc.

A. J. Izzi,

REVIEW COURSES

. . , W A LT E R M . G O LDM AN was

April 28 —May 2, 1975

controller of Rusch, Inc.

At the University of South Carolina
A must fo r acco untants who plan
to pursue the Certificate in Management A ccounting (CM A) and desirable
for accountants interested in their
own professional develo pment.
This pro gram co nsists o f five one day (10 hours) review courses co vering each part o f the examinatio n for
the Certificate in Management Acco unting.
Of the 162 candidates who have
successf ully completed all parts of
the Examination since its inception,
eleven have participated in this study
program (f irst to be of fered anywhere
—M ay 1972). This program is directed by a CMA.
For brochures and info rmatio n,
write o r call:
Daniel M anagement Center
College of Business
Administration
University o f So uth Caro lina
Columbia, S. C. 29208
Telepho ne (803) 777.2231
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R O BER T

F.

Niagara, has
Biomedic Systems,

DIC KER S O N,

joined Associated
Inc., as treasurer.

J. LO BE L, Northeast Suburban
Philadelphia, has been elected corporate
secretary of Waste Resources Corp.
LEO NAR D

C HES T ER S . W YS O C K I,
North jersey
Sho re, is n ow assistant controller at Stop
Fire, Inc.
JA M ES J . F IN N , Northwest Suburban Chicago, is accounting manager of Rollins,
Burdick & Hunter Insurance Co.

D. Fix, Orange Coast California past president, was elected vice
president and controller, Irvine Co.
WARREN

has been
appointed corporate controller of the
Tan ner Co m panies.
CAR LO S

R. T O R R E L L O ,

P h o e n ix ,

Racine - Kenosha, is
now president of General Converters &
Assemblers, Inc.
C O L I N E . C U M iS K EY , Raritan Valley,
was named corporate projects manager,
BASF Wyandotte Corp.
R AN D O L P H W .
C R O M W E L L , J R . , Rich moird, has been promoted to vice president and assistant controller of BVA
Credit Corp. . . . GLEN L. DUTY was
named vice president of the leasing
division of BVA Credit Corp.

G EO R G E R . ST INSO N,

E L E N A R . O L I V E R I , Rochester, is now
controller for Alleson of Rochester.

W. BO N C A R D , San Diego, has
been promoted to corporate controller of
Vanier Graphics Corp.... JOEL H O L L I DAY is now vice president of finance,
Westgate- California Corp. . . . KLAUS
M E N D E N H A I . L is now controller of VilTH O M AS
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J. DiLEo, West Bergen-Passaic
County, has been appointed vice president and controller for Rockwell International Corp.'s Adm iral Group.
FR ANK

Organization Service
W . J. P IC C ER ELLI, Providence, has been
elected to the State House of Representatives in Rhode Island.
In Memoriam
IV A N S .
B A B B I T T,
7 4 , Toledo, 1944.
Emeritus Life Associate.

G EO R G E

H.

BO R DE,

appointed assistant treasurer and financial o fficer, McDonald Cooperative Dairy.

BR A HA m , 77, Dayton, past president, 1929. ELA.
BYRON F. BuNN, 61, Dallas, 1947. ELA.
E D W I N A . CAR LS O N , JR., 44, Lake Superior, 1973.
G . R . C A S W E L L , 58, Des Moines, 1960.
C HAR LES F . DI S M UK Es , 53, Mobile, past
national director, 1960.
G. A. HARLOW, 59, Des Moines, 1944.
HU B E R T H . HAS LET T , 5 6 , Michiana,
1971,
A . W. H E B R A N K , 72, Kansas City, 1941.
ELA.
L. J. KAINZ, 53, Delaware, 1955.
JO HN F . L O U G HL IN , 44, Milwaukee, 1971.
W I L L I A M NE U BE R , 8 3 , Cleveland, 1922.
ELA.
N O R M A N O . O L S O N , 53, Chicago, 1954.
A. W. PARKS, 79, Toledo, 1927. ELA.
J. R. PAULSON, 43, San Diego, 1961.
J. H. RILEY, 73, New Haven, 1948. ELA.

JOE J.

H O W AR D

W .

Two South Birmingham members have
been nam ed at Vulcan Materials. H. A.
t o e x e c u t i v e vi c e

OBERT

S.

administration,

W E AT H E R L Y,

JR.,

vi c e

RIC HAR D L. MUSSER, South Cen tral Indian a, was promoted to financial control

R O B E R TS O N ,

80

, Member -

at- Large, USA. ELA.
M. K. ROBERTS, 38, Washington, 1968.

HAR R Y

C.

M. SOWERS, JR., 44, HagersSP AE TH , 8 4

, Michiana, 1937.

ELA.

