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PRESIDENT'S PERSPECTIVE

Symposium
A new type of technical program will be introduced by the
Association this month. Called a Symposium, it's the first of a
series to be held on topics of current interest to financial
managers. It has been designed specifically for chief financial
officers, treasurers, and controllers.
The first symposium scheduled in Chicago and New York this
month will focus on corporate liquidity problems. It will be
presented in a one -day format with speakers drawn from the
Federal Reserve System, banks, financial organizations and
industrial corporations. During the program, participants will
have the opportunity to talk with the speakers and ask specific
questions.
The need for such a technical meeting focusing on current
accounting and financial issues was brought out in a survey
conducted for the National Board last year. This series is one of
the results: a program that is designed to benefit top financial
officers with current information about vital business issues.
It's a high level program designed to have a more immediate
impact on the bottom line than some of the other NAA
educational programs.
Today's uncertain economic environment demands increasing
sophistication and analytic ability on the part of corporate
financial officers in order that their companies may survive and
prosper.
Take a second look at this program. It could be the most
valuable meeting you attend this year.

LAFE P. FOX
President, 1975 -76
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THE REBIRTH OF COST ACCOUNTING
By Robert N. Anthony

A leading academician takes a look at cost accounting and predicts that in colleges
and universities, it will again become a respectable subject. This renewed interest,
he states, should also have an impact on business.
Cover:
the accountants
mustride herd on
cattle like these to
control costs in the
livestock industry. See
page 43.
Now
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COST ACCOUNTING STANDARDS
By Harry O. Mayer

Although the standards promulgated by the CASB have had high visibility with
accountants in defense related industries, they are being increasingly considered for
application in non - defense industries.

Photocourtesy of
American National
Cattlemen's Assn.
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THE HISTORY OF STANDARD NO. 409
By Elmer B. Staats

Speaking before a Senate Subcommittee, the Comptroller General of the United States
(and Chairman of the Cost Accounting Standards Board) presented some interesting
insights relating to the development of CASB Standard No. 409.
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FAIR -VALUE ACCOUNTING
By Anthony W.

King
Current accounting practice records the value of assets at their initial cost. The
author believes such objectivity should be balanced by fair -value accounting to
reflect price fluctuations.
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ACCOUNTING AND THE OTHER WORLD
By Pamela J. Frizelle

If you're an accountant, you may think that you needn't be concerned with
philosophy, literature, or botany. You may think that you would be in over your
head. The author disagrees; the accountant needs disciplines beyond the income
statement and the balance sheet.
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MANPOWER DEVELOPMENT
By

John E. Dittrich and Donald S. Shannon
An integrated manpower resources system is described which permits the individual
staff member to meet his own career educational needs as well as the skill
requirements of the organization.

33

BOOKKEEPING FOR A SMALL BUSINESS
By Alison L. Drews

What the accountant can do for the owner of a small business who does not
understand the double -entry bookkeeping system is the theme of this article.

35

LIFO: TO SWITCH OR NOT TO SWITCH?
By James B. Edwards and Dean E. Graber
Using examples to illustrate their argument, the authors demonstrate that there are
both advantages and disadvantages in switching to LIFO.
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BRAZILIAN PRICE -LEVEL ACCOUNTING
By Robert W. Comer
A brief outline of the price -level accounting techniques used by the Brazilians is
presented here with the hope that it will provide some insight into the economic
considerations underlying inflation accounting.

43

LIVESTOCK ACCOUNTING
Jack Hill
To control operating costs in the livestock industry, it pays to consider the animal
as an individual. The author shows how value should be assigned to livestock
inventory on an individual- unit- within -class basis.

By

47

ACCOUNTING STANDARDS FOR RESEARCH
AND DEVELOPMENT
By Donald A. Corbin

The author takes the position that expensing R & D costs may be correct for small and
medium sized businesses, but it is not necessarily sound for large businesses. Included
with the article is a clarification of the MAP Committee's position on the subject.

49

INTERNATIONAL TAX PROBLEMS AND
THE FINANCIAL OFFICER
By Edward D. Ryan

In touching upon some of the current tax laws affecting the international corporation,
the author expresses his belief that solutions to problems in this area can be resolved
through greater awareness by financial officers.

59
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The Annual Report of the Association for 1974 -75.
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The Return of Cost Accounting?

Published monthly, for members only,
by the

"Cost accounting is about to experience a rebirth."

NATIONAL ASSOCIATION
OF ACCOUNTANTS

This is the thesis of a provocative article titled "The Rebirth of
Cost Accounting" by Robert N. Anthony on page 13 of this issue.
Dr. Anthony's article, appropriately enough, is being published in
Management Accounting, the journal of the Association which was
founded to disseminate the practice of cost accounting.
As he defines the practice, cost accounting was developed "...to
measure the direct costs plus a fair share of the indirect costs of a
product or service." Up until the 1940's this was how cost accounting was applied and how it was taught in college courses.
But three developments caused cost accounting —a subject concerned with the measurement of full costs —to languish and practically die out. These developments were the rise of the direct costing technique, the growth of managerial economics and the related
disciplines of operations research and management science, and
the growth of responsibility accounting.
As an organization founded for managerial accounting, NAA has
always been involved in the thick of these changes. Indeed, it was
the Association which published in 1936 Jonathan N. Harris' pioneering article on direct costing. Subsequently, a series of articles and
research reports dealt with the topic as the pendulum swung away
from the identification of indirect costs to the comparatively easy
task of assigning direct costs of a product or service.
Will the pendulum swing back?
Dr. Anthony predicts there will be renewed interest in cost measurement —all costs —on the part of practicing accountants and accounting professors. The interest, he believes, will be spurred by
recent actions of government agencies, such as the SEC, CASB, IRS
and the FTC, as well as other social- economic factors. All of these
factors are reinforcing the need for full cost accounting, he maintains.
You may not agree with his analysis and his prediction but Dr.
Anthony's article surely will stimulate your thinking.
... And this mental stimulation is one of the purposes of Management Accounting.
❑
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In the same manner. Southeastern Financial
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attention that makes Southeastern "The Nation's
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Letters

TO THE EDITOR

Small Companies May Lack
Systems Control

its infancy, "Washington" wanted us off
LIFO.
That being the case, is our inflation as
interminable as most experts today are
leading us to believe?
Benjamin C. Mahrle, C.P.A.
Florida West Central Chapter
Largo, Fla.

The article in the April 1975 issue of
MANAGEMENT ACCOUNTING by Bruce M.
Greenwald and Gary Oberlander entitled
"IRS Audits of EDP Systems" is an excellent practical analysis of the IRS ruling
regarding retention of machine - sensible
records. The auditors describe the possible uses of the machine- sensible records LIFO Is Not Valid
by the IRS and what may be contained in
Dr. Orville R. Keister's article, "LIFO
the standard records and retention agree- and Inflation," in the'Mav 1975 issue of
ment.
MANAGEMENT ACCOUNTING was most inI question, however, whether the IRS teresting in the light of present inflawill find these records of substantial value tionary trends. He does an excellent job
in many smaller companies where ade- in describing the advantages and disadquate systems controls are lacking. For vantages of valuing inventory by the
example, the lack of adequate program LIFO method, and the various methods
documentation and run manuals could of implementing the change. I was most
result in the IRS not being able to use impressed with his manner of cutting
the EDP records upon examination. through the complexities of establishing
Thus, it would appear that the IRS may and operating the system and demonstrarequest that the systems controls be im- ting how it can be implemented without
proved and the statement "my EDP in- substantial bookkeeping effort.
stallation is too small for systems controls" would be negated by the IRS request.
Daniel J. Norberg
Rockford Chapter
Rockford, Ill.

Is Inflation Interminable?
I read with no small pleasure Dr.
Orville R. Keister's article, "LIFO and
Inflation," in the May 1975 issue of
MANAGEMENT ACCOUNTING. He is to be
commended for his ability to explain
clearly and concisely in just five pages a
subject which has come to be regarded as
one of the most complicated accounting
options.
At the beginning of the article Dr.
Keister questions why more companies
have not adopted LIFO in the past, and
proceeds to suggest some possible reasons
with which I agree. I would like to add
one more possibility, and perhaps raise a
doubt. Not long ago I had occasion to
sort out my old files, and I came across a
1971 internal memo prepared by one of
the "Big 8" CPA firms calling attention
to an opportunity to better serve their
clients. It seems the IRS had made it
particularly attractive that year to switch
"off" LIFO to other methods. Possibly
some companies did; I have no basis from
which to judge. But note that in 1971,
while our now spiraling inflation was in
MANAGEMENT ACCOUNTING /OCTOBER 1975
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However, my company recently considered the possibility of a switch to
LIFO. We ran various tests to determine
the feasibility of such a change and its
effect on profit. The tests indicated a
number of points detrimental to the advocates of LIFO.
1. LIFO does not reflect a logical flow
of material in a manufacturing concern.
2. LIFO matches end of year costs with
all year revenues, not current costs
with current revenues as prescribed
by generally accepted accounting
therapy.
3. LIFO only forestalls taxes until prices
drop; and when prices remain constant, there is no effect on profit.
For these reasons, I feel that the
LIFO method of inventory valuation is
not valid for the proper presentation of
financial facts.
John A. Detwiler
Pennsylvania Northwest Chapter
St. Marys, Pa.

Tools for today s decision makers.

Setting a value
on a closely held stock
could save
the business.

"How to value closely held capital stock " condenses a wealth of
actual experience in arriving at values of closely held
stocks. The valuation is needed for many purposes — including
E SOP, tax, inheritance, sale and others. Government rulings
and guidelines are discussed. Yours for the asking.

Phone: (800) 421 -8436
In California, call collect: (213) 624 -3661
Or contact your area M/S office.

appraisals by
Marshall and Stevens
Corporate headquarters:
1645 Beverly Blvd., Los Angeles, California 90026
Offices around the world

W

A Unionamerica Company

Circle 2 on inquiry card.

9

tive. In the case of salesmen's cars, the
job may fall to the sales manager —perIn the March 1975 issue of MANAGE- haps not too difficult a task if the salesMENT ACCOUNTING Mr. Harry A. Sund- men are located in the same city. But,
blad of the San Diego Chapter makes an what if the salesmen are located throughexcellent point in his article, "Automo- out the country? If such is the situation,
bile Leasing," when he states that "... in then Mr. Sundblad's observations become
the final moments it boils down to indi- more readily understood.
vidual, nonquantifiable, considerations
Stereotypes to the contrary, I like to
peculiar to each decision- maker."
think that it's not imaginary, that acMost small- to medium -size companies countants give weight to factors other
find that it is not economically feasible than the arithmetical calculations. The
to employ automobile fleet managers, and "individual, nonquantifiable" consideraas a result, any decisions regarding auto- tions are very real in deciding whether to
mobiles are made by some other execu- lease or buy, or even what type of car

It's Not Just Imaginary

for
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In g

fIU(1l4.,K'0119

rapiclatar

A fast, simplese`s
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Reports are automatically
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printed in accounting
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include capital investment analysis,
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wide time sharing network. FISCAL
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should be made available to the salesman.
How many hours (company time) are
lost by a salesman seeking a "good deal"
in buying a car for himself or on the behalf of his company? How many hours
are lost in trying to convince the sales
manager that the car ought to be purchased from his brother -in -law? How do
you attach dollars - and -cents advantages
to the flexibility (e.g., different make cars
for salesmen) afforded by leasing? How
do you value trade ins?
I have been through the calculations
many times and I simply cannot find
leasing to be more economical. On the
other hand, the intangible factors, or as
Mr. Sundblad puts it, the "non- quantifiable considerations," frequently tip the
scale toward leasing automobiles. Unlike
the car - leasing salesman in his article, I
think that these factors are very real indeed, and not just in the "individual's
head."
Theodore Dragich
Delmarva Chapter
Cambridge, Md.

For Convenience, Prestige, and
Employee Morale
Mr. William F. Clingman's article,
"The Company Car: A Management
Decision," in the May 1975 issue of
MANAGEMENT ACCOUNTING presents an
analytical and thorough approach to the
costing and financing problems that have
to be examined in a company car, lease
versus purchase decision.
As an integral part of the decision making team in any organization, we
accountants must assume some responsibility for and address ourselves to those
aspects which Mr. Clingman includes
under the justifications of convenience,
prestige, and /or employee morale. The
use of a company car by any employee
other than strictly for business purposes
is a very real benefit to him in these days
of 60 cents and 70 cents per gallon of
gasoline. A price tag, even if only theoretical, must be placed on this convenience,
prestige, and employee morale. The unrestricted use of a company car may well
represent a yearly benefit of some $3,000$5,000 to an employee so blessed.
We would be remiss as management
accountants if we did not make our companies aware of the high direct costs of
promoting this type of convenience or
employee morale.
Thomas ]. Reardon, Controller
Westchester Concrete, Inc.
Yorktown Heights, N.Y.
MANAGEMENT ACCOUNT ING /OCTOBER 1975
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SEC Proposes Replacement Cost Accounting to Disclose Inflation's Effect
The Securities & Exchange Commission has proposed that replacement cost accounting be
used in footnotes to financial statements in order to show stockholders and others the impact of inflation on a company's financial strength. In making the proposal, the SEC took a
different course than the Financial Accounting Standards Board. Earlier this year the FASB proposed that general price level restatements of accounting data be presented to show changes
in the dollar's purchasing power. The comment period for the FASB proposal expired last
month. Under the SEC proposal, publicly held companies would be required to disclose in
footnotes to their financial statements:
4

Current replacement cost of inventories as of the close of the fiscal year.

• Approximate cost of sales for the two most recent fiscal years if it had been based on
the current replacement cost of goods and services sold, as reckoned at the time the sales
were made.
• The estimated current actual cost of machinery, raw materials and other facets of "productive capacity" and the current net replacement cost, reflecting depreciation, depletion
and amortization of assets at the end of the fiscal year.
• The amount of depreciation, depletion and amortization that would have been accrued
if the company had figured them on the basis of current replacement cost of productive capacity. The SEC is allowing a long period for public comment — through January 31, 1976 —
because of the significance of the proposals to American business. The Commission is aware
that the proposals would require estimates and judgment to a much greater degree than that
required by current financial reporting. Because of this fact, the Commission is considering
labeling such supplemental information "unaudited." The Commission also wants comments
on whether or not the disclosure rules should be applied only to companies of a certain size.
Comments on the proposal should be addressed to Mr. George A. Fitzsimmons, Secretary,
Securities & Exchange Commission, Washington, D.C. 20549. Refer to File No. S7 -579.
MAP Comments on IASC Draft on Depreciation Accounting
The Committee on Management Accounting Practices generally approved the exposure draft
on Depreciation Accounting issued by the International Accounting Standards Committee
but made five specific comments. In one of its comments, the Committee pointed out that
.. the proposed statement does not deal with the capitalization of costs. Differences in
capitalization policy can create differences in financial statements at least as great as those
produced by differences in depreciation policy." The Committee also pointed out that the
statement makes no reference to the distinction between tax depreciation and depreciation
accounting for shareholder reporting.
11 .

CPAs Propose New Accounting Methods for Cities, States
New accounting recommendations designed to help local governments improve their fiscal
policies and provide better financial information to the public have been issued by the American Institute of CPAs. The recommendations, issued in the form of proposed amendments to
an audit guide published two years ago, are designed to clarify when to recognize and record
public revenues and expenditures. The amendments become part of the Institute's guide on
Audits of State and Local Government Units. Some states require independent audits of municipalities; others like New York do not.
Carolinas Council Sponsors Accounting Conference, Oct. 23 -24
L. William Seidman, assistant to the President of the United States for Economic Affairs, is one
of the scheduled speakers at an accounting conference sponsored by the Carolinas Council,
Oct. 23 -24, in Charlotte, N. C. For more information, contact Katherine D. Sain, North Carolina National Bank, Box 120 (T15 -1), Charlotte, N. C. 28255.
Survey of Smaller Companies Shows Range of Financial Officers' Salaries
A survey of executive compensation at companies with sales ranging from $500,000 to $75
million makes an interesting point: the larger the company the more likely it is that the chief
finance and accounting officer will be considered part of top management. A copy of the
survey, "Executive Compensation '75 ", is available from Department 111, Research Institute
of America, Inc., Mount Kisco, N. Y. 10549,
12

MANAGEM ENT ACCOUNTING/OCTOBER 1975

THE REBIRTH OF
COST ACCOUNTING
Recent developments suggest it might be a good idea for
practicing accountants to study up on cost accounting.

Prior to World War II, there was a general presumption that the purpose of cost accounting was
to measure the direct costs plus a fair share of the
indirect costs of a product or service. The measurement of direct costs was relatively easy; the difficult
task was to allocate an appropriate part of the indirect costs. Although techniques for doing this
were developed in the 19th century, thev were not
widely used in practice until the second and third
decades of the 20th century.
In the 1930s, college courses in cost accounting
did actually deal with cost accounting; that is, they
focused on measuring the full cost of products or
other cost objectives. In the 1940s, however, three
developments occurred that cast doubt on the necessity, or even the desirability, of making cost allocations. As a result, the teaching of cost accounting
has decreased to the point where it is not much of
an exaggeration to say that cost accounting —as a
subject concerned with the measurement of full
costs —has practically died.

Direct Costing
The first of these developments was the invention, or more properly the reinvention, of the technique called direct costing. In his original article
on this subject in 1936, Jonathan N. Harris showed
that, in certain circumstances, data on the allocated
full cost of a product could lead to erroneous conclusions about the true profitability of a business.'
He therefore proposed that the allocation of indirect costs to products be eliminated. At first, not
much attention was paid to this proposal, but by
the late 1940s it had become quite popular. In
1947, Accounting Research Bulletin No. 29 tried
to stem the tide by stating that "... the exclusion
of all overheads from inventory costs does not constitute an accepted accounting procedure." This had
some dampening effect on the acceptance of direct
costing, but a great many people regarded this statement as a reflection of the views of old- fashioned
accountants who did not appreciate the wave of
the future. Its spirit, and sometimes its letter, was
increasingly disregarded, even in published financial
statements.
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Direct costing has great appeal to students. If
one accepts the concept, it is unnecessary to learn
the techniques of overhead allocation —the creation
of overhead pools, methods of charging costs out
of these pools to cost centers, methods of estimating
volume, and the advantages and disadvantages of
various kinds of overhead rates. These are complicated topics, and if they can be avoided, the
student's life is much easier.
Direct costing appeals to teachers for a similar
reason. If a student wants to know why one method
of allocation is better than another in a given situation, it is easy to avoid a thoughtful answer simply
by saying, "All cost allocations are arbitrary, so
don't worry about whether one method is better
than another."

Managerial Economics and Operations
Research
The second development was the growth of managerial economics, and the related disciplines of
operations research and management sciences. The
development was stimulated by the successful use
of operations research in World War II. A flood
of articles in journals such as The Journal of the
Operations Research Society and Management Science, described its possibilities, and most textbooks
on economics quickly picked it up. The message of
these new disciplines to cost accounting is indicated
by the following quotation from Joel Dean's Managerial Economics, published in 1951, and one of
the most influential early books:

Q
,
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"When an executive asks the cost of a
product, the answer he gets is a historical,
fully allocated, average unit cost. There are
comparatively few executive decisions for
which this kind of cost is relevant, although
it occasionally approaches the relevant concept.'" (Emphasis added.)
In other words, full costs are rarely useful, so there
is no point in learning how to measure them. The
economists, the operations researchers, and the mane Jonathan N. Harris, "What Did We Earn La st Month? NACA
Bulletin, January 15, 1996.
= oel
Y.,Dean,
1951 , Mana
p. 31. via l Economics, Prentice -Hall, Inc., New York,
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"...the

period

of sneering

at cost
accounting is
coming to a
close..."

agement scientists therefore downgraded allocated the concepts appropriate for allocating costs. The
costs, and emphasized instead opportunity, differen- word "arbitrary" is used frequently and disparagingtial, incremental, and marginal costs.
ly to describe allocated costs, and in the discussion
Although operations research started out by solv- of the use of cost data, there are so many warnings
ing important practical problems, by the 1950s its against the use of allocated costs that students must
literature tended to focus on the development of wonder why even one chapter on cost allocations is
elaborate formulas requiring data nonexistent in the included.'
real world. Although the models were complicated
In short, cost accounting —full costing or absorpand elegant, they were, unfortunately, not compli- tion costing —faded away. It didn't die out en.
cated enough to describe the actual situation with tirely, but it came to be regarded as a low -grade
sufficient accuracy so that reliable conclusions could subject, not to be emphasized in good schools, not
be drawn. Classroom teaching thus became increas- a fit subject for serious research or for scholarly
ingly divorced from reality; relevant costs were articles.
simply assumed to exist, and the problem of finding
There are, however, good reasons to believe that
these costs in real world situations was addressed the period of sneering at cost accounting is coming
superficially, if at all.
to a close, and that its real importance will be
Also, the techniques became increasingly im- generally recognized again. These reasons can be
practical to businessmen. One critic remarked that grouped into two categories. First, there are chalthe trouble with management scientists is that they lenges to the rationale of those who have played
forget the maxim: "Anything not worth doing at all down the importance of cost accounting. Second,
is not worth doing well."
there are a number of developments that focus renewed attention on the subject.

Responsibility Accounting

The third development was the growth of responsibility accounting. Here the original paper was
published by Arthur Andersen & Company in 1940.'
Responsibility accounting proposes that since costs
can be controlled only by human beings, the proper
way to collect costs is in terms of responsibility
centers, that is, organization units headed by responsible supervisors. Since allocated costs, by definition, cannot be related to personal responsibility,
responsibility accounting does not deal with allocated costs.
Responsibility accounting is a powerful concept
and a sound concept. It led to great improvements
in the management control process. But it also was
another blow against cost accounting: Why worry
about how to allocate costs if allocated costs cannot
be used for control?

Consequences of These Developments
These three movements — direct costing, managerial economics, and responsibility accounting —
had the effect of killing cost accounting as a respectable subject in many colleges and universities.
There continued to be many courses and many texts
with the word "cost" somewhere in the title, but in
the full title great efforts were made to signal that
the emphasis was no longer on finding the cost of
something. Instead, courses and books carried such
titles as Cost Administration, Cost Behavior, Accounting for Managerial Analysis, Managerial Cost.
ing, Cost Planning and Control, Accounting Data
for Management's Decisions, Information Systems,
and on and on. A course in just plain cost accounting —how to find the cost of something— became
rare, especially in the most influential schools.
In these so- called modern texts, the authors do
have a chapter or two on cost allocation, but there
is a clear implication that this material is included
primarily as a bow toward a quaint, outdated tradition, rather than as a topic that should be taken
seriously. No attempt is made to go thoroughly into
14

The Rationale
Managerial economists advance the case that selling prices should not be based on full cost, and that
the calculation of product costs as a basis of setting
selling prices is therefore a waste of time. Indeed,
economists have succeeded so well in selling college
students on this point that a teacher of cost accounting today has a real problem generating respect for the subject if his students have previously
had a course in economics. Although most elementary economics texts still approach cost accounting
with this attitude, some economists are beginning
to realize that in many situations the selling price of
a product has some relationship to its cost.
Professor Wassily Leontief, a Nobel prize winner
in economics, said recently, "The whole idea of
price formation through free competition [by which
he meant the price theory taught in economics
courses] is ridiculous. "' Perhaps if economists spent
less time reading esoteric articles on theory written
by other economists and more time observing what
goes on in the real world, they would come to agree
with Professor Leontief. It should be obvious that
a great many selling prices are based on cost calculations. This is so for all regulated prices — public
utility rates, airplane fares, railroad and truck freight
rates, and telephone rates. It is so for most important construction projects — buildings, roads,
bridges, dams, and so on. It is so for $40 billion of
contracts that are let annually by the Department of
Defense and approximately an equal amount of
cost contracts let by other government agencies. It
is so for about $50 billion of hospital and related
s Arthur Andersen & Company, Responsibility Accounting, Chicago,
Ill., 1940.
It is also o f interest that not one of the two dozen continuing education c ourses o ffered b y the National Ass ociation o f Acco untants
in 19734 discusses full c ost. On the two C ertific ate of Management
Ac co unting examinations o ffered to date, less than 10 percent of
the co verage (as ind icated by time allowanc es) has been on top ics
even indirectly related to the meas urement o f full c osts. Estimated
fro m d ata p res ented b y Jac k L. Kro gs tad and John K. Harris in
" T he CM A Examination: A Content Analysis," Management
Accountingg, October 1974.
Harbus News, April 11, 1974, p. 5.
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health care charges. And it is likewise so for the
majority of commercial products.
Of course, in pricing commercial products the
task is a lot more complex than simply adding up
the cost and tacking on a specified profit margin.
Nevertheless, the calculation of cost is an important
input to the pricing process for the great majority of
companies that can in fact set a price (as contrasted
with those who are forced for competitive reasons
to use a price that some other company has set).
A second development is that operations researchers seem to be descending from Cloud Nine and
dealing with real -world problems again. Indeed, the
revolt against unrealistic theory has become so
strong that new professional journals have been
started in protest against the theoreticians. When
real -world problems are tackled, real costs are
needed.
A still further development is the growing recognition that differential costs and responsibility costs
do not take the place of full costs. Yes, we do need
differential costs for operations research and for
many other problems, And yes, we do need responsibility accounting in order to control the activity of
responsibility centers. But we need these cost constructions in addition to full costs. If operations
researchers were a little more modest, they would
realize that although it is perfectly appropriate that
they request costs constructed in a certain way for
their problems, it is equally appropriate that costs
be constructed in some other way for someone else's
problem.
Recent Developments
There are several recent developments that emphasize the importance of cost accounting:
PRICE CONTROL

The Price Commission and its successor, the
Cost of Living Council, used the basic principle
that increases in selling prices are justified only
when there have been corresponding increases in
cost. By "cost," they meant full cost. The price controllers required good evidence of such cost increases, and some companies found their systems
inadequate to provide convincing support for price
increases to which they felt they were entitled.
From summaries of Cost of Living Council decisions picked at random, here are some examples: A
requested increase in cigarette prices was cut by a
third, Celanese fibers by 18 percent, glass containers
by 26 percent, gypsum products by 37 percent, all
because of deficiencies in methods of computing
costs.6 Indeed, most of the denials of requested
price increases were made for this reason. By contrast, companies that had good cost systems could
generally support their requested price increases
without question.
Although price control is not with us right now,
the lessons learned from this experience remain.
SEGMENT REPORTING

The SEC is pushing hard to require segment
reporting of both revenue and earnings, a push inMANAGEMENT ACCOUNTING/OCT OBER 1975

dustry has been generally resisting, Companies generally argue that there exist so many different practices for allocating common costs to individual
profit centers, divisions, or other segments that the
figures are not comparable from one company to
another. The SEC does not seem to be much impressed by this argument, and it seems likely that
segment reporting will become mandatory. This will
focus attention on the most appropriate way of allocating common costs to segments, which is a
problem in cost accounting.
The Federal Trade Commission also is starting
to collect cost data by individual product lines. Although there is strong opposition to the specific
approach it has taken, the need for reliable cost
data by industry is generally recognized. Even the
Financial Executives Institute, which is a leading
critic of the FTC plan, recognizes this need in
principle.'