57, Member -atLarge, USA, 1957.
T. P. STRAUSS, 81, York, 1939. ELA.
MA UR IC E R . V A N C A M P , 6 0 , Southwest
Los Angeles, past national vice president.
SCMS.
O. A. WALDOW, 74, Detroit, 1934, ELA.
G. E . W I L S O N , 46, Atlanta North, 1960.
W . J . W R I G H T , 49, Chattanooga, 1956.
C A R L J. W U R M , 8 6 , Member -at- Large,
USA, 1923. ELA.
JO HN H .

PABLO CAMACHO, San Juan, has been
appoin ted office services manager of Ta1co tt o f Puerto Rico, Inc., a subsidiary of
Jam es Talcott, Inc.

43, Polk County -

Florida, 1971.

town, 1959.

R
president and controller.

Zi p

Tippecanoe, is now
controller for Justrite Foods.

RO BER T H . T R E F Z , S a g i I la w V a l le y , w a s

and

St a t e

J. S C H M I T T ,

LO W E L L

president— finance and

Ne w A d d r e s s

TE R R Y

lage Park of Encinitas.

S K L E N AR W a s p r o m o t e d
Na me

C i ty

appointed

manager — International, Cumm ins Engine Co.

ST O CKAMOR E,

W I L L I A M F . Y E A T T s , 5 9 , New Ham pshire, past president, 1949.
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Management Accounting Examination

Examination for the Certificate in Management Accounting Program given by the Institute of
Management Accounting (570 City Center Building, Ann Arbor, Michigan 48108), of the National
Association of Accountants (919 Third Avenue, New York, New York 10022).

Examination for Part 2
Organization and Behavior, Including Ethical Considerations
Thursday, December 5, 1974; 8:30 a.m. to 12:00 n.

Estimated Time
Section A (All Questions
Number 1 . . . .
Number 2 . . . .
Number 3 . . . .
Number 4 . . . .
Number 5 . . . .

are Required)
. . . . . . . .
. . . . . . . .
. . . . . . . .
. . . . . . . .
. . . . . . . .
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.
.
.
.
.

.
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.
.

Y2 hour

'/ hour
x

Section B (Choose One of the Two Questions)
Number 6 or Number 7 . . . . . . . . . . . . . . . . . .

'/ hour
'/z hour
'/z hour
% hour

3'/s hours
The time allowance suggested approximates the relative weight assigned each question.

INSTRUCTIONS TO CANDIDATES
1. Place your candidate number at the top of each answer
sheet you submit. Begin each question on a new sheet
of paper. Arrange your answers in the numerical order
of the problems. Number all pages in order.
2. Calculations made to support your answers to problem

and analysis questions should be legible and clearly
referenced to your answers.
3. Answers to questions should be well written. Illegible
writing and lack of clear exposition will influence the
evaluation of the examiners.

FAILURE TO FOLLOW THESE INSTRUCTIONS MAY RESULT IN FAILURE OF WHAT OTHERWISE
MIGHT HAVE BEEN PASSING WORK.
MA NA GE ME NT AC C O UNTI NG MARC H 1975
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Management Accounting Examination

SECTION A
All questions are required
QUESTION NUMBER 1 -- Estimated time % hour

from his division. He fears that this unreliable information will

George Jackson has been recently "hired" by the controller of the Consumer Products Division as that division's
assistant controller. This was a transfer within the corporation
and represents a promotion w ithin the total corporate ac-

lead to inappropriate decisions by corporate management to
the detriment of the stockholders. As a professional management accountant he is concerned about his responsibilities to
the division management, corporate management, and the
stockholders.

counting staff.
Required:
Since joining the division's accounting staff, Jackson has
observed two practices which do not seem in keeping with
sound operating procedures and which appear to overstate
division profit for the current period. The division inventory
seems unusually high and his analysis reveals that this results
from failure to write down the inventory for obsolete items
and from manufacture of inventory in excess of current needs.
He prepared a report to the division controller containing
this information along with the dollar impact on profits and
division return on investment. His recommended adjustments
would materially lower the division's annual profits and its
return on assets, the key numbers used to measure division
performance.
The division controller orally informs Jackson that he had
called these matters to the attention of the division general
manager earlier in the year, although without the numerical
analysis contained in the report. He states that the general
manager will not authorize the write -down of the inventory
and plans to continue production at current levels (which will
sustain the excess inventory position through the year end).
The general manager hopes that the next year's sales and profits will be large enough to absorb the excess inventory and
the inventory write -down, although preliminary data gathered
for next year's budget development does not support this
expectation.
The corporation is organized into several autonomous divisions with a major one being the Consumer Products Division.
The assistant division controller reports directly to the
division controller who in turn reports to the general manager. Division controllers have a functional responsibility to the
corporate controller. The corporate controller's office develops
standard accounting and reporting procedures to be followed
by all divisions. Consumer Products Division is adhering to
those procedures.
The assistant division controller is concerned that corporate
management is not receiving proper financial information

66

A.
What possible courses of action are available
George Jackson in resolving his problem?
B.

What course of action would you recommend that

take? Explain the basis for your answer.
QUESTION NUMBER 2 -- Estimated Time

X2 hour

Tom Nelson is a young and aggressive management account
ant employed by Essex Inc- Essex is a highly decentralizec
corporation with plants throughout the United States. Nelsor
was promoted to controller of the Burns Plant last year after
only two years with the company. His salary provides hi!
family with a comfortable living, including an attractive home
in one of the city's nicer subdivisions.
Essex encourages employees to continue their education
and reimburses them for tuition and fees as part of their bene
fit programs. Nelson has been enrolled in the night MBA pro
gram at a local university the past two years and hopes tc
receive his degree next year. He is the only employee on the
financial staff of the Burns Plant to take advantage of this
employee benefit.

Nelson regularly has sent memoranda to his superiors in
dicating potential improvements in the operations of th4
controller's department as well as in other aspects of the
plant's operations. A recent memorandum sent to the plan
manager and the corporate controller included recommenda
tions to improve the reporting systems used to communicate
with corporate headquarters- The ideas embodied in the re
commendation resulted from knowledge acquired in the MBA
program. During the recent salary review the corporate con
troller complimented Nelson on the fine ideas contained ii
his recommendations. Nelson was disappointed to learn tha
none had yet been implemented or even scheduled for imple
mentation but guessed that the delay was due to the fact tha
his memorandum had not recommended either implements
tion steps or further study.

Earlier this year Nelson presented the plant manager (wh
had previously served as plant controller) with proposals t,
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revise the plant's production scheduling and cost accounting
system, The plant manager agreed that the proposals were
good although they did not describe implementation procedures. He has not yet submitted the proposals for corporate
review, even though he said he would do so. Nelson has not
asked about the proposals since he introduced them.

Required:
A.
What is meant by the term
Responsibility "?

"Corporate Social

Nelson is the newest and youngest member of the plant

B.
For each of the six programs listed by Lucas Company, explain whether or not it contributes to the company's
objective.

top management; the others have been with Burns Plant for
5 -12 years. When the plant management meets, Nelson's ideas
appear to be well conceived and presented and are seldom
criticized. However, the other members of the plant management tend to view and refer to Nelson as "the new head bookkeeper" and "idea man."

C.
How should expenditures made to fulfill the company's social responsibility objective be presented in the
financial statements included in the annual report to assure
proper recognition? Use at least two different types of expenditures to illustrate.

Nelson has been offered a similar position by another firm.
He is seriously considering the position even though the salary
and employee benefits are not as attractive as in his present
employment.
Required:
A.
Explain the needs that serve as motivating factors for
individuals in their work.
B.
Identify and explain the problems and factors which
influenced Tom Nelson to consider seriously changing jobs.
QUESTION NUMBER 3 -- Estimated time

'/2

hour

The Board of Directors of the Lucas Co. includes recognition as a "socially responsible" organization as one of the
company's objectives. The President believes that one or more
of the six different programs listed below might be considered
evidence of social responsibility and if properly reported would
help the company obtain its objective. The company:
1. actively participated in the local United Fund campaign
by releasing a company Vice President from some of
his regular duties.
2. installed anti - pollution devices on plant smokestacks to
reduce emissions to the standard established by state
law.
3. removed a high fence from around the plant because it
was an eye -sore; zoning laws require a fence around the
plant.
4. conducted training programs for new employees to enable them to operate the machinery efficiently and
safely.
5. initiated a program to hire and train handicapped
persons; the program is in its early stages, but is
modeled after a successful minority group hiring
program.
6. added a safety device to a product as recommended
by a voluntary organization which evaluates product
safety.
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QUESTION NUMBER 4 -- Estimated time