"The SEC is
pushing hard
to require
segment
reporting ..."

THE COST ACCOUNTING STANDARDS BOARD

The CASB has so far issued nine standards, four
of which are substantive; two are on the capitalization and depreciation of fixed assets, one is on the
allocation of home office costs to segments, one is
on standard costs, and one is on accounting for
compensated personal absences. It has, however,
some 15 other topics in various stages of consideration covering practically all the controversial areas
of cost accounting," Although the law that created
the CASB gave it authority only for costs used in
defense contracting, a number of other government
agencies have already agreed to use CASB standards
for their own cost contracts. If these standards are
sound, it seems likely they will become generally
adopted. They are a far cry from the cost accounting of a few decades ago, which essentially permitted a company to define direct costs and to allocate indirect costs in any way it wished.
Consider Standard 403 on allocation of home
office costs to segments, as an example. It is a sensible standard, and spells out principles with more
care than is found in almost any text. If a company
is thinking about this problem, it is reasonable to
expect that they will at least look at 403, and since
it is at least as good as any alternative, it is reasonable to expect that many companies will adopt the
method described.
IRS REGULATIONS ON METHODS OF INVENTORY
VALUATION

These regulations, which take effect in 1975,
make it clear that the only acceptable method of
measuring inventory costs is on a full- absorption
basis.' Direct costing is out; prime costs are out.
Full costs must include direct production costs and
a fair share of most indirect production costs and
expenses. The regulations spell out in considerable
detail which items of indirect cost must be included
in inventory for income tax purposes (whether or
not the company includes them in inventory for
° Cost oI Living Council, Decision List 73.47, December 12, 1973.
* Committee on Corporate Reporting, Financial Executives Institute,
letter to Federal Trade Commission, ]anuary 28, 1974.
" Cost Accounting Standards Board, Progress Report, 1974.
° Internal Revenue Service, Regulation 1.471.11.
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financial statement purposes); which items must be
included for tax purposes if the company also includes them for financial statement purposes; which
items may be treated differently for tax and book
purposes at the company's options; and which items
must be excluded altogether from inventory valuation. This detail is considerably greater than most
people thought it would be. Companies must, in
the future, give careful attention to their cost accounting systems so as to insure they are in conformance with these regulations. The regulation
does not, incidentally, prescribe methods of allocating indirect costs to products.

PRICING PHILOSOPHY

Commercial banks cannot pay interest on demand deposits. So, to induce companies to leave
money on deposit, they provide a number of services, ranging from advice to outright clerical operations such as collection of accounts receivable. In
recent years they have come to realize that some
customers get services costing more than the revenue derived from the money they have deposited.
This has led to an interest in finding the cost of
each service the bank provides, and in some cases in
making charges for this service based on cost. In
1960 few banks did cost accounting; today most do.

There is a change in the philosophy about the
proper role of business in our society which cannot
be documented as accurately as the points made
above, but which does nonetheless have an influence
on pricing practices, and hence on cost accounting systems. Economics texts still teach that the
overriding objective of a business is to maximize
profits. A number of business leaders are currently
questioning that this is, or should be, the dominant
business objective. The public and Congress —as
the representative of the public—are becoming increasingly vocal about this matter; talk about price
gouging is a case in point. The alternative to profit
maximization, and an alternative consistent with
what society thinks the proper role of business is,
is a reasonable profit. The achievement of such an
objective requires the careful measurement of product costs, and the application of the concept that
the price of each product should recover its cost,
including a fair share of common costs, plus a
reasonable profit.

HEALTH CARE

The Future

BANKING

After the passage of Medicare and Medicaid legis.
lation in 1965, hospitals and other health providers
discovered they had to keep accurate records of costs
in order to obtain reimbursement. Although Blue
Cross had for years made payments based supposedly on cost, they would accept as valid any
"number" the hospital submitted. By contrast, the
Medicare and Medicaid people demand reliable
cost information, including a well worked -out allocation of indirect costs. As reimbursement shifts to
a prospective rate basis, which seems likely, costs
will become even more important because these
rates will be based on budgets supported by historical costs, and health providers will be reimbursed
only on the basis of their approved budgets.
REVENUE SHARING

The Federal government has started to channel
some of its revenues back to the states and !municipalities. The amounts are likely to increase. The
Federal government has a natural interest in finding
out how this money is spent. This involves auditing,
but reliable audits cannot be made unless there is a
good cost accounting system. Thus, state and municipal accounting systems, now generally poor, are
likely to improve.
BENEFIT /COST ANALYSIS

There is a growing realization that a program
should not be undertaken unless its benefits exceed
its cost, and there is a corresponding increase in
10

It is a strange fact, incidentally, that the National Association of
Accountants, which once was called the National Association of
Corr Accountants, has in recent years sponsored little, if any research on the cost allocation process, which is the central prolllem
in cost accounting. NAA has here an opportunity to take the lead
in nurturing the rehirth.

is

the application of benefit /cost analysis. The cost
side of such an analysis requires reliable cost data,
and the analysts legitimately require that such data
be developed in areas where it does not now exist.

For these reasons, cost accounting is about to
experience a rebirth. In colleges and universities, it
will again become a respectable subject. This means
a renewed interest in cost accounting courses as well
as a new interest in research."
This renewed interest should also have an impact
on business. To many cost accountants wrestling
with real -world problems, its rebirth should help
them adapt their practices to the new requirements.
With the computer and with the much better understanding of the nature of business we now have,
significant improvements in techniques of cost allocation are possible. Methods of assigning more
items of cost directly to cost objectives will be developed. Better transfer prices will be constructed.
Plant -wide overhead rates increasingly will be replaced by a variety of allocations more closely measuring benefits received or the causes of cost incurrence.
Conclusion
Recent developments suggest it might be a good
idea for practicing accountants to study up on cost
accounting. That is, on both the basic concepts and
the techniques of allocation appropriate in various
circumstances, particularly on new techniques that
have emerged in recent years. For teachers, they suggest the time has come to think about developing
new courses in straight cost accounting, emphasizing
the concepts and techniques of cost measurement
without the distractions of performance measurement or relevant cost analysis. And for the businessman, they suggest the practicality and the importance of measuring full cost, and of understanding
the significance of these measurements.
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COST
ACCOUNTING
STANDARDS
The CASB was taking a fresh, highly structured and basically
scientific approach to cost accounting, while goodness knows
how many cost accountants were busy reinventing the wheel.

By Harry O. Mayer
For the past several years, a group in Washington
has been dedicated to formulating and promulgating a set of guiding principles for cost accountants
that could be universally accepted. That group is
the Cost Accounting Standards Board (CASB).
Among accountants in the defense contracting industries, the CASB has a very high visibility indeed.
But for many accountants in the non - defense industries, the role of the CASB is obscure, or in
some cases, even unknown.
The general lack of interest in the CASB outside
the defense industry is unfortunate for both the
Board and the cost accounting profession. In the
main, it is quite likely that the lack of interest
comes from a misconception that government cost
accounting is different from, and independent of, its
private industrial counterpart. Cost accounting in
the defense industry has always had as its principal
objective the determination of a historical, or if
you prefer, an "actual" unit cost. Non - defense cost
accountants, on the other hand, have tended to
abandon the concept of actual costs in favor of
standard costs —which were easier to work with
and which were more susceptible to meaningful
analysis.
Maybe that's the way it was, but that's not the
way it is now. Long before the FTC and the SEC
were calling for line -of- business income statements,
management began asking for product line P & Ls
for internal reporting purposes. Product line P & L's
do have obvious value in planning and decision making; but beyond this obvious value, the upsurge
of interest in product line P & Ls may be attributed
to a swing towards product managers and away
from the strictly functional organizations. Whatever the reason, cost accountants began to find that
the "efficiency variance" couldn't be treated as a
MANAGEMENT ACCOUNTING /OCTOBER 1975

lump sum charge to operations. Clearly, variances
had to be allocated to product. Unfortunately, as
often as not, the allocations were done with a broad
brush —an exercise in "moving the numbers
around" that did little to increase the stature of
the cost accountants in the eyes of management.
As management increased its demands for more
meaningful cost data, more cost accountants began
to reach back on the shelf for allocation techniques H. O. MAYER
that had long been idle. The lost art of cost finding was reborn, and in a much more advanced Essex County Chapter
1962, is Comptroller
form than ever before.
of the Metropolitan
So what has this to do with the CASB? Simply Opera Guild in New
this. The CASB was taking a fresh, highly struc- York City. He was
tured and basically scientific approach to cost ac- formerly a Manager
for Price Waterhouse
counting, while goodness knows how many cost &
Co. in its New York
accountants were busy reinventing the wheel. The Management Advisory
prophet said, "There is nothing new under the sun," Services Department.
but this is true only in the profoundest sense. There He holds an Aff
are always fresh approaches to familiar problems degree from the
University of
and sudden insights that illumine murky depths.
California
Impact of the CASB
Central to the concept of having uniform standards is the idea of an agency to set them. In the
case of government cost accounting standards, the
CASB is that agency. It was created by Congress
for the express purpose of performing a standard
setting function. However, although the legislation
creating the Board limited its activity to defense
contractors, non - defense agencies also have incorporated standards promulgated by the Board into
their contracts. It appears, therefore, that these
standards will eventually apply to all companies
doing business with the government. For some
companies, especially smaller contractors, major
changes in cost accounting and contract reporting
practices will be required in order to comply with
the new standards. It is conceivable that many
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prime contractors and subcontractors will be forced
for the first time to formalize and reduce to writing
their cost accounting principles.
Standards are set piecemeal, and each evolves
through a ritual that starts with research. The
Board also has a great deal of data available from
disclosure statements required from all covered
contractors and subcontractors. The Board's staff
then frames a preliminary proposal which is distributed to government agencies, industry, and professional associations for comments. After discussion
and modification a draft proposal is prepared and
published in the Federal Register. This provides
wider distribution and usually wider discussion. The
next step is publication of the standard itself which,
barring concurrent resolution by Congress opposing
it, takes effect automatically by law. The period
between publication and effectivity is at least 60
days. At any point in time, management accountants can air their views with the CASB, directly or
through industry and professional associations.
There is no guarantee that the CASB will be responsive to industry views. Also, the Board has
made it clear that predominant practice will not be
considered standard practice unless it also meets the
Board's general objective of promoting fairness,
uniformity and consistency. Nevertheless, management accountants should state their case as forcefully and forthrightly as possible.

What Is a Standard?
Some of the promulgations of the CASB have
been criticized as not being "true standards "; others
have been faulted as dealing with matters other than
cost accounting. Many persons are convinced that
the Board should have first agreed on a set of broad
concepts to insure compatibility between standards.
The Board itself supported this view at first but
after months of discussion concluded that it would
not publish a "cost- concept paper" for fear it would
be prematurely committed in areas it had not researched sufficiently.
So there is no lack for definitions of standards
in general or cost accounting standards in particular.
There is, however, a wide variety of interpretations
and there has been, as a consequence, some question
as to whether the variations could be satisfactorily
reconciled.
Certain corollaries, attached to the summary conclusion, of an 18 -month feasibility study by the
General Accounting Office, which eventually led to
the establishment of a five -man Board in August
1970, stated: "(1 ) It is not feasible to prescribe
standards in such detail as would ensure uniform
application of precise methods, and (2) the cumulative benefits (of standardization) should outweigh
the cost of implementation." Since these are conditions in the "charter" given to the CASB, it seems
reasonable to judge the CASB regulations by these
criteria.
Most important, how does the CASB itself
define the term "standard "? In its "Statement of
Operating Policies and Objectives" issued in February 1973, the Board states:
18

"A Cost Accounting Standard is a statement
formally issued by the Cost Accounting
Standards Board that (1) enumerates a principle or principles to be followed, (2) establishes practices to be applied, or (3 )
specifies criteria to be employed in selecting
from alternative principles and practices in
estimating, accumulating and reporting costs
of contracts subject to the rules of the Board.
A Cost Accounting Standard may be stated
in terms as general or as specific as the Cost
Accounting Standards Board considers necessary to accomplish its purpose."

Promulgations
THE DISCLOSURE STATEMENT

The CASB first made its influence felt when it
promulgated the Disclosure Statement, required
under the law to be filed by all national defense
contractors submitting proposals for negotiated de.
fense contracts of over $100,000.1 Effective January
1, 1975, the threshold was increased to $500,000.
Notwithstanding the requirements of the law, the
CASB concluded that the Disclosure Statement
filing requirement should be limited to only those
contractors who secured prime contract awards of
$30,000,000 or more in federal fiscal year 1971. In
late 1973, this requirement was extended to contractors who had received prime contract awards of
$10,000,000 or more in federal fiscal year 1972 or
1973. It should be noted that separate Disclosure
Statements must be submitted covering the practices
of each of the contractor's profit centers, divisions
or similar organizational units involved in any
covered contract.
This requirement does double duty: On the one
hand it provides a wealth of research data to the
Board; on the other it in effect sets an interim
standard by requiring contractors to adhere to their
own specified practices until such time as the Board
might require different ones.
The cognizant Administrative Contracting
Officer (ACO) was designated to review the adequacy of the Disclosure Statements and to notify
the contractor in case of deficiency. The Contracting Officer, in turn, has delegated such review to
his duly authorized agent, the Defense Contract
Audit Agency (DCAA).
The Board has agreed to hold the contents of the
statements confidential when requested to do so.
Its position on confidentiality has been upheld in
the United States District Court over challenges
from associates of Ralph Nader who contend that
public scrutiny of Disclosure Statements is the best
means of establishing the credibility of the CASB
and protecting the integrity of the defense procurement process. At the time of this writing, the
matter was being appealed.
The contents of the Disclosure Statements are
divided into eight sections as follows:2
' Subchapter E, Part 351 —Basic Requirements.
An alternative form of Disclosure Statement has been developed
for colleges and universities with the same basic thrust, but uaiag
terminology more in line with their operations.
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This section includes industry classification, sales volume, proportion of
government business to total, type of cost system
and extent of integration with general accounts.
GENER AL INF O R MAT IO N.

In this section, contractors are asked
to define direct material, direct labor and other
direct costs and describe their basis for accounting
for them. Accounting for variances under standard
costs is explored in depth.
DIRECT COS TS.

DIRECT VS. INDIREC T . These terms relate to cost
objectives. Contractors must designate how various
functions, cost elements, and transactions are treated
and, if indirect, what aggregating pools are used.

provision for this kind of comparability. This is
particularly true where the estimating is done by
engineers and the accumulating by accountants.
The standard does, however, recognize that the
accumulation will normally be done in more detail
than the estimating (and possibly reporting). Thus,
it does not follow that there should be an estimated
cost for each actual element. This might make a
difficult task impossible.
The standard also requires consistency as to:

Methods, ele.
ments, and criteria are to be specified.

DEPRECIATION AND CAPITALIZATION.

This section covers accounting methods for paid absences, severance pay,
and incidental receipts.

O T HER COSTS AND CREDIT S.

DEFER RED

CO MPENSAT IO N

AND INS URANCE

COSTS.

This section covers pension plans and employee
insurance.
This section covers
pooling patterns and allocation bases for distributing corporate and /or group expenses to organizational segments.
CO RP OR ATE O R G RO UP EXPENS ES .

COST ACCOUNTING STANDARDS

400— DEF INIT IO NS . The CASB has defined
some of the key terms to be used in the regulations.
Each standard issued incorporates these definitions
or modifies them. Most of the terms have their
conventional meaning; a few warrant special mention:
PART

1. Allocate —This term frequently causes confusion
but the standard is quite clear. "Allocate" includes both direct assignment (to segment or
objective) and reassignment from a pool.
2. Directly associated cost —A directly associated
cost is one which is generated solely as a result
of another cost. An example might be payroll
taxes.
3. Repairs and maintenance —The Board does make
a distinction (repairs being convective and maintenance being preventive), but by coupling the
terms it obviates any need to determine whether
a specific expenditure is repairs or maintenance.
PART

401—CONSISTENCY

IN ES T IMAT ING , AC C UMU-

Costs estimated for
proposal purposes must be presented so that any
significant cost can be compared with actual. As
fundamental as this concept appears to be, many
cost accounting systems have not made adequate
LAT ING , AND REP O RT ING C O ST S .
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to recover."

1. Classification of costs, i.e., direct or indirect
2. Assignment to indirect pools
3. Methods of allocating costs to contracts
PART

Allocation bases are to be indicated
for all overhead and general and administrative
pools used by the contractor.
INDIRECT COS TS.

"7n contract
pricing . . . one
must allocate

402—CONSISTENCY

IN ALLOC ATING COSTS IN-

This standard requires that "each type of cost" be allocated only
once. It aims to correct the practice of "double
counting," i.e., allocating certain items directly to
cost objectives without eliminating like items from
indirect cost pools. An example of this might be
charging inspection costs directly to certain objectives, while including residual quality control
costs in a general pool which was allocated to all
objectives including those previously charged.
CUR RED F O R T H E S AM E P UR P O S E.

403—ALLO C AT IO N O F HO M E O F F IC E EXP ENS ES
Had the Board seen fit to publish its
"cost concepts," it undoubtedly would have embraced the principle that no one concept is appropriate for all purposes. For example, in terms of
financial planning and control, one might question
whether home office expenses should be allocated
to segments, since there are pricing techniques
which permit costs to be recovered without allocating. In contract pricing, however, one must allocate to recover. Hence, the only concern becomes
one of how it should be done.
The Board has directed contractors to use a
three -stage allocation technique:
PART

TO S EG MENT S .

1. Direct allocation shall be used to the maximum
extent possible.
2. Other expenses are to be accumulated in "homogeneous pools" and allocated to segments concerned. Although put forth as "criteria," the
structure of the pools and the allocation bases
have been quite narrowly prescribed.
3. Residual expenses, if insignificant, may be allocated to all segments by any method. If significant (judged by bench marks incorporated in
the standards), the contractor is required to use
a three - factor formula based on (1) payroll
dollars, (2) operating revenue, and (3) average
net book value of tangible capital assets and
inventories.
This standard has caused some controversy because of the relatively fine detail of prescribed procedures and the inflexibility of recommended allocation bases.
PART

404— CAP IT ALIZATIO N O F

TANGIBLE ASS ETS .

In
t9

"it is important
that there be
active
participation
. . . With
'hands -on'
experience."
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industry this decision is usually made by the fi- allocated to contracts in excess of agreed ceilings
nancial executive rather than the cost accountant. become unallowable by virtue of their amount. The
One might conclude that development of criteria latter can be treated as lump sum for the contract
a use any recording/refor this decision might more properly fall within the affected. Contractors may
purview of the FASB than the CASB. Regardless of porting techniques they deem appropriate so long
where the responsibility should be, the CASB has as adequate visibility of unallowable costs is
promulgated a comprehensive standard, which re- achieved.
quires:'
The standard provides that unallowable costs in
an allocation base shall bear their pro rata share
1. A written policy, consistently applied
of indirect costs being distributed. This has the
2. Minimum life and amount criteria to be estab- effect of making otherwise allowable costs unallowlished (Tangible assets with a useful life of two able. Many contractors feel this is unfair. The
years or more and a cost of $ 500 or more, must Board feels its position is the only tenable one
be capitalized. Contractors may set lower limits.) consistent with its concern for allocability and un3. Inclusion of preparation costs in the amount to concern with allowability.
be capitalized
4. Capitalization of additions and betterments PART 406—COST ACCOUNTINGPERIOD. Withminor
(This would be in excess of contractor's mini- exceptions, a contractor's fiscal year is his cost ac.
mum which may be higher than that set for counting period. However, the contractor and the
original equipment.)
government may mutually agree on another period.
5. Capitalization of the cost of acquiring an "orig. To expedite annual closings, the parties may agree
inal complement of low cost equipment" (These on an annual period other than the fiscal year for
are individually small items, which are material use as an allocation base. For instance, a contractor
when aggregated.)
whose fiscal year coincides with the calendar year
might use the data for 12 months ended October
The standard also specifies the basis for capitalize. 31, as an allocation base, if the government con.
tion when tangible assets are purchased, donated, cuffed.
acquired in business combination, or self -constructed. If constructed, a share of G & A expenses PART 407—USE OF STANDARDCOSTS FORDIRECT
is to be included. The standard allows considerable MATERIAL AND LABOR. Of all the standards promulleeway in defining the unit to be capitalized, re- gated thus far, this one will probably be of the most
quiring only that identification of assets accounta- interest to industry cost accountants. An "objective"
bility units be provided to the maximum extent as defined by the standard, most commonly will be
practical.
a product, but it may also denote a project or other
undertaking, as for example, a research project. The
PART405—ACCOUNTINGFORUNALLOWABLECOSTS. essence of the standard deals with techniques for
This standard does not govern the 21lowability of accumulating "actual" costs of objectives by detercosts per se. Allowability is the function of the ap- mining standard costs and their related variances.
propriate procurement or reviewing authority. What However, the Board failed its purpose by not recogit deals with is the treatment of unallowable costs. nizing that material variances can frequently be
The thrust of the standard can be summed up as allocated to objectives directly, more equitably, and
follows:
efficiently than indirectly (by way of cost centers) .
The Board, however, believes that it has provided
1. Unallowable costs must be identified and ex- needed criteria which can be used by contractors
cluded from billings, claims, and proposals for now using standard costs to meet government regovernment contracts.
quirements, without incurring significant implemen2. Unallowable costs are subject to the same cost tation costs.
accounting principles as are allowable costs.
Conclusion
The concept of unallowability is more or less
This article has only one purpose and that is to
peculiar to the field of government contract ac- stimulate the curiosity of the readers of MANAGE counting, although parallels can be found in com- MENT ACCOUNTING to look into what the CASB has
pliance reporting for regulated industries. Costs may been up to. Its a pretty fair bet that a goodly numbe considered unallowable either because of their ber of those who do "look in" will want to stay to
nature or their amount. Interest on debt might be review the "statements of issues" and to comment
considered an example of a "cost" which is un- on them; to see the draft standards evolve and to
allowable because of its nature. Costs sustained or comment on them. It is important that there be
active participation in the Board's researching of
As originally drafted, the Standard required capitalization of cercurrent methods by practicing accountants, "worktain leases. This requirement was eliminated leaving the problem to
the
and the SEC.
requirement for capitalizing "A"ngeing stiffs," as it were, men and women in the proF
A
S
B
A
ment costs was likewise withdrawn in the face of almost unanimous
opposition from industry.
fession with "hands -on" experience.
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THE HISTORY OF
STANDARD NO. 409
The Board believes that if the profits made in the performance of
defense contracts are inadequate to provide an incentive for the
necessary investment in new plant and equipment or inadequate
to provide sufficient incentive to American industry to undertake
defense contracting, then this problem should be addressed
directly by the procuring agencies in the application of, or in a
reformulation of, their profit policies.