Y4

hour

Clarkson Company is a large multi- division firm with
several plants in each division. A comprehensive budgeting system is used for planning operations and measuring performance. The annual budgeting process commences in August five
months prior to the beginning of the fiscal year. At this time
the division managers submit proposed budgets for sales, production and inventory levels, and expenses. Capital expenditure requests also are formalized at this time. The expense budgets include direct labor and all overhead items which are
separated into fixed and variable components. Direct materials are budgeted separately in developing the production and
inventory schedulesThe expense budgets for each division are developed from
its plants' results, as measured by the percent variation from
an adjusted budget in the first six months of the current year,
and a target expense reduction percentage established by the
corporation.
To determine plant percentages the plant budget for the
just completed half -year period is revised to recognize changes
in operating procedures and costs outside the control of plant
management (e.g., labor wage rate changes, product style
changes, etc.). The difference between this revised budget and
the actual expenses is the controllable variance, and is expressed as a percentage of the actual expenses. This percentage is added (if unfavorable) to the corporate target expense
reduction percentage. A favorable plant variance percentage is
subtracted from the corporate target. If a plant had a 2 percent unfavorable controllable variance and the corporate target reduction was 4 percent, the plant's budget for next year
should reflect costs approximately 6 percent below this
year's actual costs.
Next year's final budgets for the corporation, the divisions,
and the plants are adopted after corporate analysis of the
proposed budgets and a careful review with each division manager of the changes made by corporate management. Division
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profit budgets include allocated corporate costs, and plant profit budgets include allocated division and corporate costs.
Return on assets is used to measure the performance of
divisions and plants. The asset base for a division consists of
all assets assigned to the division, including its working capital, and an allocated share of corporate assets. For plants the
asset base includes the assets assigned to the plant plus an allocated portion of the division and corporate assets. Recommendations for promotions and salary increases for the executives of the divisions and plants are influenced by how well the
actual return on assets compares with the budgeted return on
assets.
The plant managers exercise control only over the cost portion of the plant profit budget because the divisions are
responsible for sales. Only limited control over the plant assets is exercised at the plant level.
The manager of the Dexter Plant, a major plant in the
Huron division, carefully controls his costs during the first
six months so that any improvement appears after the target
reduction of expenses is established. He accomplishes this by
careful planning and timing of his discretionary expenditures.
During 1973 the property adjacent to the Dexter Plant was
purchased by Clarkson Company. This expenditure was not
included in the 1973 capital expenditure budget. Corporate
management decided to divert funds from a project at another
plant since the property appeared to be a better long -term
investment.
Also during 1973 Clarkson Company experienced depressed
sales. In an attempt to achieve budgeted profit, corporate management announced in August that all plants were to cut their
annual expenses by 6 percent. In order to accomplish this
expense reduction, the Dexter Plant manager reduced preventive maintenance and postponed needed major repairs. Employees who quit were not replaced unless absolutely necessary. Employee training was postponed whenever possible.
The raw materials, supplies and finished goods inventories
were reduced below normal levels.
Required
A.
Evaluate the budget procedure of Clarkson Company
with respect to its effectiveness for planning and controlling
operations.
B.
Is the Clarkson Company's use of return on assets to
evaluate the performance of the Dexter Plant appropriate?
Explain your answer.
C.

Analyze and explain the Dexter Plant Manager's be-

havior during 1973.
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QUESTION NUMBER 5 -- Estimated time 'h hour
Duval, Inc. is a large publicly held corporation that is well
known throughout the United States for its product. The
corporation has always had good profit margins and excellent
earnings. However, Duval has experienced a leveling of sales
and a reduced market share in the past two years resulting in
a stabilization of profits rather than growth. Despite these
trends, the firm has maintained an excellent cash and short term investment position. The president has called a meeting
of the treasurer and the vice presidents for sales and production to develop alternative strategies for improving Duval's
performance. The four individuals form the nucleus of a well
organized management team that has worked together for
several years to bring success to Duval, Inc.

The sales vice president suggests that sales levels can be improved by presenting the company's product in a more attractive and appealing package. He also recommends that advertising be increased, and that the current price be maintained.
This latter step would have the effect of a price decrease because the prices of most other competing products are rising,
The treasurer is skeptical of maintaining the present price
when others are increasing prices since this will curtail
revenues, unless this policy provides a competitive advantage.
He also points out that the repackaging will increase costs in
the near future, at least, because of the start -up costs of a new
packing process. He does not favor increasing advertising outright because he is doubtful of the short -run benefit.

The sales vice president replies that increased, or at least
redirected, advertising is necessary to promote the price
stability and to take advantage of the new packaging; the combination would provide the company with a competitive advantage. The president adds that the advertising should be
studied closely to determine the type of advertising to be
used — television, radio, newspaper, magazine. In addition if
television is used, attention must be directed to the type of
programs to be sponsored — children's, family, sporting events,
news specials, etc.

The production vice president suggests several possible production improvements, such as a systems study of the manufacturing process to identify changes in the work -flow which
would cut costs. He suggests operating costs could be further
reduced by the purchase of new equipment. The product could
be improved by employing a better grade of raw materials and
by engineering changes in the fabrication of the product.
When queried by the president on the impact of the proposed
changes, the production vice president indicated that the
primary benefit would be product performance, but that ap
pearance and safety would also be improved. The sales vice
president and treasurer commented that this would result i t
increased sales.
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The treasurer notes that all of the production proposals
would increase immediate costs, and this could result in
lower profits. If profit performance is going to be improved,
the price structure should be examined closely. He recommends that the current level of capital expenditures be
maintained unless substantial cost savings can be
obtained.

The treasurer further believes that expenditures for research and development should be decreased since previous
outlays have not prevented a decrease in Duval's share of the
market. The production vice president agrees that the research and development activities have not proven profitable,
but thinks that this is because the research effort was applied in the wrong area. The sales vice president cautions
against any drastic reductions because the packaging change
will only provide a temporary advantage in the market; consequently, more effort w ill have to be devoted to product
development.