The following is a statement by the Honorable
Elmer B. Staaes, Comptroller General of the United
States and Chairman of the Cost Accounting
Standards Board, before the Production and Stabilization Subcommittee of the Committee on Bank ing, Housing and Urban Affairs of the United States
Senate on Cost Accounting Standard No. 409,
which he delivered on April 14, 1975.
"Mr. Chairman and Members of the Subcommittee:
I welcome this opportunity to discuss Cost Accounting Standard Number 409, Depreciation of
Tangible Capital Assets. There has been considerable misunderstanding among some defense contractors and defense industry associations as to what the
Standard provides. This hearing should help both
in clarifying the reasons for promulgation of the
Standard and also in explaining its provisions.
The Cost Accounting Standards Board believes
that the Standard is a keystone to the development
of Cost Accounting Standards for defense contracts. The Board believes that it establishes fair
and equitable requirements for measuring and allocating depreciation costs under negotiated defense
contracts and subcontracts, and that it promotes a
greater degree of uniformity and consistency in the
pricing of those contracts.
Work Began Four Years Ago
The Board instructed its staff almost four vears
ago to begin the work which has led to Standard
No. 409. The subject of depreciation is not a new
one. It was identified as a major problem area in
the General Accounting Office's Feasibility Study
conducted in 1968 and 1969 —the work which preceded Congressional creation in 1970 of the Cost
Accounting Standards Board. Beginning in May
MANAGEMENT ACCOUNTING /OCTOBER 1975

1971, our staff conducted rigorous research of published material, including Government procurement
regulations dealing with depreciation and the
changes made in them from time to time. We considered the research data made available to us by
the American Institute of Certified Public Accountants and the Management Accounting Practices
Committee of the National Association of Accountants. We consulted with the Treasury De- E. B. STAATS
partment and the Internal Revenue Service.
We also have had the benefit of a great deal of is Comptroller
General of the United
research work performed by the Board relating States and Chief
specifically to depreciation in connection with ne- Executive of the
gotiated defense contracts. We made analyses of the United States General
several hundred Disclosure Statements of contractor Accounting Office.
is also the
accounting practices which are on file with the He
Chairman of the
Board. An issues paper dealing with capitalization Cost Accounting
and depreciation was distributed on December 23, Standards Board. Dr.
1971 to 50 individuals and organizations who ex- Staars is a graduate of
pressed an interest in the Board's work. A question- McPherson College.
He also holds an M.A.
naire derived in part from the responses to the issues degree from the
paper was distributed to about 100 interested parties University of Kansas
in April 1972. Staff Members made numerous plant and a Ph.D. degree
visitations and held discussions with company offi- from the University
cials at contractor locations during the more than of Minnesota.
three years spent in developing the Standard on
depreciation. We benefited from a detailed Staff
study of depreciation costs of 107 contractor profit
centers.
In addition, the Board invited representatives of
the Department of Defense, the Aerospace Industries Association, the American Institute of Certified
Public Accountants, the Financial Executives Institute, and the Machinery and Allied Products Institute to meet with us for a discussion of the issues
involved. Board staff also arranged for informal
meetings with representatives of professional accounting and industry organizations. We rely
21

"...the
Standard has
not been
challenged or
questioned
with respect to
its accounting

heavily on these organizations to provide us with
an understanding of the view of those who will be
affected by any Standard, if promulgated.
Based on this general background research and on
our understanding of the issues involved, a preliminary Staff proposal was mailed in March 1973,
to 270 contractors and others to provide them an
opportunity to comment and advise the Board. We
received over 100 letters of comment on that Staff
proposal. At subsequent meetings, the Board had
numerous discussions about issues highlighted and
alternative approaches to those issues.

concepts or
Exposure Draft Was Published
techniques."

On June 11, 1974, a Board exposure draft was
published in the Federal Register, soliciting comments from all interested parties. It was also mailed
directly to the approximately 1,000 persons then on
the Board's mailing list of individuals and organizations who have expressed an interest in the Board's
work. We received more than 100 letters commenting on that proposal. After careful Board
consideration of those comments, the proposed
Standard was revised and published again in the
Federal Register of October 3, 1974. This second
publication of a proposal was unprecedented for the
Board; it was also sent to the entire Board mailing
list. We received 80 letters in response to this
second exposure draft.
On December 20, 1974, at the request of industry spokesmen, the Board scheduled a special
meeting. This meeting was attended by many industry representatives who provided a further exchange of views which assisted the Board as it began
its final deliberations on the proposed Standard.
The Board by a four to one vote decided at its
January meeting this year to promulgate the
Standard.

TheStandardBecomes aLaw
The Standard was submitted to the Congress on
January 24, 1975, in accordance with Section 719
(h) (3) of the Defense Production Act, which requires that sixty days of continuous legislative session elapse before the Standard goes into effect. In
the absence of a concurrent resolution stating in
substance that the Congress disapproved of the
promulgated Standard, it became final on March
25, 1975. It will be incorporated in appropriate
negotiated defense contracts made on and after July
1, 1975.
Even after that date, however, the requirements
of the Standard are phased so that those contractors
for whom accounting changes will be required will
not experience the full impact of the Standard for
many years. This long - delayed impact of this Standard on the negotiation of defense contracts will
not even begin for most defense contractors until
some time in 1978.

The Standard Has Not Been Challenged...
I would like to turn now to a discussion of the
provisions of the Standard itself. The first point I
would make —and it is a matter of very considerable
22

significance —is that the Standard has not been challenged or questioned with respect to its accounting
concepts or techniques. The purpose which the
Congress prescribed for any Cost Accounting Standard is that it provide for fair and equitable means
whereby costs under negotiated Government contracts may be measured and allocated to the Government business of the contractor, in such a way
as to provide increased uniformity and consistency
in cost accounting practices used in Government
contracts. The Board has heard little criticism that
Standard No. 409 fails to satisfy this primary, statutory requirement of all Cost Accounting Standards.
As I mentioned earlier, accounting for depreciation costs was clearly identified as a significant problem area, even before the Cost Accounting Standards Board was created. The Government's procurement regulations such as the Armed Services
Procurement Regulation were relying largely on financial accounting practices and Federal income tax
regulations for the determination of depreciation
costs. The Board's research showed that defense
contractors often used minimum lives permitted for
tax purposes for financial accounting rather than
lives based on actual experience. During its research,
the Board was also urged to rely on tax accounting
for the determination of service lives. The Board
recognized that contract costing often deals with
the same expenditures and the same problems of
allocation to time periods that are of interest in income tax accounting. The Board recognized, however, that tax regulations are intended to achieve a
variety of social and economic goals quite foreign to
the purposes of contract costing.
I should emphasize at this point that Cost Accounting Standards do not modify tax laws or accounting practices used for reporting Federal income taxes. Compliance with Standard No. 409 for
contract cost accounting purposes will in no way
affect the accounting practices a firm uses for making its tax returns, and accounting practices suitable
for tax accounting will continue for that purpose.
Standard No. 409, which permits the determination of the proper measurement and allocation of
depreciation costs under negotiated defense contracts should be of value to both the Government
and the contractor. If a contractor performs nothing
but defense work, it is important that his different
defense contracts bear the correct costs of depreciation of the assets used in performance of those contracts. The costs of all procurements are distorted if
some procurements bear disproportionately heavy depreciation costs while others bear disproportionately
light depreciation costs. For the same reason, a contractor whose business is mixed between defense
and commercial business must be able to allocate
the correct costs of depreciation to the defense
portion of his business. Finally, it is in the public
interest that the Government not be forced to continue to make premature borrowings or an unduly
early use of its revenues to reimburse contractors for
depreciation costs which under sound cost accounting principles would not be subject to reimbursement as early as they now are.
MANAGEMENT ACCOUNTING /OCTOBER 1975

The Economic Arguments Against the Standard is now disallowed. The Board does not have auWhat then are the economic arguments being
presented against Standard No. 409? Let me say
briefly that the principal objections from those opposing the Standard have been that it will, several
years from now, require them to base depreciation
costs under negotiated defense contracts on estimates of actual expected lives of the assets being
depreciated, rather than on the shorter periods of
time which they have up to now been entitled to
use for tax purposes. The result of this future requirement will in most cases stretch out the period
of time under which the costs of those assets will be
reimbursed, from an artificially short period to a
more realistic and longer period based on the experience of each company.
This in turn leads to what the opponents of the
Standard see as a deprivation of cash -flow advantages which many defense contractors have enjoyed
for many years. They believe that the effect of the
Standard may inhibit investment in plant and
equipment, that it may "strangle" capital formation
and regeneration, and that it may adversely affect
earnings.
The Board was of course well aware of the potential impact on many contractors' cash -flow of Standard 409, and it heard the arguments of the economic consequences of this impact from industry
spokesmen. The Board sought to answer these
arguments in its prefatory comments issued at thb
time the Board promulgated the Standard. For contractors who have been using realistic service lives,
the Standard is likely to have little effect. For contractors who have not been using realistic service
lives, what we indicated in the prefatory comments
and would repeat today is that the Board understands that the stretching out of lives will deprive
them of the cash -flow advantages which they have
been realizing in the performance of those contracts.
The Board believes that if the profits made in the
performance of defense contracts are inadequate
to provide an incentive for the necessary investment
in new plant and equipment or inadequate to provide sufficient incentive to American industry to
undertake defense contracting, then this problem
should be addressed directly by the procuring agencies in the application of, or in a reformulation of,
their profit policies. The Board believes that profits
should not be realized on the basis of inappropriate
accounting practices. Profit objectives should be sef
openly and realistically as a matter of public policy.
The Government obviously wants to retain its present supplier base and expand that base if possible.
Profits should be sufficient and sufficiently visible to
accomplish those objectives.
Contrariwise, we do not believe that Cost Accounting Standards should overlook real costs involved in fulfilling a negotiated contract. For example, the Cost Accounting Standards Board has
under consideration the question of whether the
cost of capital should be recognized as a cost in
fulfillment of these contracts. Interest, as you know,
MANAGEMENT ACCOUNTING /OCTOBER 1975

thority to direct that this policy be changed. However, we do have authority to require that these
costs be identified and properly allocated as a cost
in fulfilling negotiated contracts, and our staff is
currently working on such a standard with this as
our objective.
No Impact on Most Contractors until 1978
The Board deliberately delayed the impact of
Standard No. 409 so that any necessary readjustments of Government profit policy could be made
deliberately. Thus Standard No. 409 will have no
impact at all on most Government contractors until
some time in 1978, almost three years after its
promulgation. Furthermore, even if the Standard
begins at that time to affect the reimbursement of
depreciation costs of some contractors, it will be
three or four more vears before that impact can
possibly be substantial. The Board is fully confident
that the Government and its suppliers, both current and potential, given several years within which
to address themselves to the proper profit levels and
the need for new plant and equipment for the performance of Government contracts, will resolve
these matters equitably. These solutions can be arrived at in an atmosphere in which both parties can
address themselves specifically to the profit and
capital requirements of Government suppliers, without the distortion which has persisted throughout
prior years of consideration of these specific issues
because of the availability to some of the accounting practices which may produce unacknowledged
profits during the performance of Government contracts.
One final argument has been made against the
Standard which I have not specifically dealt with.
That is that the Standard will require the establishment and maintenance of records bearing on the
life of capital assets beyond anything presently established and maintained by defense contractors,
and that this record - keeping requirement will be so
burdensome and expensive that the costs themselves
will outweigh any advantage to be derived from use
of the Standard.
The Board gave careful consideration to these
arguments prior to its promulgation of Standard
No. 409. The Board responded to these concerns by
providing that contractors might employ statistical
sampling from existing records or judgmental samples with analyses to support a large portion of the
dollar amounts involved. In this way, reasonable
estimates may be developed through the use of relatively small samples. Furthermore, the Board urged
procurement agencies to provide early written guidance to their field personnel on ways in which contractor estimates of the expected lives of assets will
be evaluated by Government auditors and contracting officers. The Board also volunteered its own
assistance, if requested, in the development of this
guidance. Our assistance has indeed been requested,
and our Staff is now working with Government
agencies on this matter.
Continued on page 26

" . . . we do

not believe
that Cost
Accounting
Standards
should
overlook
real c o st s . . . "
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FAIR -VALUE ACCOUNTING
Aside from all the business and accounting reasons in support
of fair -value accounting, there is a legal one: Accountants will
gravitate toward more disclosure of current data to escape
liability.
objectivity (valuing asset at sale price). Unfortunately, the word conservatism has become synonyHistorical cost, as an accounting concept, has gained mous with undervalued.'
almost unanimous acceptance from the accounting
A well - intentioned accountant, then, might very
profession. Even the advocates of some form of well inflict as much financial damage on a promarket -value accounting hesitate to lash out at this spective seller of stock by issuing an undervalued
time - honored concept. Although there are discern- statement of financial condition, as he could damage
ible groups taking different approaches to criticize a creditor by allowing the financial statements to
the historical cost concept and the financial state- be overvalued. This view can be carried over to the
ments based upon it, accountants, for the most part, income statement. After all, the income statement
still strongly oppose the idea of changing principles is no more reliable or acceptable than the balance
or basic concepts.
sheet that produces it.2
One main objection to fair -value accounting is
The income statement format used today would
that it conflicts with the standard of objectivity. In not need radical adjustment to reflect the effect of
supporting this accounting principle, accountants appraisal changes to fair - market values. The only
tend to forget just how many subjective judgments new terminology needed would be "holding gains
can be found on the financial statements as we or losses," which are merely unrealized increases or
know them. For example, the calculation of bad decreases in value. (This assumes the gains and
debt allowances, determining the period during losses are not realized; some proponents of fair -value
which research and development costs should be accounting would recognize gains or losses each
written off, and the percentage of completion of year.) These gains and losses could be shown
long -term contracts all require the judicious use of separately on a schedule and netted on the formal
subjective judgment. Thus, we find staunch sup- income statement.
porters of historical cost behaving, out of necessity,
Another accounting theory that would bind us to
in a subjective manner.
historical cost is the going - concern -value theory.
This paradox shows how habitual our accounting This theory holds that "... the value of a fixed
guide -lines can become. Defending historical cost asset is determined originally by its cost to its owners
merely because this line of defense conforms to and that this value is based upon the projected
generally accepted accounting principles is more of service such asset should render and, therefore, its
a reflex action than sound and logical reasoning. It historical cost value should not change unless the
is akin to a baby not wanting to walk because he asset itself undergoes a physical change." 3 It must
has learned to crawl so well.
be noted, however, that if buildings are constructed
or machinery is purchased in times of high prices,
Aspects of Historical Cost
these assets will be overstated in times of recession
Some people believe the mere existence of fair - or generally low prices.
value accounting data on the financial statements
An example of historical costs that are of no
will serve to confuse the uninformed user, but others practical value on financial statements can be
believe our present reporting techniques allow us found on the books of the Smithsonian Institution.
-I means to deal with certain variances existing beIt is readily apparent that this information does not
tween historical cost and the current value of a even remotely resemble a true current value.4
given asset. For example, book values are adjusted
downward when the current market values are ' Marvin L. Stone, "Tis the Age of Aquarius --Even for Account Journal of Accountancy, August 1971, P. 68.
lower than their respective book values. This is the ing'
Ibid.
'
Kenneth
MacNeal, "What's Wrong with Accounting ?" Studies
case where one generally accepted accounting prinfor Accounting Theory, Richard D. Irwin, Inc. Homewood, Ill.,
ciple outweighs another. Here the principle of con- 1962
pp. 56.59.
Ro6rt E. Jac ob, "Current Value vs Original Cost," Journal
of
servatism ( following the market down) overrides Accountancy, December 1971, p. 30.
By Anthony W. King
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Alternatives to Historical Cost Accounting
Alternatives to historical cost accounting are
often referred to as "fair -value accounting." They
have been discussed at different times and in different disciplines. For the most part, this discussion
has been confined to the academic environment,
with little done about it in actual practice.
There are five major "fair- value" categories into
which the alternatives to historical cost can be
grouped. A brief review of these alternatives will
help to dispel the common misconception that
fair -value accounting is simply one alternative to
historical accounting.
LOWER COST

First, there is historical cost, or market, whichever is lower. This is simply a process of writing
down the purchase price should the market value of
a particular asset decrease. This practice conforms
with the accounting principle of conservatism. A
reduction in value, however, is the only adjustment
that can be made. In this world of spiraling prices
it would appear there are few times this method of
accounting will be needed.
REPRODUCTION

This alternative bases its valuation on the current
cost of reproducing the assets of a company, and is
predicated on the assumption that, because of inflation, the cost of duplicating business assets will
be greater than the original cost. This method has a
serious disadvantage. There is no guarantee one can
sell an asset for the same price it would cost to
replace it. Because it could overstate the statement
of financial condition in material amounts, the
reproduction value alternative would not be acceptable to accountants.
LIQUIDATION

The liquidation value of a business is that amount
which would be available should the business, for
whatever reason, be given up. Inasmuch as it
constitutes a "floor value," the liquidation alternative gives management and the shareholders a sense
of the minimum value of the company only. This
method is unacceptable because it would understate
the financial condition.
PRICE -LEVEL

The next alternative, called price -level accounting,
is one whereby the historical costs are restated to
allow for inflation. This method is far superior to
the foregoing alternatives because it undertakes to
account for value in terms of purchasing power, and
it reflects changes in the purchasing power of the
dollar as a function of time.
APPRAISAL

The last major alternative —so- called appraisal
accounting— attempts to value an asset, or class of
assets, at their fair market value. This method
attempts to allow for specific price -level changes.
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The terms "fair," "current," "real," and "appraisal,"
when attached to "market" or "market value," all
have the same general meaning. Similar to general
price -level restatement, this concept is, nonetheless,
superior to the first four alternatives in that it would
compensate for a multitude of valuation factors.
In addition to these five "major" alternatives,
there is a theory that has received attention in the
academic world. This theory explains that each individual asset should be valued at its future service
value potential which is the money equivalent of its
service potential.
In my case, it can be said that no one valuation
method is "best" for every situation. It is, however,
readily apparent that a method which compensates
for changing prices is superior to methods that do
not. Therefore, general price -level accounting and
fair -value accounting are conceptually superior
methods.
Changing from historical cost to fair -value accounting does not change the net gains or losses
reported in the income statements, but it does
change the period in which such gains or losses are
reported. According to generally accepted accounting principles, gains and losses are recognized when
there is an actual sales transaction. But under fair value accounting methods, gains are reported when
prices rise, and losses are reported when prices fall.

"Accountants
can no longer
be safe in
ignoring fair
values."

Questions of Liability
The turmoil within the accounting ranks is
further complicated by legal implications of less
than full disclosure and professional liability. In
today's world of many hazards it would seem that
every stockholder or investor is a potential plaintiff
just waiting to find a financial statement judged
slightly misleading.
In years past, accountants could safely ignore
fair -value disclosure principles. With the blessings
of the AICPA, the profession felt secure in the
safety of historical costs. Many highly publicized
recent events, however, have shifted the legal
climate, and as a result, the accounting profession
finds the future uncertain and hazardous.
Accountants can no longer be safe in ignoring
fair values. (As far back as the Securities Exchange
Act of 1934, rule 106 -5 made it unlawful to make
any untrue statement of a material fact necessary in
order to make the statements not misleading.)
Aside from all the business and accounting reasons
in support of fair -value accounting, there is a legal
one: Accountants will gravitate toward more disclosure of current data to escape liability. Unfortunately, this is a double -edged sword. The problem
is not solved simply by going to current value accounting techniques. There is another set of legal
problems to be encountered in the field of fair value accounting.
For example, the more information accountants
disclose in the financial statement, the more they
will have to disclose. Until some hard rules come
down via court decisions or new pronouncements,
the accountant will be faced with the perilous task
26

"... account-

ants should
be able to
present dual
statements."

of trying to present financial statements to
heterogeneous group of users, any one of them
potential plaintiff.5
Conclusion
Increasing numbers of people, for various reasons,
need and want an understandable means of evaluating various assets and securities. Historical cost based financial statements are not proving to be
the tool of evaluation these users need.
The accounting profession should, therefore,
consider endorsing the disclosure of fair -value data,
either in the form of general price -level changes,
specific price -level changes, or some combination of
the two, in the financial statements. (Historical cost
' Howard J. Trienens "Legal As
is of Fair -Value Accounting,"
CPA Journal, May 1 §73, pp. 369 -373.

should —and indeed must —be retained as a comparison for the user who wants to see the economic
differences between historical cost and fair value.)
The accounting profession should further train its
members in the art of appraisal techniques, so that
they might render an opinion on the fairness of the
"fair- value" reports.
The logical conclusion is that accountants should
be able to present dual statements. The first statement would conform to generally accepted accounting principles, as we now know them, and accordingly would have an opinion expressed upon them
in the traditional manner. The second statement
would have the historical cost data from the first
statement restated to reflect fair value. Ideally, the
second financial statement would also have an
opinion expressed upon it.

THE HISTORY OF ST ANDARD NO. 409
Continued from page 23

A Department of Defense Survey
We have in this connection learned that the
Department of Defense has surveyed 92 defense
contractors, including large, medium and small
firms, to determine the quality of their records of
their fixed assets. Of that number, all 92 have records showing the acquisition dates of their assets,
91 have records showing the acquisition costs of
those assets, and 82 have records showing the disposition date of those assets. The survey concluded
that all of the 92 contractors have records which are
either adequate to determine the service lives of
assets or which are available for that purpose but
required analysis to determine such lives. All of the
92 companies surveyed were found to have records
adequate to be used as a base line for estimating
the service lives of future acquisitions.
All of these companies and other defense contractors will have until some time in 1978 in
which to develop the necessary estimates. The
Board's belief that the record- keeping requirements
of the Standard are not unusual and do not in fact
require the huge majority of defense contractors to
establish and maintain records which they do not
already maintain appears to have been wholly justified.
I have taken some time to explain the way in
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which the Board researched the entire subject of
depreciation before promulgating Standard No. 409.
My purpose was to provide to you an understanding
of the way in which the Board seeks to cant' out
its statutory responsibilities of promulgating this
and all other Cost Accounting Standards to achieve
greater uniformity and consistency in the cost accounting practices used by defense contractors and
subcontractors.
The Board's research, development, testing, consideration, and reconsideration of proposals have
been exhaustive, have been conducted objectively by
skilled professional staff, and have resulted in Cost
Accounting Standards which we believe are most
likely to satisfy the requirements which the Con.
gress through Public Law 91 -379 has placed upon
the Board.

Conclusion
Having entered a strong defense of the Board's
action, let me hasten to add that we will proceed
with an open mind and, should experience indicate
the desirability of a modification of the Standard,
you can be assured that we will make the appropriate changes. This principle applies to all of the
Standards issued by the Board, and for this reason
we have agreed that we need to systematically assess
from time to time how these Standards are working
out. We do this on a continuing basis.
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ACCOUNTING AND
THE OTHER WORLD
I sadly suspect that we cannot be held blameless
for having become cold- blooded, conniving calculating
machines in the eyes of the public.
By Pamela J. Frizelle
I was sitting in a strange class last quarter watching
a guy in a velvet robe parading around, brandishing
a sword, intermittently gazing into a crystal ball,
and putting us through a battery of other "mind blowing" experiences. Suddenly he stopped, and,
smirking at the class, asked, "Can you imagine an
accountant in this class ?" Amid the chuckles, I
stifled a terrible compulsion to shove my Fund
Accounting Theory and Practice stealthily under my
desk (no small feat, considering the size of the
book). Instead, I scrunched down farther in my
seat, and hoped no one would notice me.

She made the assumption that an accounting major
must be there totally by mistake, and should thus
be the first to go.
In philosophy, the teacher merely snickered when
I proclaimed my major. Presumably, there is something about an accountant's makeup which is incompatible with intellectual curiosity involving the
humanities.

The class was entitled "Supernatural Phenomena," and I was there for two reasons: I needed six
credits of electives, and thought the class would be
a nice, light, and easy contrast to my usual bill of
academic fare, and I didn't think the exposure could
hurt me. Spurred by such considerations in the
past, I've made it a practice throughout my college
career to take classes outside the business school,
ending up in classes like the one just mentioned
(which boggles my mind and leaves me feeling
"funny ") or philosophy (which boggles my mind
and works me to death) or literature classes (which
simply work me to death) .

Fie on Accountants!
This attitude is not limited to liberal arts classrooms. One of my best friends continually berates
me for my choice of profession, with the dismal
prediction that dollars will fully live up to their
reputation as being the "root of all evil" and I will
become so mesmerized by them that I will most
certainly become evil incarnate. When I am introduced to people as being "an accountant," two
reactions are common —they either change the
subject, or else they light into me with a zealous
attack on the "corporate fat cats" who have picked
the pockets of the innocent public with the help of
traitors like me. Joe Public more often than not sees
us accountants as beady -eyed, conniving shysters,
perched upon our stools (enter the green eyeshaded
bookkeepers) or rubbing our hands with glee
while we watch computers pouring out all manner
of terrible information with dire consequences to
him (enter the mad scientist).

You're a "What "?

Conniving and Calculating

And what do I get for my labors? Nasty cracks
from teachers and classmates about accountants,
and how we are not likely to make it through the
quarter! Even though, for example, I was among
the first to register for a class in Applied Literary
Criticism last spring, I had to justify publicly my
reasons for being there when the teacher decided
she wished to prune the class of 27 down to 25.

Why do you suppose we are stereotyped in this
manner? Could it be that there is a grain of truth
to these terrible indictments? Have we become so
enslaved to our accounts, worksheets, and financial
statements that we have lost sight of the human
aspects of existence?
I sadly suspect that we cannot be held blameless
for having become cold - blooded, conniving cal-

Accruals to Occult
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accounting is
the inevitable
link between
business and
the public it
must serve."

culating machines in the eyes of the public. We
have focused on the recording, reporting, and attest
functions of our work, and have lost sight of the
ultimate purpose of our labors: to serve humanity.
Accounting? Serve Humanity?
A careful analysis
reveal that the true function of business is to take scarce resources and add
factors of production (including human labor) in
the most efficient manner possible so as to maximize their utility ( "benefits," "satisfaction ") for
as many human beings as is possible. Accounting
serves not only to record historical facts, but to aid
decision - making in attaining this maximum efficiency. Thus, it is easv to see that the end product
of the accounting function should coincide with
that of business— service to humanity.
Quite a few people, however, believe it is the
tunnel - visioned purpose of accounting to serve
special interests at the expense of the public. Because, in fact, it has tended to do this, current accounting theory has fallen short; its objectives have
not been comprehensive enough to meet the wide
range of situations and human requirements upon
which business hinges.
Instead, it has too often coincided with that of
special interest groups —to produce short -term
profit. The objective has often been to manipulate
the facts so as to show maximum earnings -per -share
for stockholders rather than to assess company
efficiency accurately in the processing of resources
and the resultant benefits to humanity.
Confronted with the apparent discrepancies between purpose and practice, the public becomes
cynical and distrustful of both management and the
accounting profession —and rightly so. And all our
attempts at disclosure do little to redeem us.
will

"Social

A Measure of Efficiency
It is often argued that the true function of business is to make a profit, and nothing else. In the
long run, of course, profits do theoretically measure
the efficiency with which a company operates in a
free market system. Those which are inefficient will
price themselves right out of the market. This
theory, however, begs the question: What is the
true measure of efficiency?
Historically, we have measured the cost of doing
business in terms of direct materials and labor, and
overhead, based on actual dollars expended in the
production of goods and services. In turn, we have
geared pricing policies to the recovery of these costs,
with an additional margin for profit. Thus, it is
easy to see that we base profits entirely upon dollars
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simply because we can enumerate them. But when
we measure a company's efficiency in the allocation
of scarce resources so as to maximize the well -being
of the public in general, it is hardly likely that we
can tie all costs and benefits directly to dollar expenditures and revenues. When we begin to realize
the implications of the opportunity costs, for example, (both to the company and to the public)
inherent in every business decision, it is readily
apparent that our present financial statements are
convenient to say the most, and inadequate to say
the least.
A Question of Survival
Those who advocate that businessmen exhibit
blatant disregard for the needs and social demands
of the consuming and laboring public, fail to
realize that no business operates in a vacuum. It is
not only a question of morality, but a question of
survival. Although traditionally long- suffering, an
incensed public can spell disaster for a firm.
Social accounting is the inevitable link between
business and the public it must serve. And nowhere
are we more flatly confronted with our own humanitarian deficiencies than when we ask ourselves
whether or not we accountants are the ones who
can perform social accounting responsibilities. Our
professional training has not equipped us with
means for measuring the quality of life. If we look
for other likely practitioners, we find them even
more limited than we are — statisticians, mathematicians, sociologists, psychologists, and economists
all seem to be even more specialized, and thus less
prepared for the sheer magnitude of problems confronting us.
It is obvious our current techniques are ill- suited
to these demands. Thus, we must begin with a
careful analysis and redefinition of the problem,
shifting our emphasis away from GNP and continued profits at all cost, and toward qualitative
evaluations of the benefits derived from corresponding costs. In short, toward social accounting.
And to be a social accountant, one must have a
broad background in the liberal arts, as well as in
the technical disciplines.
Conclusion
We can laugh at the man in the velvet robe now.
But we must remember, he is also laughing at us.
And until we stop laughing at each other, we will
not break down the stereotyped images and begin
to communicate. That "other world" is as real as
ours. It is our continuing challenge to progress
toward bridging the gap.
Cl
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MANPOWER
DEVELOPMENT
The system is built around a Career Development
Plan for the individual staff member and is
designed to meet his own career educational needs
and the skill requirements of the organization.

By John E. Dittrich and Donald S. Shannon
A common first step in manpower development is
the determination of the current capabilities of the
accounting staff. The second step is for management to forecast manpower requirements given
certain departmental goals. The third step involves
the coordination and scheduling of the training
effort in such a way as to attempt to minimize cost.
The fourth step is an evaluation process and should
be coordinated with the training effort. And finally,
the fifth step requires that some attention be given
to the interests of the individual.
The Staffing Process
Staffing is sometimes similar to chemical refining
in that the staff progresses through stages of refinement and development. At each level, or stage,
some number of employees leave, some number
are promoted, some enter each level from outside,
and the remainder stay at the same level into the
succeeding period. A model of this process can be
seen schematically in Exhibit 1. The model provides
a framework for addressing all of the problem areas
mentioned, and is comprised of five sections:
1. A current inventory of knowledge or skills of
the staff
2. Gains brought about by recruitment
3. Changes due to development and training
4. Losses due to terminations
5. Estimates of a future skills inventory
As the model indicates, staffing is a dynamic process.
The five parts of the model are highly interrelated.
If it is viewed only in the terms of its component
parts, one tends to see but a fragment of the entire
process. By adopting a total systems view, which
involves interrelating the necessary subsections, we
can obtain a better managerial perspective. That
MANAGEMENT ACCOUNTING/OCTOBER 1975

system, which we will describe here, is the integrated manpower resources system.

The Integrated Manpower Resources System
The integrated manpower resources system begins
with the "Career Development Plan." This is the
first element and serves as a detailed subsidiary inventory ledger for describing the skill development
of each individual on the current staff. The planned
and completed training of each person is listed on
his own Career Development Plan or CDP sheet
( see Exhibit 2) .
The construction of the CDP sheet is broken
down into two parts —Work Activities (WA) and
Development Assignments (DA). The activities
and assignments shown for the Accountant I level
in Exhibit 2 were abstracted from typical assignments given to an "Accountant I," according to the
Bureau of Labor Statistics National Pay Surveys.,
These specific activities and assignments may or may
not be used by any one firm. The format, however,
should be generally applicable.
The Career Development Plan is normally set
up for an employee in the first or second stage
of his employment. In the lowest level job categories, developmental activities are probably similar
for most firms, and the time spent at those levels
will not vary significantly from person to person. At
the higher levels, however, more complex work
assignments and training elements may be involved,
and tenure may vary significantly depending upon
individual rates of progress. For many staff members
at higher levels, the subject matter covered in the
NAA Certificate in Management Accounting program can serve as an excellent framework for development. Supervisors arranging development pro-
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grams should note that technical as well as
conceptual skills change as persons progress through
various stages in their careers. Technical skills are
more important in lower level positions, while
conceptual skills are more extensively needed at
t
higher level positions.
As each staff member enters a particular stage,
a supervisor should estimate the tenure of that
D. S. SHANNON person at the new stage. The standard estimate of
time to be spent at each stage is based on the
is an Associate
average
experience of others. The standard is then
Professor of Business
Administration at the adjusted to reflect either faster or slower rates
University of of learning. The system can thus accommodate both
Kentucky. He holds the "fast track" staff member and the "late
a B.A. degree from bloomer" who may show his potential only after
Duke University, an
M.B.A. degree from extensive development.
The only items listed on the Career Development
the University of
Chicago, and a Ph.D. Plan sheet are those which are needed for employee
degree from the development. Routine work activity is normally not
University of North
Carolina. recorded. As each element in an individual's plan
is completed, a notation is made on his record by
the supervisor or by the training administrator.
In some departments, the employee may be asked to
maintain his own record and to have the record
available for review.2
During periodic performance reviews, the record
serves as an aid for coaching and counseling by
the supervisor. The record focuses the attention
of the individual and his superior on specific development toward an objective, such as earning
a CMA Certificate. Additional training or experience can also be suggested by the supervisor. The
Plan sheet, therefore, serves as the basic plan for
individual development, and as a summary record of
accomplishment as well as a supervisory too].
The Training Needs Report
The Training Needs Report, Exhibit 3, is the
second major element in the integrated manpower
resources system and it is designed to help in
administering the system. This report is developed
by compiling the Career Development Plan sheets
of all the professionals employed by the firm. This
compilation indicates the number of people involved
and the approximate timing of the training needed.
Exhibit 1
THE STAFFING PROCESS
Current
staff
inventory

Gains from
recruitment

Promotions
through internal
t r i m n q and dev.

Losses

dueto

termination

Future
staff
inventory

Trainee

Trainee

Accountant

Accountant

Accountant 11

M

Accountant 11
Accountant III
Acc ountantlV

The report shown in Exhibit 3 indicates training
needs of the staff during the next two six -month
training periods. Training for some members of the
staff will, however, carry over beyond the second
period. This will result because the training and
development of each individual is paced to his
own needs and ability. Carry -over may also be
caused by a lack of training resources or may result
from competing demands for staff time. In either
case the Training Needs Report serves as a control
measure for management's assessment of training
administration and accomplishment. Also, from
time to time, management may feel it important to
promote an individual to the next higher level before the completion of all elements in his program.
For that reason, provision is made for additional
training, and when necessary, an appropriate priority
should be set to assure completion as quickly as
possible.
The Training Needs Report is prepared in terms
of units of training needed. The number of staff
members already trained is listed in column 2.
The Work Activity section of the report indicates
units of Work Activities needed. When this report
is compiled, the supervisor has summary data which
help in making work assignments that accommodate
development as well as meet departmental needs
and goals. For example, if two persons on the current staff need training element DA 5 between 1/1
and 6,/30, then the 2 units are circled as noted in
column 3 for Development Activity (DA) 5.
The Development Assignment section of the report is of prime concern to the person who schedules
off -job development assignments. The training
administrator can more easily group together training activities and can program them for times of the
year when departmental demands are less urgent.
Thus, the Training Needs Report is a general ledger
and a control document. Data on needed training
are taken from the detailed ledger, the Career
Development Plan sheets, and are summarized for
use in systematic planning of low cost on -job and
off -job training.
The Resources Library
The experience and type of skill training necessary for the staff at each stage of development
can usually be determined by members of the firm,
but some difficulty may be presented in deciding
on the form of training that should be used.
Faculty members from nearby colleges and knowledgable individuals within the firm can also make
valuable contributions to the program. The program
might include: seminars and lectures held away from
the firm, such as NAA's Continuing Education
Program, programmed instruction or cassette course
work, library reading and study assignments, individual research assignments, and seminars and
lectures conducted by members of one's own organization. Indeed, the preparation for teaching is in
itself an excellent development activity for more
' Control of the CDP sheet by the staff member may well be of
help in improving performance by providing him with the
opportunity to influence his own training.
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"The Training
Needs Report

Exhibit 2
CAREER DEVELOPMENT PLAN

is prepared in
terms of units
of training
needed."

Na m .

Level:

Estimated promotion date

Accountant I

Actual promotion date —

Date assigned

Work activities
Sat.
compl.•
Activity
WA 1
WA 2
WA 3
WA 4
WA 5

Activity
WA 6
WA 7
WA 8
WA 9
WA 10

W

Check accuracy of financial reports
Reconcile reports to data
Compute standard ratios
Prepare simple statements
Assist in preparing projections

Sat.
comp).•
(/ )

Development assignments
Assignment
DA 1
Detailed study of Policy Manual
DA 2
NAA Flexible Budgeting and Performance Reporting
Courses
DA 3
NAA Data Processing Course
DA 4
DA 5
1 1 0 0 Dale Carnegie Course
0 1• • •

Need
before

Target start

Actual
compl. date*

• Attach details of assignments and supervisor's comments for each WA and DA checked as complete.
• • 1 Assignments are recommended for an individual employee.
• • • 0 Assignments are requested by employees and must be approved by management.

Exhibit 3
TRAINING NEEDS REPORT FOR LEVEL I ACCOUNTANT

Number needing work experience or development

Work
activity
WA

New
staff

Current
staff

New
staff

Remedial
training:
other
levels
1

7/1 to 12/30

1/1 to 6/30

Number
currently
trained

Current
staff

4

0

1

0

1

Total
training
needed
this yr.
3

4

0

1

0

1

2

WA

3

0

1

0

1

2

WA

4

0

1

0

1

2

WA

3

1

1

0

1

3

WA

3

1

1

0

1

1
2

WA

1

4

Development assignment
DA

2

1

1

1

1

DA

3

1

1

0

1

DA

4

0

1

0

1

1

DA4

2

1

1

1

1

2

DA

1

2

1

1

1

1

1

0

1

6
3
3
6
5

Staffing estimates: Level I
(From manpower forecast)
Estimated
new staff

4

1

+

Current
number
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Estimated
promotions
to Acct I
+4

Estimated
promotions
to Acct I I
—3

Estimated
terminations

—2

Estimated
staff
1/1/75
4
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"This forecast
... does not
differentiate

Exhibit 4
MANPOWER RESOURCE PROGRAM FORECAST

between tax
accountants,
auditors,
or cost
accounting
personnel."

O
C
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Job Level
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i
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c
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Trainee

3

3

0

4

1

1

2

0

2

0

1

Accountant 1

4

1

4

3

2

4

0

2

2

1

3

Accountant II

3

1

3

1

1

5

0

2

1

1

5

Accountant III

2

0

1

0

0

3

0

1

1

0

3

4

0

D

1

0

0

5

16

5

2

17

Accountant IV
Total

1

0

0

4

0

4

17

2

Notes: 1. Promotion timing is based on individual CDP sheets. For new staff promotion timing is
based on a "standard" progression such as: 6 weeks to Accountant I, 24 months more to
Accountant 11, 30 months to Accountant III, and 42 months to Accountant IV.
2.

Termination rate based on historical experience and adjusted.

experienced staff members as is the experience of
conducting lectures and seminars.
From all sources of training materials, the
supervisor should select a limited number of alternative resource choices which can be used to address each particular training need. Alternatives
might range from classroom training at a nearby
university for a large group of students to programmed instruction more suitable to individual
instruction. When an approved library of resource
choices has been assembled, the administrator, using
the Training Needs Report, can identify current
and short -range future training needs and can make
preplanned development decisions that meet quality,
cost, and time requirements.
The Manpower Resources Forecast
The Manpower Resources Forecast, the last element in the integrated manpower resources system,
relates to all sections of Exhibit 1. It can be used
by management to assess current and potential
manpower needs and to test alternative approaches
toward meeting those needs. The forecast is based
on the goals and expectations of growth in the firm,
and on data contained in the Career Development
Plan sheets for all staff members. Conceptually, the
forecast is not unlike a set of pro -forma statements
of income, expense, assets and liabilities. In this
case, manpower is the unit of measure instead of
dollar values.
Each Career Development Plan sheet contains
estimates of the tenure of each professional at each
stage of his development, When compiled, these
data indicate the composition of the staff at several
points in time. Turnover experience or survey
statistics should provide fairly accurate estimates of
future losses for each group of employees. Separation and promotion data can then be combined
with estimates of future hiring rates to develop
the Manpower Resources Forecast shown in Ex-
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hibit 4. As can be seen in this forecast, persons are
added to staff, promoted, or separated from all
classifications. In the example shown, we can see
the composition of this department's staff shift
rather decidedly toward more experienced and
higher caliber positions during the two-year period
covered. This forecast, however, does not differentiate between tax accountants, auditors, or cost
accounting personnel. For larger organizations, this
refinement can, of course, be easily made by developing additional separate schedules for each area of
specialty.
The Manpower Resources Forecast is an aid to
more sophisticated planning and serves to alert
management to potential trouble spots. It can be
used as a small simulator to demonstrate, pro-forma,
the effects of contemplated changes in adding to
staff at Accountant I, Accountant II or Accountant
III level, as well as the longer -term effect of
changes in termination rates. Adjustments in any
of these factors can be tested by simulation and
can indicate an optimum mix of staff addition and
development activity that will help to meet the
long -term manpower needs of the organization in a
well- considered and carefully managed fashion.
Conclusion
The system described involves straightforward
manual report preparation and compilation, and
can be easily administered by supervisors or by
professional personnel specialists. The system is
built around a Career Development Plan for the
individual staff member and is designed to meet his
own career educational needs and the skill requirements of the organization. While important management judgments are used in developing program
content and in determining progression rates, the
individual can assess his own progress and request
training that he considers important in his own
career.
❑
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BOOKKEEPING FOR
A SMALL BUSINESS
While the double -entry bookkeeping system does handle the
task for all sizes of businesses, it is by no means a requirement of
an adequate financial system. Some very valid reasons may exist,
in fact, for not using it.

By Alison L. Drews
From the introductory accounting course on, accountants are trained to think in terms of double entry bookkeeping as the foundation of the record keeping process upon which accounting theory and
practice rely. In fact, from the time each accountant
masters the initially confusing subject of debits and
credits, the double -entry system becomes so ingrained within him that it is almost impossible to
think about or function within a system that does
not employ double -entry bookkeeping. And yet
thousands of small businesses operate very successfully with minimal records that come nowhere close
to approximating a double -entry system.
From time to time, for a variety of reasons, these
businesses require some outside accounting aid.
Perhaps a government agency has imposed new
requirements which the owner does not understand,
or the business has grown in size to the point where
old methods no longer work, or a change in ownership or the form of ownership is contemplated. And
so an accountant is called in to provide guidance
and assistance in setting up a new accounting system. The question, of course, becomes: "Does the
new system have to be a double -entry bookkeeping
system?' And if not, "Then just what type of
system can be designed so that the accountant himself will feel comfortable, since he will be sacrificing
so many of the built -in benefits and safeguards of a
double -entry system ?"

Financial Systems Theory Applies to All
First, it should be emphasized that financial systems theory applies equally to small businesses as
well as to large ones. Such principles of design as
reasonable cost, provisions for data accumulation,
data processing, report preparation, audit trails, controls to insure reliability, and consideration of
organization structure and human factors are relevant to all businesses. This is true because the purMANAGEMENT ACCOUNT ING/OCT08ER 1975

poses for which financial systems are designed do
not vary with the size of the business. All businesses
require internal information for management, external information for management to report to
outsiders, and a system which provides measurement and control as well as information.
The differences in systems employed for small
businesses as opposed to large businesses exist only
in the manner and extent to which these principles
or purposes are applied. While the double -entry
bookkeeping system does handle the task for all
sizes of businesses, it is by no means a requirement
of an adequate financial system. Sonic very valid
reasons may exist, in fact, for not using it.
One reason why a formal double -entry system
may not be desirable could be that the owner of the
business does not need or want it. Since he most
often is involved personally in every facet of the
business, his formal information needs are minimal.
Most of the information that is needed is required
not by him but by some governmental agency and
can be obtained without a more formal system.
A second reason for not setting up a double -entry
system can be justified by the fact that the owner
maintains his own records and is not trained in
bookkeeping or accounting. Imposing a double entry system upon him would require that he obtain
such training or hire someone to do his bookkeeping
for him. The latter option will definitely increase
costs but it is equally likely that even where the
business already employs or contracts for a bookkeeper, additional costs will arise from installing the
more formal, complex and comprehensive double entry system. In most small businesses, the extra
cost simply cannot be justified in terms of additional benefits derived.
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Case History
A good starting point in a systems design for a
small business is to identify the characteristics of
the business. In this case, the business was a small
33

"A simple cash
disbursements
form was
created."
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service firm operating in a small town for about 40
years. The firm employed less than a dozen full time employees who were not unionized, and it
utilized equipment and supplies to a great enough
extent to require some minimal asset (including
inventory) records. Most of the revenue was received from a few large customers who remitted
payments by check after being billed, rather than
paying cash.
Since the owner had operated the business for
40 years at a good profit, there was almost no need
for him to be concerned that his system could not
provide information on cash flows, working capital
requirements, or requirements for additional owner
investments. The owner simply did not understand
or need such information. The business provided a
satisfactory profit for him and he had no desire to
improve his position.
The business had always been operated as a sole
proprietorship, but recently the owner had converted it to the corporate form in order to facilitate
the continuity of the business upon his retirement
or death. It was contemplated that one of his employees, through periodic stock purchases, would
eventually take over ownership and control. Thus
not only would the revised system need to handle
the more stringent reporting requirements for a
corporation but would need to provide more reliable
data than in the past to account for changes in the
composition of owner's equity.
Very little formal data or information was required by the owner on a day - today basis to manage
or control the business. All cash received or paid
out was handled by the owner, all jobs were costestimated for pricing as well as scheduled and
supervised by him, and he performed the primary
record - keeping (cash collections and deposits, check
payments, payroll, customer billing and purchasing). Quarterly tax and payroll forms as well as
annual statements and tax returns were prepared
by an accountant from such data as were available.
Since the owner's informational needs were minimal, and because he requested that as few changes
as possible be made from the way he had been doing
things, the most logical starting point for the accountant was the records that were needed to comply with existing federal income tax laws, payroll
laws, and various state requirements relating to sales
and inventory taxes.
In relation to the federal income tax laws, the
critical factor was to establish an accounting method
which clearly reflected income whether it was in the
form of cash or an accrual. However, since there
were elements of purchasing, production, and sales
of merchandise involved in the service that the
company provided, inventories were also a factor in
reflecting income. Therefore, the accrual method
had to be used for recording most purchases and
sales, which, of course, necessitated the computation
of accounts receivable and accounts payable at year's
end. This could be done with some simple year -end
conversions and reconciliations which permitted the
continued use of the basic cash receipts and disbursements system the owner was accustomed to.

With the new system, all sales for any job completed during the previous month (with the exception of a few minor cash sales) were billed monthly.
Two copies of the invoice were prepared, one of
which was for the customer. The second one was
bound with other invoices for that month. This
provided a monthly accrued sales figure for income
tax purposes and it formed the documentation
needed for state sales tax computations as well.
Cash sales were recorded either on individually pre numbered receipts, or were recorded in a dated log
book, depending on which the owner found easier
to maintain.
Whenever cash payments were received, the customer's name and invoice number (s) paid were
recorded on the deposit slip and the company's
copy of the invoice was stamped "paid." Thus, by
simply listing the sales invoices that were not
stamped "paid," an accurate accounts receivable
figure could be obtained at year's end. Since there
were a negligible number of uncollected accounts,
all receivables were collected by the following year's
end.
Money received from cash sales, when deposited,
was to be identified on the deposit slip by a reference to the cash sales receipt or log book number.
Cash deposits of money from other sources were
also to be supported by some form of documentation, such as a record of stock issued for additional
owner investments or a note payable for money
borrowed. A reference to such documentation was
to be made on the deposit slip. In this way, cash
receipts could be reconciled to accrual sales as a
control feature of the system.
Although he maintained only one checking account, the owner used two distinctly different types
of checks. One type was for the payroll and related
payroll tax payments, and the other type was for all
other payments. A simple cash disbursements form
was created which listed by check number each
payee, the amount, and the date paid. To avoid a
year -end computation for accounts payable and the
need to compute year -end accrued purchases, the
owner suggested the timing of year -end purchases
such that purchases under the accrual method would
not differ from purchases under the cash method.
Since there was no seasonal factor involved, this
seemed to be a reasonable step.
Weekly payrolls, which at the suggestion of the
accountant were changed to bi- weekly (to save the
owner some time in record - keeping), were computed from time sheets submitted by each employee. The payroll checks and related stabs contained all the relevant payroll data on straight -time
earnings, overtime earnings, deductions (including
FICA and federal income tax withheld), net pay,
and cumulative data. While additional time and
work was required of the accountant, perfectly adequate quarterly payroll reports could be prepared
from these records. In the past, the accountant had
prepared earnings records from the payroll check
stubs on a quarterly basis; however, this practice
often led to overwithholding of FICA taxes and
Continued on page 40
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LIFO: TO SWITCH
OR NOT TO SWITCH?
With the rate of return data, it is possible to determine
approximately how many years will have to elapse before
total reported assets using LIFO will equal or exceed total
reported assets using FIFO.

By James B. Edwards and Dean E. Graber
During this period of runaway inflation, tight
monev, and high interest rates, more and more
firms are considering the relative merits of alternative inventory pricing methods. This means essentially that these firms are asking themselves the
question: "Should we switch to LIFO, or not ?"
For manv firms recently the answer has been, "Yes!
Switch.
The primary effects of a change to LIFO in a
period of rising prices, tight money, and high interest rates are:
A reduction in reported earnings, working capital, and stockholders' equity; and
A reduction in income and property taxes, thereby increasing cash flow and decreasing the need
to borrow funds.
In order to evaluate adequately the effects of
a switch to LIFO, management needs to understand
both the advantages and disadvantages of switching,
and also, to know when the circumstances warrant
and permit such a switch. The adoption of LIFO
does not automatically guarantee unilateral benefits.
Understanding Inventory Practices
In the average company, inventories are usually
the largest single current asset. On many balance
sheets, inventories comprise from 30 to 60 percent
of all current assets. With such a significant portion
of working capital tied up in inventory, one might
safely assume that extensive management study has
been focused on inventory policies and the related
effects of practices used in accounting for these
assets. But all too often, management studies (and
understanding) have not spread as widely as is warranted by their importance.
Some managers see in inventories only the products (or the basic materials out of which products
are fashioned) held for sale to customers. These
MANAGEMENT ACCOUNTING /OCTOBER 1975

managers may fail to see that behind an inventory
is a quantity of money that earns no interest, that
the inventory also costs money to acquire, record,
store, insure, and have available at the right time
and the right place.
Twenty or more years ago, when monev was
cheap, there was not much incentive for management to pav close attention to such matters as
accounting policies and procedures. Now, management must be sensitive to anything which affects
the:
Amount and trend of internal cash flows,
Aggregate lines of credit and the degree of line
usage,
Attractiveness to investors of the firm's commercial paper, long -term bonds, and common
equity, and
Overall effectiveness of management.
Inventory Valuation
Inventory affects both the balance sheet and income statement. This mutual effect results because
inventory is a deferral of incurred costs to future
periods. All deferrals consist of a change in a real
account (balance sheet account) and a change in
a nominal account (income statement account),
and thus affects both the balance sheet and income
statement. The importance of this reciprocal effect
lies in its possible measurement variation due to
the users of different inventory pricing methods,
e.g., FIFO, LIFO, etc.
The dual purpose of inventory valuation accounting is to determine the amount to be reported as an
asset on the balance sheet, and to obtain a proper
income determination. Modern accounting emphasizes the inventory pricing method which will more
clearly reflect current income, rather than an up -todate balance sheet value. That is, if there is any
conflict as to which financial statement shall show
the most favorable inventory valuation, the income
statement will prevail.
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Many factors should be considered in the choice
of an inventory valuation method. Some of these
factors are:
1. Nature of the business
2. Nature of the goods
3. Turnover rates
4. Relative size and value of items
Style and fashion
D. E. GRABER 5. Production processes
6.
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It is obvious that the nature of the goods, which
in turn depends upon the nature of the business, is
a major consideration in the choice of an inventory
pricing method. Also, accounting measurements are
often different due to differing assumptions by different accountants. Different solutions to the measurement problems and the underlying viewpoints,
therefore, lead to varying inventory valuation methods. Inventory valuation methods also vary because
of the differences in attempts to match efforts and
accomplishments. The most objective and practical approach to inventory valuation, however, is
cost. This approach interprets inventory as a pool of
costs, or sacrifice, applicable to future revenues, and
hence to be excluded from current charges against
sales.