Focusing on the use of liquid assets and the present high
yields on securities, the treasurer suggests that the firm's profitability can be improved by shifting funds from the presently
held short -term marketable securities to longer term, higher
yield securities. He further states that cost reductions would
provide more funds for investments. He recognizes that the
restructuring of the investments from short -term to long -term
would hamper flexibility.

In his summarizing comments, the president observes that
they have a good start and the ideas provide some excellent
alternatives. He states, " I think we ought to develop these
ideas further and consider other ramifications. For instance,
what effect would new equipment and the systems study have
on the labor force? Shouldn't we also consider the environmental impact of any plant and product change? We want to
appear as a leader in our industry —not a follower.
"I note that none of you considered increased community
involvement through such groups as the Chamber of Commerce and the United Fund.
"The factors you mentioned plus those additional points
all should be considered as we reach a decision on the final
course of action we will follow."

Required:
A.
State explicitly the implied corporate goals being
expressed by each of the following:
1. Treasurer.
2. Sales vice president.
3. Production vice president.
4. President.
B.
Compare the type of goals discussed above with the
corporate goal(s) postulated by the economic theory of the
firm.

SE C TI O N B

Answer only one question from Questions 6 and 7. If both are answered, only the first will be counted.

QUESTION NUMBER 6 (An Alternate to Number 7)—
Estimated time 'A Hour
The Argon County Hospital is located in the county seat.
Argon county is a well known summer resort area. The county
population doubles during the vacation months (May- August)
and hospital activity more than doubles during these months.
The hospital is organized into several departments. Although
it is a relatively small hospital, its pleasant surroundings have
attracted a well- trained and competent medical staff.
An administrator was hired a year ago to improve the business activities of the hospital. Among the new ideas he has
introduced is responsibility accounting. This program was announced along with quarterly cost reports supplied to department heads. Previously cost data was presented to department
heads infrequently. Excerpts from the announcement and the
report received by the laundry supervisor are presented below-
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"The hospital has adopted a 'responsibility accounting system.' From now on you
will receive quarterly reports comparing the
costs of operating your department with
budgeted costs. The reports will highlight the
differences (variations) so you can zero in on
the departure from budgeted costs (This is
called 'management by exception'). Responsibility accounting means you are accountable for keeping the costs in your department within the budget. The variations from
the budget will help you identify what costs
are out of line and the size of the variation
will indicate which ones are the most important. Your first such report accompanies this
announcement."

fig
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Required:

Performance Report

—

Argon County Hospital
Laundry Department

A.

July-September 1973

Budget
Patient Days

9,500

Actual
11,900

(Over)
Under
Budget

Percent
(Over)
Under
Budget

(2,400)

(25)

B.

What information should be communicated by varia-

tions from budgets?
C.
Does the report effectively communicate the level of
efficiency of this department? Give reasons for your answer.
QUESTION NUMBER 7 (An Alternate to Number 6)—

125,000

156,000 (31,000)

(25)

Estimated time '/s hour

—

Pounds Processed
Laundry

Comment on the method used to construct the

budget.

Costs
Laundry Labor
Supplies

$ 9,000
1,100

$12,500 $13,500)

(39)

(775)

(70)

1,875

Water, Water
Heating
Softening

1,700

2,500

(800)

(47)

Maintenance

1,400

2,200

(800)

(57)

Supervisor's
Salary

3,150

3,750

(600)

(19)

Allocated
Administration
Costs

4,000

5,000

(1,000)

(25)

1,200

1,250

(50)

(4)

$29,075 $(7,525)

(35)

Harden Company has experienced increased production
costs. The primary area of concern identified by management
is direct labor, The company is considering adopting a standard
cost system to help control labor and other costs. Useful historical data are not available because detailed production

&

records have not been maintained.

Equipment
Depreciation

rate of $3 per hour.

$21,550

Administrator's Comments: Costs are significantly above budget
for the quarter. Particular attention needs to be paid to labor,
supplies and maintenance.

The annual budget for 1973 was constructed by the new
administrator. Quarterly budgets were computed as one-fourth
of the annual budget. The administrator compiled the budget
from analysis of the prior three years' costs. The analysis
showed that all costs increased each year with more rapid increases between the second and third year, He considered
establishing the budget at an average of the prior three years'
costs hoping that the installation of the system would reduce
costs to this level. However, in view of the rapidly increasing
prices he finally chose 1972 costs less 3 percent for the 1973
budget. The activity level measured by patient days and
pounds of laundry processed was set at 1972 volume which
was approximately equal to the volume of each of the past
three years.
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Harden Company has retained Finch & Associates, an engineering consulting firm, to establish labor standards. After
a complete study of the work process, the engineers recommended a labor standard of one unit of production every 30
minutes or 16 units per day for each worker. Finch further
advised that Harden's wage rates were below the prevailing