The Ideal Method
Specific identification is considered by some accountants to be the "ideal" inventory cost assignment method because the actual costs of unsold
units are included in the inventory valuation. Since
the "ideal' is not always possible or practical, it
seems appropriate to discuss certain general observations before discussing acceptable departures from
the "ideal." To begin with, inventory value is a
function of two variables: (1) the number of units,
and (2) the price per unit. Also, the number of
units is determined by one of two types of systems:
(1) periodic counting, or (2) perpetual counting.
Under the periodic system, inventory is physically
counted at regular intervals, and then priced and
extended. Alternatively, the perpetual inventory
system usually keeps a running total of the units
on hand and their associated costs, by recording all
increases and decreases as they occur.
It is important to note that the perpetual inventory system does not always produce the same results as the periodic inventory system, even when
the same cost flow assumption is used. For example,
in periods of rising prices a perpetual system will
36

yield a larger ending inventory dollar amount under
LIFO than will the periodic system. Whereas, under FIFO the dollar amount will be the same, regardless of whether the perpetual or periodic meth od is used.

Departures from the Ideal
FIRST -IN, FIRST -OUT (FIFO)

With the FIFO method, the earliest goods
purchased are assumed to be used first; the latest
goods purchased are assumed to be on hand at the
end of the accounting period. The ending inventory
is thus made up of more recent purchases and has
a more current value. In a period of rising prices,
the cost of goods sold is made up of the earlier,
lower - priced goods resulting in larger net earnings.
Advantages of FIFO:
1. FIFO approximates the actual physical flow of
goods for most firms, thereby approximating
specific identification, the theoretical ideal.
2. FIFO eliminates the possibility of directly manipulating earnings, via the deliberate selection,
expansion, or contraction of quantities.
3. FIFO shows balance sheet values that approximate market values.
4. FIFO produces a lower earnings figure in a period of declining prices.
5. FIFO will approximate replacement or reproduction cost on both financial statements, if inventory turnover is high.
Disadvantages of FIFO:
1. FIFO gives rise to higher income taxes in a
period of rising prices.
2. FIFO does not match current costs with current
revenues, particularly where inventory turnover
is low.
3. FIFO produces fluctuations in the income statement due to price -level changes.
4. FIFO may indicate that funds are available
which are not in harmony with true earnings.
It seems, then, that FIFO would be appropriate
for a firm with small inventories with rapid turnover (as in the case of perishable goods), and
inappropriate for a firm with a large inventory
investment, or one with inventory items subject to
violent price fluctuations.
LAST -IN, FIRST -OUT (LIFO)

With the LIFO method, the earliest goods purchased are assumed to be on hand at the end of the
accounting period; the latest goods purchased are
assumed to have been used immediately. Since the
ending inventory cost is based on invoices related
to the earliest goods available, the cost of goods sold
is based on relatively current costs — resulting in the
matching of current costs against current sales. As
compared to FIFO, the LIFO method usually
results in the reporting of less income when prices
are rising and more income when prices are falling.
Unless price - levels remain stable, LIFO seldom
correlates cost flows with the physical flow of goods.
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Advantages of LIFO:
1. LIFO produces a lower (relative to FIFO) tax
liability due to the lower net income, in periods
of rising price levels.
2. LIFO indicates a more current margin on sales
because of the matching of costs with sales.
3. LIFO allows the reported net income to be
relatively close to distributable net income.
4. LIFO income figures may be more realistic than
those of any other method if specific price level changes of the goods follow general price level fluctuations.
Disadvantages of LIFO:
1. LIFO may result in an artificial smoothing of
earnings.
2. LIFO relegates the balance sheet to a subordinate role by using old prices in valuation.
3. LIFO allows manipulation of earnings through
expansion or contraction of inventory levels
(earnings may be seriously overstated should a
depletion of basic inventory level occur).
4. LIFO will exaggerate or conceal real gains and
losses, to the extent that specific prices do not
follow general price - levels.
The primary value of the LIFO method is that it
tends to flatten out the curve of earnings in periods
during which prices successively rise and fall.
Whether this results in a more accurate reflection
of income is questionable. It may do so in the case
of merchandising companies which purchase replacements as goods are sold.
Some Examples Involving LIFO
A series of examples can give further insights into
the desirability of the LIFO inventory valuation
method.
EXAMPLE1
Assume a period of rising prices where beginning
inventory consisted of 10,000 items at $10; 20,000
items were purchased during the year at $12; and
10,000 items were on hand at year -end:
LIFO

$100,000
240.000
$340,000

@

@

@

(

@

FIFO
Cost of goods sold:
Beginning inventory
(10,000
$10) $100,000
Purchases
20,000 $12) 240,000
Goods available
$340,000
Less ending inventory
FIFO (10,000
120,000(1)
$12)
LIFO (10,000
$10)
Total
$220,000(3)

100,000(2)
$240,000(4)

Observations:
(1) Balance sheet value approximates current
value.
(2) Balance sheet value is $20,000 less than approximate current value.
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(3) Income statement charge is $20,000 less than
approximate current cost to replace.
(4) Income statement charge approximates current
cost to replace.
The increase of $20,000 in cost of goods sold
using LIFO rather than FIFO can result in a
federal income tax reduction for a corporation of as
much as $9,600; and for an individual, as much as
$14,000. In terms of cash flows, these taxpayers
would be better off by using LIFO rather than
FIFO under these circumstances.
Essentially, these methods rest upon assumptions
concerning the sequence of cost flows; that is, the
method chosen directly affects the transfer of costs
from inventory to expense (cost of goods sold) . As
a result, FIFO leaves the inventory valuation nearer
current replacement costs but tends to match relatively old costs with current revenues (sales).
In contrast, LIFO values the inventory on an old
cost basis but tends to match current revenues with
relatively current costs. Thus, LIFO results in a
measure of net income that correlates more closely
with the increase in assets available for dividend
distributions to owners. Compared to FIFO, LIFO
tends to yield lower inventory measurements during
periods of rising prices (and conversely, higher
inventory figures when prices are falling). Therefore, if prices are rising, LIFO tends to show less
income than FIFO, and as a result, often minimizes
current income taxes.

"...

the LIFO
method ...
tends to flatten
out the curve
of earnings..."

EXAMPLE2
It is interesting to observe the long -term effect of
adopting LIFO. Assume an effective income tax
rate of 50 percent and a corporation that can earn,
after taxes, seven percent on each dollar available to
it. It has an inventory of $100,000 at the date it
adopts LIFO. Inventories will remain constant in
physical terms, but prices will advance a constant
percentage of the price level in the starting year
(i.e., will advance in an arithmetic progression and
not in a geometric progression) . Under these conditions, inventory at the end of the first year is valued
at $110,000 under FIFO but remains at $100,000
under LIFO; at the end of the second ,year the
inventory is valued at $120,000 under FIFO but is
still $100,000 under LIFO; and so forth. After 20
years, the FIFO inventory would have grown to
$300,000, but under LIFO it would still be valued
at $100,000.
It would appear that the total assets of the
corporation would be $200,000 less under LIFO
than under FIFO. However, this is not true. LIFO
would have generated from tax savings a cash flow
of $5,000 per year [$10,000 X (1 — 50 %)], invested at a net of seven percent after taxes and
compounded annually. The sum of these compounded tax savings at the end of 20 years would
amount to $204,975. Therefore, the total reported
assets ($100,000 + $204,975 = $304,975) under
LIFO would be $4,975 greater than the $300,000
under FIFO.
Assuming no decrease in inventory quantities
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Total
Cost
$10,000
10,000
11,000
13,000
14,000
15,000
16,000
$89,000

The opening inventory consisted of 1,000 units
at $9. Sales for the vear will be 6,000 units for
$150,000. Expenses other than cost of goods sold
will be $25,000. If no further purchases are made
the net income would appear as follows:

$

$150,000

$

$

$

@

+

@

@

Sales
Cost of goods sold:
Beginning inventory
(1,000
$9)
9,000
Purchases (per above)
89,000
Available
$98,000
Ending inventory
(1,000
$9
19,000
1,000 $10)
Total
Gross margin
Operating expenses
Net income before income taxes
Income taxes
(1974 Federal income tax rates)
Net income

79,000
71,000
25,000
46,000
15,580
30,420

If a decision was made to purchase 2,000 units
at $17 during the last of December, the net income
would appear as follows:
Sales
Cost of goods sold:
Beginning inventory
(1,000
$9)
Purchases
($89,000 2,000
$17)
Available
Ending inventory
(1,000
$9
1,000 $10

$150,000

9,000

123,000
$132,000
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$

Total
Gross margin
Operating expenses
Net income before income taxes
Income taxes
(1974 Federal income tax rates)
Net income

$

40,000

$

$10

$11)

+

+

@

1,000

@

1,000

@

EXAMPLE3
The use of LIFO also permits management to
influence the measurement of net income by deciding on the timing of purchases. In a year of relatively poor profits, assuming that price levels generally have been rising, management could allow
the year -end inventory to decline to a substantial
extent. This would have the effect of charging into
cost of sales for the current year items carried at
costs incurred at lower price levels of previous
years. On the other hand, if profits appear too

+

@

If these three conditions cannot be anticipated
with reasonable certainty, a LIFO election may not
be a good decision. One should examine the firm's
income and tax posture to determine whether tax
benefits at marginal rates would offset the reduced
income. However, during a period when stock
market quotes fall regardless of earnings, more
firms may make the switch in order to save taxes.

January
April
May
June
August
October
November

$

1. The firm experiences a positive rate of return
(the larger, the better);
2. Inventory levels, in terms of base -year units or
total base -year dollars for the first LIFO years,
will at least remain stable or increase with the
passage of time (invasion of the older, low -cost
layers of inventory through depletion of base -year
quantities will cause higher tax payments in later
years than under FIFO); and
3. The overall costs of such units continue to rise
because of inflation.

Unit
Price
$10
10
11
13
14
15
16

Units
1,000
1,000
1,000
1,000
1,000
1,000
1,000
7,000

@

investment."

high, they can in some LIFO applications be reduced by substantial purchases of inventory just
prior to year -end. Assume the following purchases
of a single item have been made:

+

the rate of
inflation, but
the return on

and /or price levels below the levels attained by the
end of the twentieth year, there is a permanent
realized gain of $204,975 over this 20 -year period.
So in terms of assets available for dividend distributions to owners, the corporation is better off by
$204,975 in using LIFO instead of FIFO.
The key factor is not the rate of inflation but the
return on investment. For a given tax rate and a
given rate of return, we can determine how many
years it will take to equalize total reported assets,
based upon the assumptions as to arithmetic
progressions. The rate of inflation is irrelevant to
the determination of the point at which reported
assets are equalized. This should have interesting
implications to a management considering the adoption of LIFO. As long as it anticipates inflation
rather than deflation and can estimate the company's rate of return, management need not be too
concerned with its ability to forecast the rate of
inflation correctly. With the rate of return data, it
is possible to determine approximately how many
years will have to elapse before total reported assets
using LIFO will equal or exceed total reported assets
using FIFO. At a two percent rate of return, for
instance, it will take about 65 years; at seven percent ( the above illustration), it will take approximately 20 years; and at ten percent, it will take
about 14 years. Of course, we are assuming an
effective income tax rate of 50 percent.
Tax benefits of LIFO over FIFO are the greatest
where three conditions exist:

@

"The key
factor is not

92,000
58,000
25,000
33,000
9,340
23,660
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Note that net income in this example has been
reduced $6,760, or 22.2 percent merely by the decision to purchase an additional 2,000 units before
year -end.

a year -end level of 4,000 units and 1,000 units is
$9,120, which cost the firm $50,000 (2,000 a $17
+ 1,000 @ $16) of working capital.

If management wanted to increase net income
from $30,420, they could allow the inventory at
year -end to run down (probably replacing it a few
days later). Assume that they let year -end inventory
drop down to 1,000 units. This could have been accomplished by omitting the November purchase of
1,000 units at $16. The net income would then
appear as follows:

Permission from the Internal Revenue Service is
not required for adopting LIFO. The final decision
to elect LIFO, however, must be made before annual earnings data are publicly reported or disseminated. Prior issuance of the annual financial statements to the Securities and Exchange Commission,
shareholders, or creditors on a basis other than
LIFO would preclude adoption for that year.
A company has many options with respect to
the items which can be valued on a LIFO basis.
For example, LIFO can be elected for different
product lines, for selected product lines within a
company, for selected raw materials contained in
the products, or for entire business units. Use of a
single -pool, dollar -value LIFO inventory method for
each natural business unit maximizes LIFO advantages, but may involve considerable record- keeping
effort. By selecting the broadest possible pooling arrangement under the dollar -value method, the likelihood of inventory liquidations is minimized by
offsetting increases in some items against decreases
in others.
Upon conversion to LIFO, opening inventory
for the first LIFO year must be stated at cost. Accordingly, any write -downs to market in the opening
inventory must be reversed, with probable prior -year
taxable income generated by such write -down reversals for which the tax is immediately payable.
If these write -downs are significant, it might be desirable to delay adopting LIFO until after the
disposal of such items. In addition, APB Opinion
No. 20 requires, in the year of change, footnote
disclosure of the effect on net income of a change
from FIFO to LIFO.
A change from LIFO may be made only with
the Treasury's permission, with application to be
made within the first 180days of the year of change.
Change may not be permitted for a year when
additional taxable income resulting from the conversion would be offset by expiring net operating
losses.
Loan indenture and other comparable agreements
frequently restrict the amount of retained earnings
available for paying cash dividends and reacquiring
stock, and may also impose other restrictions based
on balance sheet and/or income statement ratios
or formulas. In some cases, these various restrictive
covenants may require modification or waiver before
LIFO can be adopted. Additionally, it is possible
that some local property tax laws prohibit the use of
LIFO.
Management should also consider the impact of
reduced earnings, working capital, and stockholders'
equity on:

(a

$150,000

$

Sales
Cost of goods sold:
Beginning inventory
(1,000
$9)
Purchases

9,000

$
$

$82,000
Available
Ending inventory
9,000
(1,000 (Da $9)
Total
Gross margin
Operating expenses
Net income before income taxes
Income taxes
(1974 Federal income
tax rates)
Net income

$

($89,000 — 1,000 @ $16) 73,000

73,000
77,000
25,000
52,000

18,460
33,540

Note that net income in this example has been increased $3,120, or 10.3 percent, merely by the decision to deplete the level of inventory.
The ability to manipulate net income through
purchasing decisions with the LIFO method does
not reflect good accounting practice. The determination of periodic net income of a business entity
should be the result of economic reality, not managerial whims. Furthermore, a practical pitfall of
income manipulation made possible through the
use of LIFO is the uneconomic decisions it may
encourage.
In the example cited, it was possible to reduce
net income by $6,760 through a year -end purchase
decision. This was achieved only through doubling
the quantity of inventory on hand at year -end.
Since beginning inventory was only 1,000 units,
this artificially high ending inventory level (4,000
units) represents a quadrupling of what could be
considered a normal inventory level. Additionally,
consideration should be given to the higher property
taxes, warehousing costs, insurance, and imputed
interest associated with the higher inventory investment. When management returns to the previous inventory level ( 2,000 units) they will pay
the income taxes ( $6,240) they deferred by the
decision to double the previous inventory level. The
costs associated with carrying the additional inventory could be greater than the benefits of the tax
deferral. In fact, the income tax difference between
MANAGEMENT ACCOUNTING/OCTOBER 1975

Other Considerations

"Permission
... isnot
required for
adopting
LIFO."

1. Credit ratings and borrowing capacity,
2. Dividend policy,
3. Incentive compensation programs, and
4. Market value of equity securities.
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"... LIFO
corrects
inventory
undercosting . . . "

Conclusion
Firms using FIFO in an inflationary environment
tend to assign relatively low amounts to cost of
goods sold. This happens because FIFO charges inventories to cost of goods sold in the order in
which the inventories were acquired. This means
that older, and thus lower, inventory costs are often
matched against revenues at prices substantially
below current prices for the identical goods.
This practice has the effect of inflating reported
earnings, but such inflation- induced earnings are
not of real benefit to a firm. This is true because
the price increases which produced the earnings
also raise the cost of replacing the goods removed

from inventory. If the firm is to maintain the same
quantity of inventories, it must use this "inventory
profit" to do so. However, part of this inventory
profit is siphoned off by the income tax bite and,
thus, is not sufficient to maintain a constant level
of "real" inventories.
To a substantial degree, LIFO corrects inventory
undercosting in an inflationary environment. On a
LIFO basis, inventory costs charged to cost of goods
sold tend to approximate current, or replacement,
costs. Only when a firm has to make unusually deep
inroads into stocks acquired in previous periods, is
LIFO inventory accounting likely to yield significant inventory profits.
❑

BOOKKEEPING FOR A SMALL BUSINESS
Continued from page 34
overpayments of unemployment compensation
taxes. This, of course, necessitated later corrections
in employee take -home pay and quarterly deposits.
By keeping track of cumulative earnings on an upto -date basis, a potentially confusing situation was
easily avoided.
As previously mentioned, inventories were a factor in income determination; however, because the
owner was intimately involved in day - to-day operations and inventory levels were self - evident, he had
no need for formal record- keeping or frequent
physical counts. Actually, only a single physical inventory was really necessary from year to year.
There was also no need for any type of cost
system or records. As each job came in, the owner
estimated direct costs and added a percentage for
overhead and profit and this worked out quite satisfactorily. In other businesses, of course, a simple
cost system or records might well be needed to
identify profitable jobs.
In any business, regardless of size, financial statements are ordinarily required, tax returns need
preparation, quarterly payroll and withholding reports and deposits must be made. Even when the
owner has some bookkeeping or accounting background or employs someone in this capacity, these
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tasks are more quickly and accurately performed by
an accountant. Thus it was anticipated in the setting
up of this simplified system that outside accounting
and legal services would be utilized fairly regularly.
With this in mind, and again to insure that
changes in the composition of owner's equity were
accurately accounted for, a ledger for the business
was set up. It was anticipated that the ledger would
be updated quarterly by an accountant. Inputs for
the accountant would be comprised of the daily
records kept by the owner. Although the ledger was
really unnecessary as far as the owner's needs were
concerned, some "formal" records would be beneficial in case of an income tax audit, particularly
now that the business had been converted to a
corporation. Additionally, financial statement and
tax return preparations would be simplified by
permitting the accountant to gather and arrange
the data in a form he was accustomed to working
with.

Conclusion
Only the major and more relevant areas of this
system were discussed in order to illustrate that a
single entry or simple record system can be perfectly
satisfactory for a small business, as long as it meets
the information and control needs of the owner and
the information needs of outsiders.
❑
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BRAZILIAN
PRICE -LEVEL ACCOUNTING
So severe had the inflation become that it had caused an
unprecedented reduction in savings and investment, a
development that seriously threatened the country's economic life.
By Robert W. Comer

bracket on the graduated tax scale, even though his
real purchasing power may have been declining. As
a result, he was paying higher real taxes in an economic sense as a larger portion of his real income
went to the government. This was at a time when
Brazilian government officials wanted to encourage
greater, more widespread tax compliance. This compliance would have reduced government deficits by
non - inflationary means. Furthermore, the government wanted to stimulate greater private savings and
investment as a source of needed capital. However,
the higher effective taxes impeded the ability of
people to save and/or invest their earnings. To
counteract this situation, Brazilian policy- markers
devised several ingenious price -level adjustment techniques and wrote them into the income tax law.

Brazilian inflation, a decade ago, was reaching triple digit proportions. The rate of its increase was such
that it was weakening the financial well -being of
many business enterprises. So severe had the inflation become that it had caused an unprecedented
reduction in savings and investment, a development
that seriously threatened the country's economic
R. W . COMER
life. Fortunately, however, policy- makers in Brazil
Washington Chapter
recognized that corporate investment goes mainly
1973, is a Partner in
into two types of items: fixed assets and working
the Commercial Audit
capital. They also recognized that inflation affected
Division of the
each type of investment differently. The investment
Washington, D.C.,
Office of Arthur
in fixed assets (and inventories) in real terms, was
Andersen & Co. Mr.
not fully recovered by conventional accounting
Comer,who spent ten
practices because the amounts charged off to profit
years in Brazil, is a
Monetary Restatement of Fixed Assets
and loss as depreciation or as the cost of sales were
CPA and holds B.S.
Brazilian companies are required to write -up their and M.B.A. degrees
calculated on investments made when the currency's
fixed
assets and depreciation each year using pub- from Indiana
purchasing power was greater. Working capital, on
lished
price indexes. These indexes reflect the loss in University.
the other hand, represented items such as cash and
receivables, and this type of investment loses pur- the purchasing power of the cruzeiro, the Brazilian
chasing power when prices rise as a direct result of currency. They are applied both to the historical This article was
the price increases. Thus, in an economic sense, cost of fixed assets, based on year of addition, and to submitted through the
reported profits were usually overstated because accumulated depreciation, based (until recently) on Washington Chapter,
no recognition was given to three major factors: the year of the depreciation charge to income. The
(1) fixed asset costs were not recovered by normal write-up of historical cost is amortized by deductible
depreciation charges, (Z) additional cost was needed charges to income at the rates applicable to the reto replace merchandise sold, and (3) there was a lated assets. The credit corresponding to the net
loss of purchasing power of the working capital. As fixed asset write -up was used: first, to increase the
a result, companies suffered from erosion of capital. carrying value of any foreign loans obtained to fiThis loss of capital was further aggravated by income nance fixed asset additions, and second, to increase
taxes which were levied on fictitious profits (result- capital. These procedures were modified recently,
ing from a failure to measure those factors), pres- but the basic concepts have not changed.
sure exerted by shareholders for distribution of the
The objective of correcting depreciation charges
high reported but partly fictitious profits, and man- (based on the year of the charge to income rather
agements' difficulty in setting prices that permitted than on the year of acquisition of the fixed assets)
as a solution to the problem that arises in the transithe recovery of hidden inflation costs.
The policy- makers also recognized that the plight tion from historical accounting to price -level restateof the individual taxpayer was worsening through a ments for income tax purposes was to permit full
rise in the effective rate on his taxable income. The recovery of fixed asset costs by deductible depreciataxpayer's income was rising in response to inflation. tion charges to income in constant purchasing power
Thus, the taxpayer would find himself in a higher equivalents. Since restatement indexes naturally are
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"Capital gains
of Brazilian
corporations
are taxed as
ordinary
income...""

smaller for more recent years, the adjustment of
depreciation reserves based on price indexes for the
year of fixed -asset acquisition would produce a
higher restated reserve than would an adjustment
based on the year depreciation was charged to income., Thus, the remaining undepreciated restated
cost would have been understated. In other words,
some of the historical cost, in real terms, would
never have been charged to income for tax purposes.
The method adopted avoided this inequity which,
in the early years of price -level treatment, would
have been sizeable.
Confusion on the part of some companies as to
how to apply the restatement formula tended to
overstate the net carrying value of fixed assets for
book and tax purposes in terms of what would normally be determined on a purely price -level basis.
Misapplication of the formula also extended the
depreciable lives of the fixed assets. It is beyond the
scope of this article to illustrate how these results inadvertently occurred, but suffice it to say that under
present rules, the annual depreciation charge is calculated on the current restated cost of the fixed
asset, and accumulated depreciation bears the same
percentage relationship to such cost in both the historical and the restated accounts. The present method is identical to the one advocated in most literature in the United States on price -level accounting.

Reserve for Maintenance of Purchasing Power
of Working Capital
A reserve for the maintenance of the purchasing
power of working capital is established by a deductible charge to income. This charge is comparable in
principle to the price -level loss that appears in regular price -level financial statements. The charge attempts to quantify the purchasing power erosion
occurring in inflation, so there is no corresponding
item in conventional financial statements.
The reserve is considered a capital account and
is classified in the shareholders' investment section
of the balance sheet. It is frequently incorporated
formally into capital by the issuance of new shares.
The result of this action is to restrict profits that
otherwise might have been distributed had they
been determined using conventional accounting procedures.
This treatment of the reserve also helped prevent
companies from gradually decapitalizing themselves.
Until a recent change was made to eliminate some
tax loopholes created by the mechanics of calculation, the provision was determined by applying an
official price index to working capital existing at the
beginning of the year. Working capital for this purpose was considered to be all assets except fixed assets, deferred charges, investment in shares of other
companies (since these are protected by inflation
adjustments in the other companies) and other
assets having their own monetary correction clauses
(such as adjustable treasury bonds or receivables
stated in dollars), less all liabilities except foreign
A modification was recently made in Brazilian income tax
regulations governing flee mechanics of calculating the monetary
restatement of accumulated depreciation,
I
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currency loans for financing fixed asset additions.
These loans were treated separately and accordingly
were written up each year end to their cruzeiro
equivalent based on prevailing exchange rates. The
debit offsetting the write -up was treated as part of
the annual monetary restatement of fixed assets
mentioned earlier.
One of the loopholes in the original income tax
treatment of the provision for the maintenance of
working capital was that a price -level gain was not
considered taxable income although a loss was deductible. Highly leveraged, thinly capitalized companies could therefore realize a real economic gain
without paving income tax on it.
Inventories, although not monetary assets as such,
are included in the calculation of working capital,
thus providing a higher reserve for the maintenance
of the company's purchasing power. The inclusion
of inventories helps to offset the effect of not writing them up to current replacement cost. Another
way of stating this is that the inventory profit, frequently referred to in American literature and in
SEC pronouncements on the effects of inflation on
cost of sales, is virtually eliminated under the Brazilian method.
When first written into the income tax law, the
tax benefit derived from the establishment of the
working capital reserve could not exceed 20 percent
of the income tax that would have been payable had
the reserve not been established. The reason for this
limitation was to avoid a loss of tax revenue greater
than the Brazilian government could then afford.
Now the full amount is deductible.

Investments in Subsidiaries
A portion of the shareholders' investment could
be used to form or acquire subsidiary companies
instead of investing in fixed assets or working capital
of the parent company itself. In these instances, the
subsidiaries confront the same inflation problems
that other companies face. Thus, a subsidiary must
restate its fixed assets and provide for the loss in
purchasing power of its working capital. In doing so,
it increases capital by the amounts corresponding to
the adjustments made, as described earlier. New
shares are then issued to the parent. The parent
records the new shares at par value, writing up the
carrying value of its investment and, at the same
time, writing up the capital account by an equal
amount for the portion of the shareholders' investment placed in a subsidiary.

Capital Gains
Capital gains of Brazilian corporations are taxed
as ordinary income; no distinction is yet made between capital and ordinary items. However, in calculating capital gains and losses, Brazilian companies
use the restated amounts of fixed assets and investments in subsidiaries. As a result, the taxable gain is
reduced, or the deductible loss is increased, by the
amount applicable to general price -level changes.
Capital gains of individual taxpayers are not taxable
in Brazil, and capital losses are not deductible.
Continued on page 46
MANAGEMENT ACCOUNTING/OCTOBER 1975

LIVESTOCK ACCOUNTING
The objective of the unit livestock price method of valuation is to
allocate all operating costs of the current period to the proper
class of livestock.
By Jack Hill
It may come as a great surprise to the average
reader that most livestock operations are entrepreneural and normally do not require financial statements prepared under generally accepted accounting methods. This is particularly surprising since
the production of livestock is one of the nation's
largest industries. There are over 20,000,000 Americans directly or indirectly employed by this industry and, in fact, over 40 percent of the surface area
of the United States is used for the raising of
livestock. Regardless of how it is measured, the
livestock industry is big business: big enough to
warrant more consideration by accountants. At the
same time, more owners and operating managers
should take a look at generally accepted accounting
methods.
Income Tax Accounting Methods
There are three alternative methods referred to
in the income tax regulations: cash basis, farm
price method, and the unit - livestock price method.
Let's look briefly at the cash basis method which
many livestock operators have followed, as it has
also been a long accepted method for the farm
operator. Under this method, livestock operators
report cash receipts and disbursements as thev
occur. Under the cash basis method, a livestock
operator reports all costs of raising the calf to
a saleable animal over approximately twenty months
and then recognizes the sale as income at the time
of sale. This method has suited many livestock
producers for many years because very few have the
facilities for keeping accurate cost records, let alone
keeping these records in a manner to allocate costs
to the proper class of livestock.
If the livestock operator so elects, he may keep
his records and base his income tax return upon
one of two inventory methods instead of the cash
receipts. These two methods are the farm price
method and the unit - livestock price method. The
farm price method provides for the valuation of
inventories of the various classes of livestock at
market price less direct cost of disposition of the
livestock at sale time. The unit- livestock price method provides for the valuation of the various classes
MANAGEMENT ACCOUNTING /OCTOBER 1975

of livestock in the inventory at a standard unit
price for each animal within a class.
Few producers have had the resources to enable
them to keep accurate cost records, let alone keep
records so as to allocate costs to the proper class
of livestock. Because it is now imperative to keep
better records in order to determine which class of
livestock in a mixed herd is most profitable, we
will consider a different view of accounting for
a mixed livestock herd using the unit - livestock price
method.
Inventory Classification
A livestock producer electing the unit - livestock
price valuation method must adopt a reasonable
classification of the animals in his inventory with
respect to the age and kind included, so that the
unit prices assigned to the several classes will account for the normal costs incurred in producing
the animals within such classes.
To insure that the accountant as well as an
owner or manager of the livestock operation understands the terminology and the classification of the
various animals, we will use the following definitions:
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CALF

A calf is a male or female in the first year of
life. The size of a calf at birth is about 60 to 80
pounds (higher for continental breeds) . A large
size may be a negative factor since it can cause
birthing difficulties and even loss of the calf. Another key factor is the weaning weight. The weaning
weight is the size of the calf when taken from the
mother cow, that is, when switched from a diet of
milk to a diet of forage or feed grain. Weaning
takes place at approximately the 200th day of age
when the average weight ranges from 350 to 500
pounds.
YEARLING

A yearling is a bull, heifer, or steer one year
old or in its second year. It becomes a two -year
old one year after weaning and is sometimes called
a baby beef. Since we are dealing primarily with
the beef production segment of the livestock industry, we should define the term, beef. Beef is an
43

"The cow is
the production

animal raised for meat, as contrasted with a dairy
cow raised for milk.

factory of Cow
A cow is the adult female of the species. In
statistical
use (such as the USDA cattle inventory) ,
the herd."
a female cow is one that has calved and is usually
at least two years old. The cow is the production
factory of the herd, producing calves for an average
of five to seven years.
Because economics demand maximum herd effi-

Exhibit 1
STATEMENT OF OPERATIONS
For the year ending October 31, 1974

$

32,800
11,400
22,400
69 100
25,000
85.500
$246,200
548,200

$

$

1

Contribution to earnings before taxes

$

$

Operating costs:
Salaries and wages
Direct materials
Utilities
Maintenance
Purchased services
Equipment use
Lease and forest permits
Insurance
Property tax
Depreciation
Other
Total operating costs
Less, unit livestock inventory adjustment

545,200
(243,200)
$302,000

$

Revenue:
Cattle operations
Sales
Cost of sales
Total revenue cattle operations
Other ranch operations
Pasturing of cattle
Pasturing of horses
Share crop —grain sales
Share crop —hay sales
Company grown -- -grain sales
Company grown hay sales
Total other ranch operations
Total revenue

104,400
204,000
20,000
16,500
19,100
12,500
3,000
1,300
33,000
35,800
2,300
451,900
(205,700)
246,200
302,000

Exhibit 2
SCHEDULE OF LIVESTOCK MOVEMENT
10 -31 -72
Beginning
inventory
Breeding
cow"0%
Cull co ws -20%
Two-year replace.
ment heifers
Yearling heifers
Yearling steers
Heifer calves
Heifer steers
Mixed calves (1)

1,610
403

Additions/
Sales births Deaths

Transfers
In
Out

10.31 -74
Ending
inventory

299
3 0 5 1 305)(2) 1,604
401
(267)

(40)

158
146
(5)
183(299)
183
805
(614)
(8)
883
883
6 1 4 1 (183)
608
600
(600)
(6)
883(883)
--0–
–0–
–0–
(269)
883 (614)
–0–
–0–
1,837
(71)
1,766)
--03,576 (1,750) 1,983 (130) 4,050 (4,050)
3,679
(1) Calves are born, weaned, castrated and transferred all within the fiscal
year of operation.
(2) In this ranch operation we estimate that twenty percent of the cows must be
culled to maintain a maximum producing breeding herd. Therefore we devalue twenty percent of the cows each year for inventory purposes, and all
cow sales are coated at this level.
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ciencv, the livestock operator must get rid of cows
that do not become pregnant or do not produce
calves, called "free - loading" cows. If the cow is
still open forty-five days after breeding, (not pregnant) then she should be culled. It is estimated
that twenty percent of the cows should be culled
annually in order to maintain maximum production
in the breeding herd. Continuous culling therefore
requires a continual replacement program.
REPLACEMENTS

Replacements, also known as two -year replacements, are heifers or young female cows prior to
their first calving. Statistically, a heifer is over 500
pounds, or is a female calf being raised as a replacement cow for breeding. Proper culling and
selection of replacements in a livestock breeding
herd cannot occur unless a very high percentage
of heifer calves survive. If adequate herd replacements are not available, freedom of selection is lost
and questionable producers must sometimes be
kept in the herd.
STOCKER

A stocker is normally purchased as a calf (after
being weaned) and is introduced into an operation
on an as- needed basis whenever there is extra grass,
labor, and so forth. These animals are usually kept
until they reach 600 to 700 pounds, at which time
they are sold as feeders. This article presents figures
without a class of "stockers ", but the stocker class
can be inserted into the unit - livestock adjustment
schedule along with the other livestock classes and
their period cost determined the same way.

Unit-Livestock Price Method
The objective of the unit - livestock price method
of valuation is to allocate all operating costs of the
current period to the proper class of livestock. Consider at this point a recommended statement of
operations (Exhibit I ). Since the objective is to
allocate current period costs to the proper class
of livestock, two assumptions must be established
in order to calculate the net period cost to be used.
First, assume that the ranch operation is a closed
unit, that the sole purpose of the operation is to
produce beef for the market, and pasturing of cattle
and horses is brought into the operation to use grass
and labor above that which the normal herd uses
during a particular period, and that the grain or hay
produced is used within the operations. (Also assume that the hay and grain production of tenant
operations is purchased and fed to the livestock.)
Second, assume there is an interest in the amount
of revenue produced by other ranch operations.
Even though all grain and hay is used in the production of beef, records as to how competitive
these other ranch operations are may be kept by
"selling" these crops to the livestock operation at
the current market value. Because the purpose is to
define the period costs applicable to the livestock
herd we must next subtract the revenue of the other
ranch operations from the total operating costs for
the period. This results in the amount of unitMANAGEMENT ACCOUNT ING/OCTOBER 1975

livestock inventory adjustment ($451,900 - $246,200 = $ 205,700).
Now that we have established our unit - livestock
inventory adjustment and period cost as $205,700,
we must allocate this amount to the various classes
of livestock within the herd. Realistically, we should
check to insure that we are following the generally
accepted accounting method which dictates that we
report our inventory at cost or market, whichever
is less. For this article and the schedules developed
herein, we will consider our maximum net realizable
value of a particular class of livestock to be ninety five percent of the estimated market value (market
value less five percent for selling and delivery costs).
Market values can be obtained from manv sources,
such as Western Cattle Fax, The Wall Street journal futures prices, Western Livestock Reporter, and
local auction reports.

able income tax method of accounting for the inventory on a first -in, first -out basis. The cost of
sales is then calculated by taking the number of
head sold times the beginning unit value of the
inventory; this amount is then transferred to the
Statement of Operations and to the Unit Livestock
Inventory Adjustment Schedule for use in the
ending inventory calculation. The schedule of
purchases is developed as purchases are made and
recorded at the actual purchase price. This amount
is also used in the Unit Livestock Inventory Adjustment Schedule.

". . . 5 0

percent
of all calves
born will be
heifers..."

Inventory Adjustment Schedule
The Unit Livestock Inventory Adjustment Schedule, Exhibit 3, is the final step in the unit livestock
price method of inventory accounting. It is at this
stage of the process that the transfer of the period
costs to inventory and the comparison of cost to
fair market value is made. The efficiency of the
operation may now be evaluated by determining,
from one period to another, how much period cost
was or was not consumed by the herd size. It should
be recognized, however, tliat an increase in the mar.
ket price of livestock must be measured as just
that, a price or herd value increase, and should not
be confused with a factor of efficiency or inefficiency
of the operation.
The Unit Livestock Inventory Adjustment Schedule set up with the beginning inventory by classes
at the net realizable value must now be expanded
to include the ending inventory at net realizable
value. Once this is accomplished, the test to determine the period costs that can be utilized within
the herd inventory must be made. This is done in
the calculation of period cost utilization as presented in Exhibit 3. If this calculation indicates
that the total amount of the period cost is transferable to the inventory, and that by doing so the
maximum inventory value (allowable) is less than
the net realizable value, then a further calculation is
required to determine the true inventory value of
each livestock class. Since the principle behind the

Livestock Movement Schedule
Let us now turn to a recommended schedule for
accounting for the number of head of livestock by
the various classes. By examining Exhibit 2, it can
be seen that the primary areas of concern (other
than the beginning and ending inventories) are
sales, additions of purchased animals, births, and
deaths. Also added to the schedule are columns to
record transfers between classes of livestock. To
understand fully the transfers between calves -mixed
class to calves- heifers and calves- steers, consider
the general rule within the livestock industry; 50
percent of all calves born will be heifers and 50
percent will be steers. This figure is adjusted within
the year to an actual count - usually as castration
time or perhaps at weaning time when the calves
are rounded up, counted, and worked separately
for the first time.
There are two supporting schedules normally
maintained in conjunction with the Schedule of
Livestock Movement as presented in Exhibit 2.
They are: a schedule of cost of sales and a schedule
of purchases. Cost of sales is developed under the
generally accepted accounting method and allow-

Exhibit 3
UNIT LIVESTOCK INVENTORY ADJUSTMENT SCHEDULE

Number
1,61 0
403
158
80 5
60 0
3,57 6

Unit value
20 4.25
15 9.60
20 4.25
13 4.90
15 9.60

Amount
$ 3 2 8 ,8 4 3
64,319
32 ,2 72
108,595
95 ,76 0
$ 6 2 9 ,7 8 9

$

Breeding cows
Cull cows
Two-year replacement heifers
Yearling heifers
Yearling steers
Calculation: period cost utilization
Beginning inventory
Deduct cost of sales
Add purchases
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$

$

Deduct ending inventory (as calculated above)
Inventory adjustment to reach net realizable value
Period costs
Net realizable value In excess of cost

$6 29 ,78 9
(2 43 ,1 79 )
38 ,6 90
42 5,30 0
645 ,1 49
219 ,8 49
20 5,70 0
14,149

Ending inventory 10.31.74
Allocation of available
period costs
Unit value
Amount
$ 19 9.84
$ 32 0,54 8
15 5.78
62 ,4 69
19 9.98
36 ,59 8
13 2.20
116,735
155 .67
94 ,65 0
$ 63 1,00 0

Net realizable value
Number
Unit value
Amount
1,6 04
$ 20 4.25
$ 327 ,6 17
40 1
15 9.60
64 ,00 0
183
20 4.25
37 ,37 8
88 3
134 .90
119,117
60 8
15 9.60
97 ,0 37
3,67 9
645 ,1 49

$

Beginning Inventory 10.31.73

425 ,3 00

20 5,70 0
63 1 ,0 0 0
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"... operating

costs are
spread ... on
an uneven
basis.. . "

unit livestock inventory adjustment is to allocate
the period costs to the class of livestock that use
the functions and services of the operation, it is
assumed that the level of cost required will fluctuate
with the number of head of livestock within each
class. With this in mind a percentage relationship
of the net realizable value of each class is taken
to allocate the maximum allowable total inventory_
amount to each class of livestock.
In Exhibit 3, under the section titled "Calculation: Period Cost Utilization," the final amount of
$14,149 is the net realizable value in excess of
cost. This figure can be analyzed and broken into
three parts: a portion applicable to herd size or
class mix change, a portion applicable to market
value change, and a portion applicable to operating
efficiency. The part most important in determining
the proper herd size, utilization of the facilities
available (and perhaps the operating manager's

effectiveness), is the portion applicable to operating
efficiency which can be identified in total, or on
a per -head basis, If Exhibit 3 had had a net realizable value less than cost, an inefficiency would have
been indicated. It should be emphasized that only
after accounting for the portions that belong to
herd size, class mix change or market value change,
can operating efficiency or inefficiency be identified.
Conclusion
The calculations in this article and exhibits have
been presented on an annual basis but for more
sophisticated operations, it can be done quarterly
or even monthly. The reader should, however, keep
in mind that normally, operating costs are spread
throughout the year on an uneven basis and one
might be advised to avoid quarterly or monthly
calculations in favor of an updated annual forecast
technique.
❑

BRAZILIAN PRICE -LEVEL ACCOUNTING
Continued from page 42
Therefore, indexing techniques to deal with them
are not necessary.
Foreign Exchange Losses
Brazilian companies have obtained much of their
corporate financing from the United States and
other capital - exporting countries. As a consequence,
the treatment of exchange losses occurring when
the eruzeiro is devalued has particular significance in
Brazil. Currency devaluations are closely linked to
the relative price -level changes of both the debtor
and creditor nations.
In Brazil, the income tax legislation makes a
distinction between foreign loans obtained to finance working capital and those for fixed asset purchases. Exchange losses applicable to working capital
loans were deferred in the balance sheet for income
tax purposes until the loans were repaid, at which
time they became deductible. The deferral was not
conceptually sound. Losses were, in fact, realized
when the devaluations took place and should have
become deductible immediately. Recognizing this
inequity, the Brazilian government recently changed
the tax law to permit a prompt tax deduction.
Exchange losses applicable to fixed asset financing
were treated as additional cost of the asset acquired
and thus were included in the annual monetary restatement of fixed assets mentioned earlier. Accordingly, they were charged to profit and loss over the
life of the asset as part of depreciation. This treatment was later changed for the sake of simplicity.
Presently, exchange losses on fixed asset financing
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are deductible when the devaluation occurs, the
same treatment now afforded working capital loans.
The monetary restatement of fixed assets is calculated using only price -level indexes without an offset
for exchange losses on the part of those assets acquired with loans from abroad.
Individual Taxpayers
Brazilian income tax brackets are adjusted annually based on official inflation indexes. The justification for this action is to avoid constantly rising
income tax rates, in real terms, and the consequent
reduction in the real disposable income of individuals. The automatic annual adjustment of income
tax brackets in line with the rate of inflation avoids
an increase in the effective income tax rates. For example, the 18.2 percent U.S. tax rate applicable to
taxable income of $10,000 in 1960 would be applied to the present purchasing power equivalent of
$16,200. If the Brazilian government feels that an
increase in the effective tax rates is needed, it enacts
appropriate and specific legislation to achieve it.
Conclusion
This study of the price -level techniques used by
Brazilians should provide us with some insight into
the economic considerations underlying inflation
accounting. However, two questions must be answered. Would the knowledge gained from pricelevel financial statements cause businessmen to raise
prices, thus feeding the inflation that is being reported on? And, would price -level accounting create
pressures for income tax legislation to remove the
distortions caused by inflation?
❑
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ACCOUNTING
STANDARDS
FOR RESEARCH
AND DEVELOPMENT
Expensing research and development costs when large
future benefits are expected to arise will result in an initial
understatement of assets and profits.

By Donald A. Corbin
In March of 1974, Dudley E. Brown, the Chairman of the MAP Research and Development Subcommittee, presented an NAA position paper at the
FASB public hearings on R & D costs. The report
on the presentation which appeared in the May
1974 issue Of MANACENIENT ACCOUNTING contained
the following paragraph:
"Assuming a retention of the traditional
matching concept in accounting, the MAP
Committee next discusses a determination of
criteria to be applied in deciding which costs,
if any, ought to be capitalized. After a detailed analysis of the subject including an evaluation of other writings on the issue, the
Committee recommends a series of reasons
and presumptions which would justify the expensing of R & D costs as incurred, the predominant treatment. Only the absence of
these criteria for expensing would then justify
deferral. The Committee believes there should
be a strong and underlying presumption that
product development expenses should be expensed as incurred, subject to rare exception
as indicated by the criteria presented. Those
costs which are deferred should be amortized
over the revenue producing period on the
short side of reasonable alternative possibilities." '
Although this treatment may be the correct one
for small- and medium -sized businesses, it is not
necessarily sound for large businesses, especially under "... a retention of the traditional matching
concept ..." which the Committee is reported to
assume. This unsound recommendation for large
businesses appears to be the result of relying upon
a lengthy study of member business practices rather
MANAGEMENT ACCOUNTING/OCTOBER 1975

than upon the methodology proposed by the FASB,
which was to first determine objectives of accounting, develop logical and consistent standards for
achieving the objectives, and then set practical
guidelines for businesses.
Objective Should Be To Capitalize
In the case of research and development, the objectives should be to capitalize costs whenever objective evidence of valuable, future benefits (greater
than cost) is available; and, under the matching
principle, to allocate to expense a portion of the
costs as the benefits are received (or if no benefits
are derived, to recognize the loss immediately within
the period) . No one has ever argued that determining the present value of the future benefits from
research and development is easv, or even possible.
In most cases, the standards for accounting for research and development would have to be determined by examining the consequences of not capitalizing the expenditure when the present value of
the future benefits is believed to exceed the costs
incurred.
In its exposure draft of June 5, 1974, "Accounting for R & D," the FASB opted for non- capitalization along with the MAP Committee. The FASB
argues that when the present value of future benefits is not "indicated bv" the costs of acquiring the
benefits, an asset should not be recorded. Another
argument was that research and development costs
should not be recorded if they are not "exchangeable." These types of arguments against capitalization of probable research and development assets go
far beyond those of conservatism or lack of objectivity, and could be setting a very bad precedent.
These are many assets whose values are not indicated by costs and may not be exchangeable. Examples would include heavy equipment, unique
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may well

lead to many
inconsistent
standards . . . "

structures, prepaid items, various intangibles, and
goodwill. All of these would be automatically excluded from assets, along with research and development. These are serious omissions, if the main objective of financial accounting is to report periodic
earnings, financial position, and rates of return on
investment. Expensing research and development
costs (and other similar items) when large future
benefits are expected to arise will result in an initial
understatement of assets and profits. The important
question is, when will this occur? It will probably
not be the case for companies with very few research
and development projects. However, for companies
with many projects, spending millions of dollars on
research and development, the benefits could be far
in excess of costs. In that case, the total cost of all
projects could be recorded as being the cost of the
successful projects, even if the costs are less than the
present value of the future benefits. Just as the costs
of work -in- process of non - standard assets are recorded as assets, so should valuable research and
development costs be capitalized. A good example is
a very valuable patent arising from one of many
projects.
s This is similar to the three -year lives of six -year trucks, or the
30 -year lives of 90 -year buildings. We eve n have a "fully depreciated assets still in use" disclosure rule!

Estimating the timing of the future benefits can
be exceedingly difficult. However, since costs of research and development are significant, the situation should not be made worse by making the first
period's expense excessive. For example, it is ridiculous to say that a $20 million developed patent is
a zero asset, but that is exactly what happens when
you show an expense of $20 million the first year,
and then zero thereafter. It would be more correct
to capitalize the patent and show expense of four
million dollars per year (five -year estimated life).
Of course, it may have truly been $6.3 million
(three-year actual life) ' Here, seeming conservatism backfires badly because of the zero expense in
nears two and three. What beautiful rates of return
on investment after the first year's shock! I don't
think one can really count on continuing research
and development costs to alleviate the errors.

Conclusion
In conclusion, the "expensing" method of accounting for research and development may produce
good results for many small projects, but is a weak
method for general application. It may well lead to
manv inconsistent standards in the future. What
results is uniformity of method, but inconsistency of
principle.

MAP COMMITTEE'S POSITION
In his article, Professor Corbin does not distinguish between positions taken by the FASB and the
MAP Committee.t Whereas the FASB has decreed
that all R & D costs are to be charged to expense as
incurred, the MAP Committee expressed a preference for "selective capitalization."
The MAP Committee, in its position paper,
recognized the relevance of two different judgments
to the capitalization versus expense dilemma. With
regard to the method used to measure income, it
assumed, for the purpose of responding to the FASB
discussion memorandum, that "the income concept
of matching costs with revenues will prevail."
Secondly, it considered the criteria which would
apply in determining which costs, if anv, should be
capitalized.
The Committee's conclusions stemmed from its
own work rather than a study of current business
practices. In its paper, it did state "... since the
vast majority of R & D is expensed as incurred, any
exceptional treatment could produce distorted comparisons between companies." Z This represented,
however, a pragmatic observation that uniform treatment, rightly or wrongly, would promote greater
comparability. A close reading of the MAP Committee's Position Paper (which has been available
to all interested parties) would reveal a bias favoring expensing for the following reasons:
' This section was written by Louis Bisgay, Manager. Management
Accountin& Practices Development, to clarify the MAP Committee's position.
1 Accounting
for Research and Development Costs, NAA MAP
Committee Position Paper, February 22, 1974.
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1. Uncertainties as to
a. Whether the technical objectives can be
achieved
b. Whether the resultant product will be marketable
c. Whether the product will be profitable
d. The timing and magnitude of revenues
2. The comparability factor previously referred to
3. An overriding conservative bias among accountants in general
4. The advantage of having book treatment conform with tax treatment
5. The predilection of management, in its planning
and control processes, to regard R & D expenditures as being provided for out of current cash
flow
6. Other practical factors, such as ease of verification by independent accountants, avoidance of
difficulty in determining appropriate amortization periods for capitalized R & D and avoidance
of management time required to determine if
R & D qualifies for deferral
Notwithstanding the foregoing, the MAP Committee concluded there may be cases wherein the
matching concept seems to call for deferral of
charges, and recommend that when the logic supporting direct expensing (particularly the uncertainty factors) lack sufficient strength, those charges
should be capitalized. The FASB, on the other
hand, allows for no exceptions to the 100 percent
write -off prescription.
❑
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INTERNATIONAL TAX
PROBLEMS AND THE
FINANCIAL OFFICER
The taxation of multinational corporations is now being closely
scrutinized by both Congress and Treasury officials.
By Edward D. Ryan
Picture the harried financial officer determining an
intercompany transfer price, the marketing people
telling him to charge cost plus 10 percent, the
manufacturing people telling him to charge cost
plus 100 percent, and his tax man telling him to
charge an arm's length price. "What percent is
that ?" he screams. But there will be no answer from
the tax man because there is no answer. At best,
his tax man will mumble "482" and shuffle off.
The next day, the financial officer will ask, "Why
can't we take all those German taxes as a credit ?"
Mumbling "861," the tax man will shuffle off
again.
Before the financial officer takes those mumblings
for a new code for expletives, he should sit back,
relax and, as they say in New York City taxicabs,
enjoy the ride. This one though, is through the
world of international tax problems. It is not likely
that he will enjoy the ride, but then, few people
enjoy the ride in a New York taxicab either. Both,
however, serve a purpose and this ride should lead
to a better understanding of the problems of international taxation. Besides that, it's cheaper than the
taxi.
Understanding the problems is not really that
difficult (the solutions are another thing) if the
harried executive will take time to examine the
roots of the problems. And the taproot is the United
States insistence on global taxation. That is, the
income of its U.S. corporations is subject to U.S.
tax even though the income arises outside the
United States. This system differs from the territorial system, (in use to an extent in France and
The Netherlands, for example) where a nation
taxes only that income arising within its borders.
The global system leads to the three main problem areas: Deferral problems, Foreign Tax Credit
problems, and Special Corporation problems.