Harden's production vice president thought this labor
standard was too tight and the employees would be unable to
attain it. From his experience with the labor force, he beleived a labor standard of 40 minutes per unit or 12 units per
day for each worker would be more reasonable.
The president of Harden Company believed the standard
should be set at a high level to motivate the workers, but he
also recognized the standard should be set at a level to provide
adequate information for control and reasonable cost comparisons. After much discussion, the management decided to
use a dual standard. The labor standard recommended by the
engineering firm of one unit every 30 minutes would be employed in the plant as a motivation device, and a cost standard
of 40 minutes per unit would be used in reporting. Management also concluded that the workers would not be informed
of the cost standard used for reporting purposes. The production vice president conducted several sessions prior to implementation in the plant informing the workers of the new
standard cost system and answering questions. The new standards were not related to incentive pay but were introduced at
the time wages were increased to $3 per hour.
The new standard cost system was implemented on January
1, 1974. At the end of six months of operation, the follow-
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ing statistics on labor performance were presented to top
management:
Jan.

Feb.

Mar.

Ap r.

May

June

Pro d uc tio n (units )

51 00

50 00

4700

4500

43 0 0

44 00

Dire c t lab or ho urs

30 00

2900

29 00

30 00

30 00

31 0 0

Variance f ro m
Labo r
Standard

$1 3 5 0 U $ 1 2 0 0 0 $1 6 50 U $2 2 5 0 U $2 5 5 0 U $ 2 7 0 0 0

Variance f ro m
Cost Standard

$ 1 2 0 0 F $1300F $ 70OF $ -0-

$ 40 00 $ 5000

Raw material quality, labor mix, and plant facilities and
conditions have not changed to any great extent during the
six -month period.
Required:
A.
Discuss the impact of different types of standards on
motivation, and specifically discuss the effect on motivation
in Harden Company's plant of adopting the labor standard
recommended by the engineering firm.
B.
Evaluate Harden Company's decision to employ dual
standards in their standard cost system.

(E ND )
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Certificate in Management Accounting Examination
Unofficial Solution for Part 2— December 1974
Organization and Behavior, Including Ethical Considerations
QUESTION NUMBER 1
A. Jackson has four basic options for this management
accounting problem:
I . Ignore the problem and avoid becoming involved.
2. Bypass division management and report the matter
directly to the corporate controller.
3. Work with the division controller preparing an indepth report to submit to the division manager.
4. Work to improve the management information system which appears to be inadequate.
B. Jackson appears to be concerned about the problem
and should take some kind of action. It would be unprofessional and probably violate his own personal principles
to ignore the problem. The second alternative — reporting
directly to the corporate controller —would be viewed as
disruptive because it violates the chain of command.
Violating the chain of command shows disloyalty to management and is questionable professional behavior. This
type of action can only be justified if all other actions have
failed. Consequently, Jackson should pursue either the
third or fourth alternative.
A detailed numerical analysis of the problem has not yet
been presented to the division manager. This analysis
should include a sales forecast to show the low probability
of both reducing inventory and maintaining production
next year. Further, it should demonstrate that the current
actions are increasing the total costs of the division, ultimately reducing divisional profit performance. To be most
effective, the report should be cast in terms of the division
manager's individual goals (self- interest) rather than appeals to the maximization of profit for stockholders.
Alternatively, Jackson and the divisional controller
could work with the corporate controller to improve the
present system of divisional performance reporting. An
effective divisional reporting system would not allow for
such simple manipulation. The divisional reports should
require production, inventory, and sales data to allow for
review of production levels. If direct costing were employed for internal reporting purposes, the motivation to
manipulate production schedules would be eliminated.

QUESTION NUMBER 2
A. Modern management theory observes that people are
motivated by unsatisfied needs. These motivating needs
72

include such things as physiological needs (satisfied by the
use of money), safety, acceptance, work content, recognition, achievement, and advancement. The sources of motivation, or rewards, are psychological, as well as economic.
B. Nelson's physiological needs appear to be well met, as
his salary provides him with a comfortable living. Also the
proposed employment has less attractive salary and benefits. Other motivating factors of safety, work content and
advancement seem to be met because of his promotion,
education and mobility.
He is willing to consider the other opportunity because
his needs with respect to acceptance, recognition, and
achievement apparently have not been met. The reference
to him as "head bookkeeper" and "idea man" suggests he
has not been fully accepted by the other members of the
top management at the plant. Further, his recommendations for changes, although referred to in the salary review, have not been implemented or scheduled for implementation. He may believe this to be less recognition than
he feels is merited for his efforts. Also his sense of achievement would be lowered by the failure of the company to
adopt any of his recommendations.
The failure to be satisfied by his present employment
may be i n part t he resul t of his own actions. He is aggressive and entered top management through a technical
field where he might not have had adequate experience
dealing with other people. His failure to include implementation proposals in his recommendations may have
contributed to their lack of acceptance.