Deferral Problems
These problems exist because of the deferral conMANAGEMENT ACCOUNTING /OCTOBER 1975

cept inherent, with two exceptions, in United States
taxation: income of a foreign subsidiary is not subject to U.S, tax until it is remitted to the U.S.
parent in the form of dividends. There are good
reasons for the deferral provision: for example,
maintaining tax neutrality and a position of noninterference in a foreign country's corporate citizens.
But it does bring problems.
To carry our allusion to plantlife further, imagine
the taproot leading to another root called the
deferral root which then extends up through the
ground to the trunk of our tree. From there it
separates into several limbs, all of which have U.S.
corporations dangling from them by their corporate
necks. These are the corporations that run afoul of
the deferral concept in one way or another. The
limbs would include the Branch v. Corporation
limb; the Intercompany Transactions, or 482, limb;
and the Tax Haven limb.
BRANCH V. CORPORATION

There are several non -tax reasons why a U.S.
corporation might choose to use a subsidiary rather
than a branch abroad. There are also tax reasons:

a
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1. When the operation in the foreign country will
receive the benefit of income tax exemption or
other tax incentives such as fast write -offs, using
a branch merely puts the tax savings into Uncle
Sam's pocket, not that of the U.S, corporation.
2. When the branch will be subject to a special
branch tax equivalent to a dividend withholding
tax (such as in Canada), using a branch costs
money if profits are to be reinvested in the business. On the other hand, using a branch can
be more advantageous when the foreign country
imposes a dividend withholding tax but does
not impose a remittance tax or a dividend
equivalent tax on branch profits.
The big reason, however, for using a branch
abroad is to deduct branch losses from U.S. taxable
income; something that cannot be done if a sub49

"The IRS
insists all
intercompany
transactions
must be at
arm's length."

sidiary is used. Too often management overlooks the
possibility of losses when a new venture is started
overseas. They receive glowing reports of future
profits which are expected to start within one week
after the last bolt is put into the new plant. Sales
and profits are expected to increase geometrically
and the return on investment might break a new
barrier. Unfortunately, five years later, the question
may well be not what we can do with all our profits
in The Goldmine, but rather how can we get a
deduction for our loss in The Bomb.
What do you do about those losses in the foreign
subsidiary? They were not deductible as incurred.
Further, if the stock of the subsidiary is sold at a
loss, the loss is capital and, therefore, in most cases,
unusable. U.S. law says if you liquidate the foreign
subsidiary, there is no loss recognized if you own
80 percent or more of its stock; nor, says the Internal Revenue Service, is a net operating loss carryover available for the losses incurred prior to liquidation.
One hope is the worthless stock loss deduction.
The law and regulations say that if you, the parent
corporation, own 80 percent or more of a subsidiary and the stock becomes worthless, you are entitled to an ordinary deduction for your investment
in the subsidiary if the subsidiary had the right
kinds of income: generally operating income, not
passive income.
The catch? The stock has to be worthless. If
the company goes through dissolution, the best
way to prove worthlessness is to show that nothing
was received in liquidation. If you have a loan to
the subsidiary, whether directly or through a guaranty, you have to be sure the loan does not actually
represent capital. If any part of the loan is repaid
and the loan is deemed to be capital stock, worthlessness may be difficult to prove. (This is an argument for avoiding thinly capitalized subsidiaries.)

sirable end.
Without deferral, Section 482 would not be
at all significant in the international tax area. Of
course, other sections allocating deductions among
various classes of income would become even more
important, but for now 482 is, because of deferral,
the main cause of deferral problems.
TAX -HAVEN INCOME

One of the exceptions of the deferral principle
is Tax -Haven Income. You may have heard of tax haven income or, to be more precise, Subpart F
income, which is income derived by a controlled
foreign corporation, usually a subsidiary. It is the
class of income generally of a passive nature —dividends, interest —but it need not be. It can be offshore selling income; that is, income derived from
selling goods through a tax -haven or base company.
It can be off -shore servicing income, which is income derived from servicing related companies
through a tax -haven or base company. It can even
be manufacturing income if the income is invested
in United States property, although strictly speaking, this income is not called Subpart F income;
even so, it is treated similarly.
Tax -Haven income is imputed and taxed to the
U.S. parent (or any U.S. shareholder) even though
the income is not distributed by the subsidiary.
The rules in this area are quite complex, so it is
not simply a case of imputing and taxing the income.

Foreign Tax Credit Problems

Let us return to the second root of our tree which
holds the Foreign Tax Credit problems. The foreign tax credit is the unilateral device by which the
United States attempts to eliminate double taxation
of foreign profits; that is, taxation by both a foreign
government and by the U.S. government. The
taxpayer is allowed to credit any foreign income
taxes incurred against his U.S. tax. The credit is
INTERCOMPANY TRANSACTIONS
Remember the number 482? This is one of the limited to the United States tax (before credit)
sections of the Internal Revenue Code most appre- on the foreign income. And the U.S. laws, not the
ciated by the IRS because it gives them the power foreign laws, define foreign income. Not only do
to allocate income and deductions among related they define foreign gross income but foreign net
parties, which in recent years has generally meant a income as well. That is where the catch comes in.
Regulations have been proposed to allocate all
U.S. parent and its foreign subsidiaries. Few multinational corporations have not felt its sting. Those sorts of deductions to foreign income: deductions
that have felt it would not want to feel it again; that have not been allocated in the past. Research
those that haven't should avoid it if at all possible. and development expenses, interest expense, and
It covers five categories of intercompany transac- general and administrative expenses are the principal
tions: pricing, loans, services, use of intangibles, categories to be allocated. The proposals have stirred
up so much controversy that their adoption has
and use of tangibles.
The IRS insists all intercompany transactions been held up pending a further review by Treasury
must be at arm's length. In the case of pricing and officials. But if they are adopted as proposed, it
use of intangibles, arm's length amounts can be could result in a serious cost to American corporaderived from within the related group itself. These, tions operating overseas, and not just to the big
the so- called safe -haven areas, represent a significant multinational corporations. Any U.S. corporation
achievement on the part of the IRS in helping having significant operations in Canada, for example,
multinational corporations construct their business will be affected.
By now you have figured that the principal proboperations without having to worry about anybody's
lem
with the foreign tax credit is the computation
jaundiced view of their transactions. It brings some
certainty into the corporate tax life, an always de- of the limitation. To give you some idea of the

so
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problem: if a corporation has reached its limitation,
that is, its foreign taxes incurred equal the U.S.
tax on the foreign income as computed by the
corporation, every dollar of expense allocated to
the foreign income by a revenue agent is tantamount to the disallowance of a dollar of expense
as a tax deduction. The tax cost is the same; every
dollar allocated (or disallowed) costs the taxpayer
48 cents.
Some other comments on the foreign tax credit
are worth noting:
1. The limitation can be computed on a countryby- country basis or on an overall basis. It is
interesting to see that certain proposals in the
House of Representatives would do away with
the per - country limitation because it unduly
benefits taxpayers and puts everybody on the
overall limitation. Senate bills, on the other
hand, call for the elimination of the overall
limitation because it unduly benefits taxpayers.
One hopes for a compromise.
2. You can choose to deduct foreign taxes rather
than credit them, but this only helps when the
taxpayer either has an overall net operating loss
or a loss from foreign operations.
3. Any unused credit can be carried back two
years and over five years, but if the same situation exists in those ,years the credit will be lost.
4. If there are excess credits, you may be able to
do something about it. It starts with a review
of the operations and a listing of the potential
ways of generating additional foreign- source income. Sales, royalties, and interest should all be
looked at. You might be surprised to find additional foreign income.

Special Corporations
The third root of our problem tree is Special
Corporations and this root, too, leads to three
limbs —the Western Hemisphere Trade Corporation, the Possessions Corporation, and the DISC —
all U.S. corporations favorably treated under our
laws. What are the benefits of using these corporations? The Western Hemisphere Trade Corporation's income is taxed at only 34 percent; the
Possessions Corporation's foreign income is not
taxed at all; and the DISC results in the combined
income of the parent and DISC being taxed at 36
percent in the majority of cases. Because of the
favorable tax treatment of these corporations, there
is a temptation to generate as much income as
possible in them rather than in the parent which
is taxed at 48 percent. That is what leads to the
problems. And if you guess that the problems re-
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volve around how income is split up between the
parent and the special corporation, you are absolutely right. Let us take a closer look at these
corporations.
WESTERN HEMISPHERE TRADE CORPORATION (WHTC)

This U.S. corporation does all of its business
in the Western Hemisphere, derives its income
outside the U.S., and is taxed at a maximum rate
of 34 percent. This was done to encourage U.S.
business to operate in Latin America. Since the
maximum rate on ordinary corporations is 48 percent, the intercompany dealings between the U.S.
parent and its WHTC subsidiary are always closely
scrutinized by the IRS.

... you can

bet the
problems
will not
go away."

POSSESSIONS CORPORATION

This is a U.S. corporation that does the bulk
of its business in a possession of the U.S. (for this
purpose, Puerto Rico is considered a possession)
and is exempted by the U.S, from tax on all the
foreign and possession income of the corporation.
If an enterprise qualifies for inclusion under the
Puerto Rican Industrial Incentive Act, which exempts manufacturing operations from Puerto Rican
tax, it can avoid both U.S. and Puerto Rican income
taxes by organizing as a U.S. corporation to manufacture in Puerto Rico. Again, intercompany dealings of a parent and a possession are closely scrutinized by the IRS.
DISC

Another creature of Congress, DISC is a U.S.
corporation that can legally avoid U.S. tax on
anywhere from 25 to 50 percent of export taxable
income. Since this is a new creation, the problems
with the IRS are still in the potential stage.

Conclusion
The taxation of multinational corporations is
now being closely scrutinized both by Congress and
Treasury officials. We have already touched upon
proposals for the limitation of the foreign tax credit.
Other proposals involve doing away with certain
of the tax -haven provisions, eliminating the WHTC
and DISC, and even eliminating the deferral provisions themselves. In the case of the deferral, its
elimination will present a whole new set of problems dealing with the computation of earnings and
their translation.
But whatever happens, you can bet the problems
will not go away. Understanding the underlying
causes of most of the problems, however, will go
a long way to finding a solution to them. This the
financial executive should keep in mind.
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FOR THE MANAGEMENT ACCOUNTANT

ACCOUNTING UNDER INFLATIONARY
CONDITIONS

HOW TO PREPARE AN OPERATING BUDGET
A Programmed Book

Patrick R. A. Kirkman

J. H. Halsall, F.C.A.

International Publications Service Collings Inc., 1974, 266 pp.

Longman Inc., 1974, 106 pp.

The author examines the deficiencies present in accounting
statements during a period of inflation. He describes changes
or improvements that might be introduced if profit measurement is to remain a realistic assessment of performance.
Circle 5 on inquiry card.

This programmed book teaches the importance of policy,
forecasting, planning and organization and describes an operating budget and its preparation with particular reference to the
small and medium sized enterprise.
Circle 10 on inquiry card.

COST TERMINOLOGY AND COST THEORY:
A STUDY OF ITS DEVELOPMENT AND
PRESENT STATE IN CENTRAL EUROPE

BUSINESS PLANNING AND FORECASTING
Dennis Cooper -Jones

Hanns- Martin W. Schoenfeld

Halsted Press Div., John Wiley & Sons, 1974, 265 pp.

Center for International Education and Research in Accounting, University of Illinois, 1974, 177 pp.

The accent throughout this book is on common sense and
simplicity with an avoidance of management gimmicks and a
minimum use of jargon. The procedures advocated are illustrated by examples based on a hypothetical light engineering
business.
Circle I 1 on inquiry card.

This work looks at central European contributions to cost
accounting and cost theory up to 1970. It shows potentials and
limitations of previous theories in the hope of generating new
impulses for further research.
Circle 6 on inquiry card.

THE STRATEGY OF CASH
REALISTIC COST ESTIMATING FOR
MANUFACTURING
Ivan R. Vernon, Editor
Society of Manufacturing Engineers, 1968, 183 pp.
This book provides a description of the estimating function,
organization and staffing for estimating, cost estimating controls, estimating procedures and examples of cost estimating
procedures.
Circle 7 on inquiry card.
THE ENCYCLOPEDIA OF MANAGEMENT
Second Edition
Carl Heyel, Editor
Van Nostrand Reinhold Co., 1973, 1161 pp.
This revision contains an updating of all entries either by the
original author or another of similar stature. Thirty-five entries
have been added. The book covers all the physical and social
sciences.
Circle 8 on inquiry card.

A Liquidity Approach to Maximizing the Company's
Profits
S. D. Slater
John Wiley & Sons, 1974, 392 pp.
This is one of a series of books illustrating the financial manager's responsibility in running a business. Maximizing business
profits through maximum liquidity and the equity potential for
creating liquidity are the author's tenets.
Circle 12 on inquiry card.

BANKING FOR THE NON - BANKER
Don H. Alexander
D. H. A. & Associates, 1974, 64 pp.
This book explains to the small businessman some of the
terminology used by bankers and illustrates procedures in preparing a business loan proposal.
Circle 13 on inquiry card.

BANK CREDITS AND ACCEPTANCES
HANDBOOK FOR MANUFACTURING
ENTREPRENEURS
Robert S. Morrison
Western Reserve Press Inc., 1973, 558 PP•
The author covers the phases of starting up, operating, and
maintaining a manufacturing company based on his own experience in the molded plastics industry.
Circle 9 on inquiry card.
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Henry Harfield
The Ronald Press Co., 1974, 363 pp.
The purpose of this book is to set the modern acceptance and
letter of credit usage in its legal and practical perspective. The
author reviews the fundamentals that have maintained the
vitality and flexibility of bank credits and acceptances in recent
years.
Circle 14 on inquiry card.
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The National Association of Accountants
Announces

A SYMPOSIUM ON
CHICAGO
Tuesday, October 21, 1975
Marriott Motor Hotel — O'Hare
NEW YORK
Thursday, October 30, 1975
Waldorf- Astoria

SYMPOSIUM
VIEWPOINTS

In its continuing program to bring a variety of
professional development opportunities to members
and others in the financial community, NAA has
established a ONE -DAY SYMPOSIUM.
This new program is designed specifically for Financial
Management (Chief Financial Officers, Treasurers,
and Controllers). The symposium offers concentrated
attention to a topic of high current interest. The topic
for the inaugural symposium is LIQUIDITY.

• Maintaining organizational
liquidity during the current
economic upturn.
• Federal Reserve Board posture
and money policy during economic
recovery accompanied by
inflation.
• How risk and return on investment
affect an organization's ability to
borrow funds.
• The relationship between inflation
and liquidity — how banks and
commercial credit houses adjust
for inflation in evaluating
corporate credit worthiness.
• Financial decision making
regarding the effect of leases on
corporate short -term and longterm liquidity.

REGISTRATION INFORMATION
To register for the Chicago or New York symposium,
call or write:

weeks before your meeting starts. Please contact the
hotel directly for reservations.

National Association of Accountants
919 Third Avenue
New York, N.Y. 10022
Att: Registrar
(212) 754 -9758

Substitutions, Cancellations, Refunds
All registrations will be confirmed by the Registrar in
the order received. You may substitute another individual for your registration up to the symposium
date.
Full refunds will be made on cancellations received
earlier than one week prior to the start of the
symposium.
Registrations cancelled later than one week prior to
the start of the program are subject to a cancellation
charge of $25. No refunds will be made on cancellations received less than twenty -four hours prior to the
start of the program.

FEE: $125.00
The fee for NAA courses includes luncheon, reception, refreshments, and all technical materials.
Hotel Accommodations
NAA does not arrange hotel reservations. However,
the hotel at which the symposium is offered will hold
a limited number of rooms for registrants up to two

HOW TO HARNESS INFORMATION RESOURCES

COMPUTERIZED PLANT INFORMATION SYSTEMS

A Systems Approach

Arthur E. Wolf

Forest W. Harton Jr.

Prentice -Hall, Inc., 1974, 192 pp.

Association for Systems Management, 1974,147 pp

This book provides the reader with the building blocks necessary for the construction of an economical, effective data -base
plant and factory management information system. It presents
the system in multistage sequence.
Circle 21 on inquiry card.

This book reviews how the systems approach can be successfully applied to maximize the use of available information
resources by considering the problems of storage, handling and
retrieving information.
Circle 15 on inquiry card.
THE MULTINATIONAL COMPANY
Behavioral and Managerial Analysis

STATISTICAL ANALYSIS FOR MANAGERIAL
DECISIONS

E. J. Kolde

Second Edition
John C. G. Boot and Edwin B. Cox

Lexington Books, 1974, 266 pp.

McGraw -Hill Book Co., 1974, 651 pp.

This book adopts an interdisciplinary approach to avoid the
pitfalls of the specialist's narrow perspective and to rid the
scene of sacred cows. The factual basis for the book rests on
research conducted either by the author or under his direction.
Circle 16 on inquiry card.

Emphasis has been maintained in this second edition on a
blend of application and interpretation in the classical school
and the concern for mathematical foundations and decision
theory in the modern school.
Circle 22 on inquiry card.

DECISION TABLES

A BIBLIOGRAPHY OF INTERNATIONAL
ACCOUNTING

Michael Montealbano
Science Research Associates Inc., 1974, 191 pp.
The author introduces the reader to the decision table as a
tool for putting procedure descriptions in digital form: that is,
digitizing them.
Circle 17 on inquiry card.
RPG —WITH BUSINESS AND ACCOUNTING
APPLICATIONS
Stanley E. Myers
Reston Publishing Co. Inc., 1974, 462 pp.

Third Edition
Konrad W. Kubin and Gerhard G. Mueller
Office of Faculty Publications, Graduate School of Business
Administration, University of Washington, 1973, 144 pp.
This edition eliminates most references prior to 1960 with the
exception of some key items. New classifications have been
added on the European Economic Community, Foreign Currency Translation, and Accounting Education and Research.
Circle 23 on inquiry card.

This book integrates two disciplines: the learning of accounting and electronic data processing. The learning of the Report
Program Generator ( RPG) language is enhanced by the use of
coding techniques for solving business applications.
Circle 18 on inquiry card.

FUNCTIONAL ANALYSIS OF INFORMATION
NETWORKS

EXPORT-IMPORT FINANCING—A PRACTICAL GUIDE

John, Wiley & Sons, 1973, 281 pp.

Gerhard W. Schneider
The Ronald Press Co., 1974, 452 pp.

This book attempts to analyze the information networking
problem by avoiding the pitfalls of the traditional applications
approach to network design. The functional separation and
analysis of information and network processing was chosen
as it seemed the most rational and logical way.
Circle 24 on inquiry card.

This book provides guidance to international traders, corporate
officers, bankers, and students of foreign commerce and banking. Emphasis throughout is on the practical.
Circle 19 on inquiry card.
OPERATIONS RESEARCH IN PRODUCTION
PLANNING, SCHEDULING AND INVENTORY
CONTROL

A Structured Approach to the Data Communications
Environment
Hal B. Becker

FUNCTIONAL ANALYSIS OF INFORMATION
PROCESSING

John Wiley & Sons Inc., 1974, 525 pp.

A Structured Approach for Simplifying Systems Design
Grayce M. Booth
John Wiley & Sons, 1973, 269 pp.

This textbook deals with production and inventory management and concentrates on operations research methodology
applied to problems of production planning, scheduling, forecasting, and inventory control.
Circle 20 on inquiry card.

The author treats the problem of moving the information from
the source(s) in the network into the information processor
and moving the results back into the appropriate destination(s).
Circle 25 on inquiry card.

Lynwood A. Johnson and Douglas C. Montgomery
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Eff 0
GOLF FANS:
We don't know if NAA'ers are golf fanatics or serious accountants who
know a bargain when th ey see one. But the response has been great!
During June, we announced this special sale: Buy two or more Self Stud y Program (SSP) Courses in the Management Accounting for Business Decisions Series, send in your check with the order, and we will
send you free of extra costs:

YOUR CHOICE:
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SSP #1 —A Contemporary Introduction lays the essential groundwork for
approaching the formidable problems
of management planning, reporting,
cost behavior analysis, budgeting and
many others.
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A handsome, 12- cassette,
smoke - plastic display case with
the Association's seal embossed
on the cover. (A $7.00 Retail
Value!)
WHOLE IDEA:

SSP #2 —Cost Concepts and Cost Behavior Analysis: Their Impact on Decision Making, expands many of those
basic concepts presented in SSP #1
and focuses on their practical application.

The whole idea is to get more members into the Self -Study Program (SSP)
habit; to enable these individuals to
learn more about the role of Management Accounting in Business Decision- making in a unique kind of way.
A multi -media approach which includes Audio Cassettes, Color Illustrated Workbooks and Exercise Problems. Plus a Certificate of Completion.

JACK NICKLAUS'S How l
Ploy Golf; an innovative 2cassette and 80 -page illustrated
instruction book with an introduction and running commentary by BING CROSBY. (A
$20.00 Retail Value!)
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Ye s I want to take advantage of this special offer.
Enclosed is my check for two or more SSP Courses.
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Chapter/ Member News

Medellin (Colombia) International Chapter celebrated the end of the
1974 -75 year with a party attended by 90 members and their spouses,
including past presidents. Above are some of the chapter dignitaries.
Medellin was chartered in 1968.
Emeritus Life Associates
The designation of Emeritus Life Associate
is made available to retired members who
have had 20 years of active service, or ten
years of active service including five years
as an elected national or chapter officer or
director. Those so designated are relieved
from payment of annual dues. The intent

of this provision of the By -Laws is to recognize the debt which the Association owes to
members of long standing.
RALPH BLODGET, Columbia.
LEONARD M. CHADIMA, Cedar Rapids.
WILLARD E. CONN, Phoenix, past president. Stuart Cameron McLeod Society.
W. G. ECKMAN, Chicago.
MAURICE B. FYFE, Long Beach.
J.R. HANSEN, Racine- Kenosha.
MAENNER B. HUFF, Member -at- Large.
ROBERT E. MATHEWS, Columbus.
JOSEPH A. MATLACK, Rockford.
R. J. MCCREATH, Rockford.
EVERETT T. NICHOLS, Baltimore.
JACKSON S. RAIDER, Saginaw Valley.
LEO SCHNEPEL, Itlowa.
W. JAY TOMPKINS, Milwaukee.
JOHN V. VAN PELT, III, South Birming.
ham, past president. SCMS.
JOSEPH E. WOODS, Union County.
Promotions and New Positions
JAMES C. PRICE, Alameda County. South,
has been elected an associate of Woodward -Clyde Consultants.
WILLIAM S. JACKSON, Anderson Area, recently was promoted to assistant branch
manager of the Monroe Calculator Company's Anderson office.
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KYLE A. BAKER, Austin Area, recently
was promoted to controller at American
Bank. . . . FRED S. SCHULTE has been
named corporate controller, Tracor, Inc.
JOHN E. BOZMAN, Baltimore, has been
named controller of Baltimore Paint and
Chemical Corp.... HERMAN P. CARSON
has been promoted to senior vice president with the Union Trust Co. of Maryland.
LARRY D. BRAGA, Boise, was promoted to
assistant comptroller, accounting, Idaho
First National Bank.
RALPH M. LANZA, Brooklyn, was promoted to vice president at European
American Bank.
ALLEN E. BAUN, Buffalo, has been named
assistant vice president of the Commercial Loan Dept., Manufacturers Hanover
Trust Co.
GARTH W. HENRY, Cleveland, has joined
Hanna Mining Co., as manager of internal audit.
TIMOTHY E. Nuss, Delaware County
Pennsylvania, is now controller, M & K
Products Div., MK Group, Ltd.
RONALDJ.BORDUI, Detroit, has been appointed chief financial officer of Wake
County Hospital Systems, Inc.... LiLLIAN A. HINDS was named director of
fiscal affairs for the Mary Free -Bed Hospital. . . . DENNIS L. HOWE has been
appointed profit planning officer for
Northern States Bancorporation. . . . .
HENRY I. SCHLEIDER was appointed vice

president— finance for Crowley Milner &
Co.... DALE L. SIMONS has been promoted to vice president and senior accounting officer, Manufacturers National
Bank of Detroit.
LEE E. SAPPINGTON, East Bergen -Rockland County, was named assistant to the
financial vice president, Grand Union Co.
VITO A. CARDACE, Essex County, has
been elected corporate controller of the
Grand Union Co.
J. VINCENT VOGEL, national director
from Hartford, has joined Gant Shirt makers as controller.
GERALD F. SMITH, Johnstown, was promoted to assistant controller of L. Robert
Kimball Consulting Engineers.
ARNOLD S. CARLSON, Lake Superior, recently was promoted to treasurer of
Maurius Apparel, Inc.
JONATHAN A. FOGG, Los Angeles, is regional controller of Hyatt Medical Enterprises.... IRVING M. LACHS was named
administrator for the Ralph C. Sutro Co.
. . . MELVIN O. REDFORD is now Senior
vice president at Lloyds Bank California.

w

SCHULTE

Austin A rea

HOWARD

Pittsburgh

DONALD G. STREBEL, Northwest Suburban Chicago, has joined the Chicago
office of the George A. Fuller Co, as
administrator.
WILLIAM R. WILCOX, JR., Norwich, has
been promoted to assistant vice president,
Norwich Savings Society.
HARRY L. BROWN, Oakland County, is
now director of management information
systems for Citizens Mortgage. . . .
HOWARD B. GURNEY has been appointed
assistant vice president and officer -incharge of the commercial loan department of First National Bank of Warren.
... RAYMOND SLAUGHTER is now a senior
on the tax staff of Ernst & Ernst.
PHILIP B. CLELAND, Omaha, has been
promoted to manager at Arthur Andersen
& CO. . . . JOYCE I. SWANSON has been
promoted to manager at Elmer Fox,
Westheimer & Co.
MANAGEMENTACCOUNTING/OCTOBER1975

Two Piedmont Winston -Salem members
have been named at ITT Grinnell Industrial Piping, I n c . L . G E O R G E B R A N N O N
has been promoted to vice president and
treasurer of finance, and W. EUGENE
MATTHEWS was promoted to manager of
accounting services.

counting and financial recruitment.
RO BER T V . JO NES,

Portland - Willamette,
was pro mo ted to controller for Hoffman
Constru ction.
JO S EP H

H. BRIDGES, Raleigh - Durham
Area, has been promoted to secretary treasurer of Bancshares, parent company
of Bank of North Carolina, N. A.