QUESTION NUMBER 3
A. "Corporate Social Responsibility" is the voluntary response of corporations to those needs of society which
would not normally be met within the framework of the
profit motive. Corporate social responsibility goes beyond
obeying laws and enlightened self - interest to require voluntary response. (There are many, however, who believe
that providing a demanded product or service at a reasonable price is the "social" responsibility of the firm. This is
not the generally accepted meaning of the term.)
B. 1. Yes, this is a response to social service agencies
through executive talent compensated by the corporation.
2. No, this is simply obedience to the law.
3. No, the firm is both violating a local law and creating a safety hazard.
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4. No, this is ordinary job training.
5. Yes, they are employing persons who may be more
costly to train or employ and who are often excluded from the work force.
6. Yes, providing the organization is not able to apply
significant sanctions to firms ignoring their evaluations.
C. Costs which represent a response to social needs would
normally be included in conventional account designations.
However, the costs incurred in conjunction with corporate
social responsibility could be identified in the formal financial statements. One method would be to report on the
income statement all of the costs incurred for socially responsible acts under an account title such as "Cost of
Social Programs." For capitalized items included among the
fixed assets, a footnote could be used to detail the social
costs included in those accounts.
For example, the vice president's salary and related employee benefits could be allocated between his regular
and United Fund activities according to the time. The costs
related to the United Fund activities could then be reported in an account on the income statement. Assuming
the safety device may have required an additional capital
investment for installation, the cost of this equipment could
be disclosed by a footnote to the fixed assets.

QUESTION NUMBER 4
A. Clarkson Co. appears to have a very well developed
budgetary system. Budgets for each of the important areas
requiring attention — sales, production, inventory levels,
expenses, and capital investments —are included in the
process. Insufficient details are provided to properly evaluate the construction and use of the budgets for sales,
capital investment, and production and inventory levels.
Thus, the analysis in this case must focus on the expense
side of the budgeting process.
Although there appears to be an elaborate budget process, analysis of the expense procedures reveals a number
of shortcomings for planning and control purposes. The
basic input to the expense budget for the coming year is
the first six months of the current year's actual performance, the expense budget (modified to reflect uncontrollable events), and the corporate expense reduction percentage. The next expense budget is basically last year's
actual costs reduced by the computed expense percentage.
This approach does not capture the full potential of the
budget for planning purposes. A budget for planning purposes should be forward - looking. The Clarkson budget is
based primarily on past results and does not recognize any
planned changes in operating activities. The across -theboard corporate expense reduction target does not consider
the differences among plants for opportunities for cost improvements. The review with division management may
permit the "strong" managers to build slack into the budget. And, the facts do not make clear whether the pro-

posed budget is based upon the current year sales volume
or the planned volume for the budget year. If such adjustment is not made, then this is an additional weakness
of the Clarkson procedure.
The process also falls short for control purposes. The
major shortcoming is its failure to incorporate changes in
operations that occur subsequent to August. Comparisons
of performances which include these late changes with
budgets which do not will not provide useful information
for control. The inclusion of allocated corporation and
division costs in plant budgets would make the expense
budgets less effective for control purposes because they
contain irrelevant data. The possibility that some division
managers may be able to introduce slack into their budgets
also reduces the effectiveness for cost control.
The budget process appears to omit the plant managers
from active participation in budget preparation and revision. Participation by them likely would improve the
cost control and planning benefits of the budget process. The
use of across - the -board expense cuts and inclusion of allocated costs in the budgets used for performance measurement is further evidence that the company has failed to
consider the effect of its system on management employees.
The company does have a budgetary system and does
make an effort to provide for planning and control of its
operations. Clarkson probably is better off for having developed its system to this point. However, further benefits
could be gained by improving upon the weaknesses of its
procedures.
B. Return on assets is not a good measure for evaluating
the performance to the Dexter plant. Too many factors
used to compute the ROA are not within the control of
plant management. The plant management appears to have
effective control only over the plant level incurred costs.
A significant portion of the "return" side of the measure
is determined by the action of higher level management —
sales and allocated costs. The same is true for the asset
base. Corporate and division assets are allocated to the
plant. In addition, it appears that specific assets may be
charged to the plant even though the decision was made at
a higher level.
C. The question states that the recommendations for
promotions and salary increases for plant managers are
influenced by the comparison of the budgeted return on
assets to the actual return. It appears that this plant manager is reacting in direct response to this measurement
system. Two events have occurred, both outside his control
(the sales decline and extra land charges), which will reduce his ROA measure. He has responded by affecting
those components of the measure which he controls and
which will improve this measure. The costs reduced— training, maintenance and repair, and certain labor —would
not affect sales volume in the short -run. It is also likely
that reduction of inventory levels will not influence the
sales in the short -run. By these actions he has improved his
ROA for 1973 but it may well be at the expense of 1974
or later.

MA NA GE ME NT A C G O UN TI NG : ' MA RC N 1975

73

QUESTION NUMBER 5
A. 1. The treasurer is primarily concerned with short -run
profit maximization.
2. The sales vice president expresses two goals —
maximization of sales volume and market share.
3. The production vice president is concerned about
producing a high quality product and promoting
productivity and operating efficiency.
4. The president should be concerned with the overall
activities of the firm. However, he appears to be
primarily concerned with the company image. In addition, he appears to be interested in maintaining
good labor relations.
B. In classical theory, the goal of the firm is profit maximization. To some degree the objectives of the treasurer
are compatible with classical economic theory. However,
modern economists recognize the necessity of balancing
both long -range and short -range profitability with risk in
setting optimum profit goals.
Each of the individual executives cited in this case have
failed to recognize the need to balance their technically
oriented sub -goals with the broader economic goals of
the total organization.

QUESTION NUMBER 6
A. The hospital administrator constructed a static budget.
His budget was not representative because he took one fourth of the annual budget for the summer months. Argon
Hospital experiences increased activity during the summer,
and, as a result, the budget should have reflected this increased activity.
The cost figures for the budget were not developed
properly. Cost estimates should be developed from the
underlying activities, including planned changes, valued at
current prices. The estimates in this case were based solely
upon past costs adjusted downward by a percentage apparently not related in any way to cost reduction procedures or price changes due to inflation.
The administrator also should have considered inviting
the department heads to participate in the budgeting
procedure. The budget figures might have been more accurate, and the participation might have motivated the
department heads to cooperate in both accepting the new
system and achieving budget goals.
B. Budget variations should identify costs needing the
manager's attention because they are different from the
expected amounts (properly adjusted for the time period
and level of activity). The causes of the variations (excess
prices, excess use of resources, unexpected change in operating procedure, etc.) are not communicated directly by
the variations. Analysis of the variations is necessary to
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determine the cause and identify possible corrective action.
The total variation from budget and the pattern of variations over time provide some of the evidence necessary to
judge the effectiveness and efficiency of the manager.
C. The performance report is ineffective in communicating
efficiency. The comparison of actual and budgeted costs is
not meaningful because two different activity levels are
being compared. A more meaningful comparison could be
achieved by using a flexible budget. A breakdown of the
variances into variations due to spending and volume
changes would provide more insight into the efficiency of
operations. in addition, it is questionable whether supervisor's salary, administrative costs, and equipment depreciation should be included in the report because the department head does not exercise any control over these
costs.

QUESTION NUMBER 7
A. Standards are often classified into three types —ideal
(tight), attainable (reasonable), or easy (loose). Standards which are too loose or too tight will generally have
a negative impact on worker motivation. If standards are
too loose, workers will tend to set their goals at this low
rate, thus reducing productivity below what is obtainable. If the standard is too tight, the worker will realize
that it is impossible to attain the standard. He will become
frustrated and will not attempt to meet the standard. An
attainable or reasonable standard which can be achieved
under normal working conditions is likely to contribute to
the worker's motivation to achieve the designated level
of activity.
The plant management can participate in the setting of
standards, or they can be imposed on the plant by top
management. Workers and plant management will tend to
react negatively in the long run to imposed standards because they will feel threatened. If they participate in setting
the standard, they can identify with the standard procedure
and the standard could become one of their personal goals.
In the case of Harden, it appears that the standard was
imposed on the plant. In addition, management used an
ideal standard to measure performance. Both of these actions appear to have had a negative impact on output over
the first six months.
B. Harden made a poor decision to use dual standards.
When the workers learn of the dual standard, the company's entire measurement system will become suspect and
credibility will be lost. Company morale could suffer because the workers would not know for sure how the company evaluates their performance. As a result, total disregard for the present and any future cost control system is
likely to develop.
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The new Olympia CP 550 electronic printinl
calculator. First we'll talk performance,
then we'll tell you the good news about value.
If you've been thinking of upgrading to a quality
electronic printing calculator that delivers a sharp, two color printout at high speed, and lets you enter calculations�just�the�way�you�think—�hesitate�no�longer.
The new Olympia CP 550 is here.
Look at these impressive features: full floating in /fixed -out (0.7 places) plus floating -out decimal system; 12 -digit capacity with 24 -digit calculating capacity;
constant in all four arithmetic functions, including divisor�(no�pre�-�programming�for�the�constant�—it's�automatic
with the first step in multiplication, the second step in

divison); direct access memory (you can do two simultaneous�accumulations�of�totals�—�perfect�for�invoicing);
useful add mode feature; uses standard adding machine
tapes and ribbons; 2 -color printout.
Now about the value: the CP 550 offers you the
best value ever built into an electronic printing calculator
with the quality name, "Olympia."
Try out the CP 550, made by a leader in the precision business equipment field. It's sold and serviced by
your local Olympia Dealer; he's in the Yellow Pages under
''Adding Machines and Calculators" or "Typewriters."
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Olympia International
Precision Business Equipment
Olympia USA Box 22, Somerville, N.J. 08876
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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— Robert Half will put you
where you'll stay put.
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