Two Pittsburgh members have been
named at Wheeling- Pittsburgh Steel
Corp. JAM E S S . H O W A R D w as elected vice
president - finance and P HIL IP F. MucK
was named comptroller.... FRANK W.
M C LAUG HLIN has joined Robert Half
Personnel Agencies as director of ac-

BE
R
HER
MAKE YOUR
COMPANY
RICHER!

JO HN G .

HYNns, Raritan Valley, is the
accounting manager of the newly - formed
international division of C. R. Bard, Inc.
ROBERT L. NICOL, Rochester, has joined
Rotron, Inc., as a controller.
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DEAN G. CHRISTENSEN, Salt Lake Area,
has been elected to senior vice president
of Murray First Thrift. ... BRYCE B.
ORTON has been appointed associate dean
of both the College of Business and the
Graduate School of Management, Brigham Young University.

Ti m P r lf f

RONALD J. SILBER, St. Louis, has joined
the firm of Kenneth Balk and Associates,
Inc., as vice president, and director of
financial management, administration and
computer operations.
MERLE E. WOOD, Southern Maine, is
now the treasurer of Hanscom's Truck
Stop, Inc.
WILLIAM H. CALDWELL, Wheeling, past
president, is the new treasurer and controller at Wheeling Closure Corp.
RICHARD S. BIGGERSTAFF, Western Montana, has joined Davis Bros. Distributors,
Inc., as controller.
GARY L. SIMMONS, Wichita, is now controller with Franchise Services, Inc.
JAMES R. DIPROFIO, Worcester Area,
has been promoted to manager of accounting, Bay State Abrasives, Dresscr
Industries, Inc.
In Memoriam
CHARLES E. ANDREWS, 74, Baltimore,
1942. Emeritus Life Associate.
GERALD E. AUSTIN,60, Erie, 1960.
ROGER W, BRIGGS, 59, Des Moines,
1967.
LARRY W. CHILDERS, 41, Raleigh -Durham Area, past president, 1965.
LEO R. DREXLER, 42, Reading, 1966.
JOHN J. FLANNERY, 84, Baltimore, 1928.
ELA.
NoRRIs HARRIS, 84, Baltimore, 1928.
ELA.
HENRY W. HINKLE, 73, Tulsa, 1948.
ELA.
JOSEPH A. HLAvrN, JR., 82, Baltimore,
1927. ELA.
ROBERT H. ISAACS, Houston, 1974.
RAYMOND C. KEEFER, 81, Hagerstown,
past president, 1945. Stuart Cameron
McLeod Society. ELA.
HAZEN N. KING, 83, Lehigh Valley, 1924.
ELA.
JOHN O. MARLOW, 49, Waterloo -Cedar
Falls, past president, 1951.
C. L. PETERSON, 51, Peoria, 1950.
NOEL PICKARD, 54, Mobile, 1973.
O. K. SEYBoLD, 72, Dayton, 1929. ELA.
WILLIAM J. SHIVER, 71, Atlanta North,
1946. ELA.
RAYMOND B. WELCH, 79, Rochester,
1929. ELA.
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"Dear, if you present that at the Board of Directors' meeting, they'll wash
you down the tube."

'A Quick & Dirty Manual
Mathematical models to solve almost
any business problem imaginable are
the staple of academic journals; often,
however, the manager who has the
problem either does not know the
solution exists or does not understand
the method or methods to reach it.
Two authors have published a book,
called Operations Research for Immediate Application —A Quick & Dirty
Manual, which is designed to bridge
the communications gap between
those who know and those who need
to know.
In a flippant, readable style designed
to impart maximum information with
minimum pain to the reader, Authors
Robert E. D. Woolsey and Huntington S. Swanson present some guidelines to applications of management
science to typical business problems.
One author points out, "some of the
simple methods for selected real -world
problems, which have been known by
academics in this field for some time,
were totally unknown to the people
who really need them. Study of this
problem showed that the main reason

was that the academics, naturally,
wrote about the methods in such a
manner as to ensure acceptance in
academic journals. Unfortunately, the
degree of mathematical rigor and fashionable notation required by these
journals assured that the methods were
incomprehensible to the final consumer."
The chapter on Time - Shared Capital
Budgeting offers another illustration of
their wry approach. "The first hard
lesson that should be learned by any
budding O.R. man is that the most
difficult optimization problem is getting someone to use an optimization
model.... What we should realize is
the fact that, for any O.R. model to
succeed, it must have some forces with.
in it that motivate the customer to use
it. From his own experience, the author offers the following three motivators with, of course, a considerable acknowledgement to Niccolo Machiavelli:
1. Desire for status
2. Greed
3. Fear"
The book is available from Harper &
Row.
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THE PRESIDENT'S MESSAGE

From Detroit where I was elected President to Anaheim where
turned the office over to my successor is not such a great
distance in ou r jet age. Bu t th e deto urs, m eetin gs an d actions
enroute from one Annual Conference to another add up to an
exciting year of Association activities.
As was noted earlier, I can't point to any great accomplishments d u ring th e y ear b u t large ach ievem en ts du rin g a single
year in an y o rgan ization o r p ro gram are th e ex cep tion. What
is the rule is the initiation of small changes which continued
through tim e o ften lead to sign ifican t m o vem en ts o r changes.
I hope this is the case for 1974 -75.
In my inaugural address I said I wou ld give a q ualitative
emphasis to NAA programs. Quality is difficult to measure, of
course, but I hope my iteration and reiteration at meetings
attended du ring th e year h ave accelerated an on go in g process.
As a past national president I will continue to push excellence
in all th at we d o .
The measurable results of 1974 -75 were very satisfying. Even
during a p erio d o f a m ajo r recessio n , we su stain ed the three
percent growth established the year before. As the economy
recovers its vigor, it is an ticip ated th at we will make further
gains in the rate of growth. The results of a membership
survey b y th e Oliver Qu ay le o rgan izatio n in d icate we are on
the right track as far as the direction we are going.
Internationally, we laid the groundwork for future cooperation with o u r co lleagu es in England and Canada. Executive
Director Bill Yo un g and I met with h ead s of accou nting groups
in London, Berm ud a an d New Yo rk. We rec o gn ized that we
had common interests and common objectives and our new
relationship has mu ch p o ten tial. We alread y are co operating
with the Society of Industrial Accountants of Canada on research projects.
When I attended workshops in Brussels and Zurich, I was
impressed by the desire expressed for American management
accounting know -how. We h ave to d evise way s to improve
services to existing international chapters and help to nurture
others in to being as vehicles fo r the dissemin ation of American
managem en t accou n ting.
Our educational objectives were strengthened by the continued growth o f th e Certificate in Man agemen t Accounting
program an d th e very go o d sales o f th e n ew Self Study Program. Later this year, when we hold two one -day symposiums
on "hot" accounting topics, we will have broadened the educational effort even more.
Obviously a lot has happened on the w ay from Detroit to
Anaheim. We weathered the recession and came out in a
good financial position, as you will discover when you look at
the finan cial statem en ts fu rther on . It was ap p rop riate that as
60

the year was ending, our Socio - Economic Program was singled
out for a special citation at the Annual Conference by the
Administrator of the Small Business Administration. The award
read "Presented to The National Association of Accountants
for its contributions to strengthening the m anagem ent ability
of small business through the generous donation of the time
and talent of its members."
The Conference itself exceeded our expectations and set a
record in attendance —a fine bouquet to cap the year!
The efforts of your officers and directors, and our dedicated
staff, contributed much to the year's results. I thank them for
their support and also thank every member for his support in
helping m ake this a mem orable and im portant year.

47P-4;ZX� 4.
A. P. BARTHOLOMEW, JR.
President, 1974 -75
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PLANNING
The Committee on Planning is committed to the long range
perspective, searching for ways to improve the performance
of the Association and forecasting the future role of the management accountant. It saw, however, the fruition of some
changes which will have immediate impact on the Association.
As a result of its study, charters were granted to 18 regional
councils of chapters, effective July 1, 1975. Regional councils
have been the spontaneous outgrowth of groups of chapters
in the same area which desire to pool their resources and
sponsor professional development meetings and other activities. Chartering the councils, therefore, was considered appropriate in order to promote and facilitate cooperation and
communication between council members, provide means of
pooling resources to furnish the services of the Association to
individual members and to protect the council from activities
that might interfere with the nonprofit status of the Association, its chapters and councils. The by -laws call for a minimum
amount of standardization in the councils' operations and in
no way interfere with the purposes of their formation.
A special committee with John C. Arme as chairman was
appointed to determine the future direction of international
expansion. The committee will make a complete evaluation of
NAA's objectives on international growth and will attempt to
identify and clarify the goals of the Association in the international field.
The Planning Committee studied a statement of responsibilities proposed by the summit group of accounting associations and recommended its adoption by the Board of
Directors. The statement, published below, was unanimously
approved by the NAA directors:
"The discipline of acounting has emerged as an
indispensable aid in the resolution of the intricate
economic issues confronting modern man.
"It provides the framework for both simple and
complex management information systems; it is
employed in the compilation and evaluation of
economic data for various users; it is essential for
the creation and maintenance of an equitable tax
structure and for the proper exercise of the regula-

tory functions of government; and it is a language
which can transcend national boundaries and
hence can promote international understanding.
"The welfare of every individual is largely dependent upon the effective operation of the
world's socio- economic system.
"That system can operate effectively, in turn,
only if useful and reliable economic information
about business, government and other entities is
widely disseminated.
"Consequently, we the undersigned organizations— hereby reaffirm our dedication to the cause
of responsible financial reporting. In doing so, we
recognize that we are committing our members to
a persistent pursuit of the truth in financial affairs —and to the difficult task of presenting that
truth in an objective manner.
"Noble intentions alone, however, will not result in relevant and reliable financial data. Personal
competence is a fundamental requirement for any
participation in the process of providing information on which others must rely. Thus our members,
regardless of their positions, are expected to maintain their professional competence through continuing education."

MEMBERSHIP AND CHAPTER GROWTH
In a year when many associations fought hard to stay even, the
Association realized a net gain of 2,460 members -3.6 percent— ending with 70,500, a record high. The number of new
student applications was particularly gratifying: this membership category almost doubled from 1,344 to 2,340, a figure not
included in the membership total above.
Guided by the Committee on Membership, a many - pronged
drive to acquire and retain NAA members is now in being.
This includes membership promotion material, postage -paid
referral cards in Management Accounting and, beginning in
1975 -76, a telephone contact program to contact those who
have resigned or had their memberships terminated. In addition, national officers and directors throughout the year

These NAA members attended the Annual Conference in Anaheim in
order to accept Membership Achievement Awards on behalf of their
chapters. Warren W. Byrne, chairman of the Committee on
Membership for 1974 -75,is at center.
MANAGEMENT AGCOUNTINQ/OCT OBER 1975
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This is an artist's rendering
of the Presidents' Award,
new top prize which goes
to the chapter with best
record over the last
consecutive five years.
Eugene (Ore.) Chapter
became the first chapter to
win the award, which is
sponsored by the NAA past
national presidents.

promoted benefits of NAA membership in their visits to
chapters and at the spring chapter management seminars. The
results testify to the success of this concerted effort.
Three new chapters were chartered during 1974 -75. They
are South Central Kentucky (Bowling Green), April 1, 1975;
Salem, Ore., Nov. 1, 1974, and Gaston - Carolinas (Gastonia,
N.C.), Nov. 1, 1974. The Committee on Chapter Development
also saw its efforts result in the formation of three other
chapters whose charter dates become effective in 1975 -76.

CHAPTER OPERATIONS
From the efficient conduct of chapters flow many benefits, not
the least of which is quality service to members. Guidance to
chapters is accomplished through the competition program,
visits from national officers and directors and staff, and
chapter management seminars_ The incentives in the competition program are annually reviewed and refined to more
closely reflect chapter and Association objectives.
The Committee on Chapter Operations approved a number
of changes in the competition rules and the chapter organization. Effective for 1975 -76, a new director —the Director of
Community Affairs —was added to the chapter board. Reporting to the Vice President of Communications and Public
Relations, this new director will assume responsibility for
some of the activities formerly under the director of Educational Projects and the Director of Special Activities. In addition, the National Board approved a name change of the
Public Relations Director to Publicity Director, and the Program Director to Technical Program Director.
An expansion of the definition of Professional Development
also was approved. This statement was added to the current
definition: "Professional Development is the gaining of additional professional knowledge by Association members
through participation in or attendance at a defined structured
program of study, a lecture or a seminar, sponsored by NAA."
This change permits chapters to obtain credit from participation in both the CEP program and the SSP (Self- Study) Cassette program. All of the above changes are detailed in the
1975 -76 Chapter Competition for Trophies and Awards booklet.
Attendance at the 27 chapter management seminars and the
seven mini - workshops held in the Spring increased 33 percent
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over the attendance last year. Officers and directors and staff
members made 277 chapter visits and 18 Council visits.
Six new regional councils were organized with the assistance of national officers and directors and staff.
Two chapters requested changes in their names and were
granted approval to make the changes: Northeast Suburban
Philadelphia to Suburban Northeast Philadelphia and Youngstown to Greater Youngstown Area.

Presidents' Award
One of the most far - reaching actions of the Committee on
Chapter Operations was to successfully phase in the new
Presidents' Award. With the final determination of the rules
for the award, the Association now has a tool to measure the
consistency of the work of each of the chapters in servicing
its members. The award is made to the chapter from either
the Stevenson Trophy competition or the Warner Trophy competition which has performed at a consistently high level for
the previous five years. It is sponsored by the past national
presidents of NAA. Eugene Chapter was the first recipient of
this new award.
Although the chapter has never won either the Stevenson
or Warner Trophy, it has consistently placed high in the
national standings. And that is the type of performance the
new trophy is designed to recognize.

EDUCATIONAL ACTIVITIES
While continuing its educational efforts through the established channels, the Association, guided by the Committee on
Education, completed planning to introduce a new program.
This vehicle is the one -day symposium designed as an intensive study in depth of a current accounting topic. The first
of the new symposiums is scheduled this Fall.
Results of the programs in the overall educational effort

Every year NAA sponsors Junior
Achievement Treasurer -of- the -Year Award.
Craig Choun (right) displays plaque
presented by President Bartholomew.
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varied from excellent to disappointing. The Continuing Education Program realized an attendance of three percent above
budget. Two new courses were developed and introduced —
"Long Range Strategic Planning and Analysis" and "Operational Auditing." Both courses were well received.
The In -House program offering educational courses right on
the plant site did better than anticipated. Sixteen programs
were conducted for about 370 people and various industries
and public accounting firms.
The Local Education Activities Program (LEAP) continued
to lag behind budget. It will be one of the major items on the
agenda for the Committee on Education to study ways and
means of revitalizing the educational effort.

Self -Study Program(SSP)
The success of the Self -Study Program has exceeded all expectations. More than 1,300 units of the first two courses —
SSP #1 and SSP #2—have been sold. SSP #3, "Management
Accounting for Business Devisions in the Service- Oriented
Economy" is currently in development.

RESEARCH
The goal of the research effort is to sponsor research projects
which will maintain the Association as the leading proponent
of management accounting theory and practice. To this end a
number of projects have been completed or are in different
stages of development. Four research reports were published:
• Human Resource Accounting: Past, Present and Future
• Impediments to the Use of Management Information
• Some Effects of Participative Budgeting on Managerial
Behavior
• Controlling and Accounting for Supplies
Released for publication recently are the following:
"Normative Models in Managerial Decision- Making" by
Lawrence A. Gordon, Danny Miller and Henry Mintzberg.

"Research Methodology and Business Decisions" by John
W. Buckley, Marlene H. Buckley and Hung -Fu Chiang.
"The Implementation of Computer -Based Models" by Henry
C. Lucas, Jr.
Nine projects currently nearing completion or in process
are: Manpower Cost and Performance Management; Pilot
Study to Develop a Management Accounting Practice Survey;
Standard Costing; The Measurement of Environmental and
Physical Resource Impacts of Corporate Social Performance;
Accounting for Corporate Social Performance: Product and
Service Contributions; The Use of Accounting Information in
Labor Negotiations; Maintenance Cost Control, and Control of
Computer Resources.
The committee is also supervising research staff support for
the MAP Committee in three areas: Business Liquidity, Multi Lingual Terminology, and Price -Level Adjustments.
Cooperation with the research departments of other organizations has been highly successful. The Society of Industrial
Accountants and NAA jointly published one of the four studies
printed this year. Impediments to the Use of Management
Information by Henry Mintzberg. Plans for another cooperative project are under way. The Association also is an
active participant in The Council of Accounting Research Directors, which was established earlier this year at a meeting
hosted by NAA.

INSTITUTE OF MANAGEMENT ACCOUNTING

President -elect Lafe P. fox speaks in Manila
at the first regional NAA Conference held
in the far East. At head table, I.-r., Manuel
B. Enriquez, president of Philippine
Chapter, and past National Director
Manuel R. Sylvester.
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It was a transition year for the Certificate in Management
Accounting Program. The examination for the Certificate was
changed from the month of December to the month of June.
Accordingly, two examinations were held during 1974 -75. The
change was made to make the application dates for the
examination more closely coincide with the NAA chapter year,
because June would be a more attractive month for management accountants, and because this date would appeal to
graduating accounting seniors. Results of the first examination
in June were encouraging: the number of candidates taking
the examination was approximately 15 percent higher than
those taking it in December.
There is growing recognition and approbation for the
Certificate in Management Accounting. Universities are giving
the program increasing recognition by listing it in their bulletins as the professional designation for the management accountant, curriculums have been modified to list course combinations appropriate to careers in management accounting,
and finally advertisements by accounting departments for
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teachers are listing the CMA or the CPA as a desirable credential, as well as the Ph.D. degree.
Several major companies have given the program support
since the first examination. During the current year two large
companies registered many of their accounting staff personnel
for the examination and also sponsored the development of
review courses to help their employees prepare for the examination.

MANAGEMENT ACCOUNTING PRACTICES
DEVELOPMENT

The Committee on Management Accounting Practices responded to numerous proposals from standard - setting agencies, including the Financial Accounting Standards Board,
Securities and Exchange Commission, International Accounting
Standards Committee, Canadian Institute of Chartered Accountants and the American Institute of CPAs.
During 1974 -75, the MAP Committee published "Price PUBLICATIONS
Level Adjustments: A MAP Committee Report" and also a
A steady stream of new publications and reprints flowed from review of the responses it made to the different agencies on
the publications department during the year. Seven new books current issues.
were published, two of them offered free to NAA members
Comment letters were submitted to the Cost Accounting
for a limited time period according to NAA policy. Eight other Standards Board on matters dealing with Depreciation of
Tangible Capital Assets, Accounting for Acquisition Costs of
titles were reprinted and given a graphic "face lift."
Thanks to increased promotion, publication sales far ex- Material, Termination Accounting, Classification of Direct and
ceeded budget. Sales of the SSP Program accounted for much Indirect Costs, and Deferred Compensations. An in -depth
of the favorable variance, while publication sales alone re- analysis of the actions of the Subcommittee on Responses to
the CASB was published last month.
sulted in a 76 percent favorable budget variance.
The Committee is now involved in projects dealing with
Paid advertising in Management Accounting declined 29
percent due to the depressed state of the economy but as the accounting terminology, liquidity, and price -level adjustments.
economy picks up, and with the addition of a new sales rep- The terminology project is a long term project that is designed
resentative in the East, sales are expected to grow. One of the to lead to a comprehensive glossary of accounting terms and
indications of the usefulness of the magazine is the number of definitions.
The Subcommittee on Liquidity is cooperating with the NAA
reprint requests. More than 130 articles were named in reResearch Department and the Technical Services Division in
print permission requests during the year.
A compilation of published articles drawn from Manage- exploring aspects of liquidity.
The Subcommittee on Management Aspects of Price -Level
ment Accounting on a single topic — Managing the Cash Flow
—sold very well. As a result, two similar books have been Adjustments has embarked on a project that will lead to the
compiled and are now available. The set, called the "inflation development of seminars intended to provide guidance as to
fighter series," is titled "Managing Price Level Accounting" short -cut methods, pitfalls to be avoided, and managerial apand "Management Reporting Under Inflation." Similar com- plications of general price -level reporting. The Subcommittee
pilations of articles devoted to a single topic are in the plan- will recommend a position for the MAP Committee on the
Financial Accounting Standards Board's exposure draft dealing
ning stages.
with price -level accounting.

Public Relations Recognition Awards for 1974 -75 were won by the five
chapters represented by these members. L. -r., Tim Danby, Canton; Luis
E. Ruiz, Los Angeles; Robert L. Pyle,chairman of the Committee on Public
Relations; Loudell O. Ellis, Birmingham; Fred Proodian, Massachusetts
North Shore, and Kenneth L. Posey, Reading.
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At left, Thomas A.Murphy,chairman of General Motors, delivers
hard - hitting speech at Annual Conference. Right, at Indianapolis Regional
Conference, President A. P. Bartholomew,Jr.,chats with Indianapolis
Mayor Richard G. Lugar,left. At center is past chapter president A. D.
Strahla.

The first annual Conference to be held in Anaheim was a
huge success with a record attendance of more than 2,600
members, spouses and children. Since the attendance went
over budget, the Association realized a surplus on the Conference. A regional conference held in the Philippines was very
well received by accountants in the Far East.
The National Board approved a motion that the 1979 Annual
Conference be held in Washington, D.C., the 1981 conference
in Hawaii and the 1982 conference in Boston. The next seven
Annual Conferences with their scheduled locations are:
1976—Miami Beach
1977 —Chicago
1978—San Francisco
1979 — Washington, D.C.
1980—New Orleans
1981 — Honolulu

1982 — Boston

PUBLIC RELATIONS
NAA's public relations effort is an ongoing program not designed to achieve dramatic results over night, but to help the
Association be perceived in the public eye as the association
for management accountants. This is the long -term thrust of
national and local programs.
Almost every Association activity generates publicity of
some kind or other, both at the chapter and national level.
The chapters continued to get outstanding coverage locally
while national press coverage was achieved when General
Motors' Chairman Thomas A. Murphy spoke at the Annual
Conference in June.
Public relations coups were scored in three specific areas.
Columnist Sylvia Porter devoted a full column of her syndicated feature to the socio- economic program which drew
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more than 200 responses. The feature appeared in about 600
newspapers.
An effort designed to promote articles in Management
Accounting has resulted in several trade magazines reprinting
certain articles. Thirdly, past National Director Lillian Filardo
has appeared on radio and television programs in seven cities
from coast to coast as a "spokesperson" for NAA. More appearances have been scheduled.
The Committee on Public Relations also guided the staff
in preparation of a career guidance kit for high school guidance counselors and students which will help introduce NAA
to men and women planning to enter the accounting field.

SOCIO- ECONOMIC PROGRAM
In a number of ways, NAA's Socio- Economic Program had one
of its most successful years yet. Local chapters provided management seminar and technical assistance on education and
training to 4,374 clients during the contract year, a record
number.

CONFERENCES

Under a contract from the Office of Minority Business Enterprises (OMBE) for the third year, the program recorded 1,208
cases accepted and 1,009 completed with the expenditure of
approximately 24,160 volunteer man hours at a value of
$966,400.

There was a dramatic upturn in the number of participants
in educational programs and also the number of continuing
one -to -one cases, reflecting the state of the economy. Sylvia
Porter's column describing the program generated a significant
number of inquiries and significantly increased public knowledge of the program.
One measure of the success of the program was the
Small Business Administration's special citation for the efforts
of NAA members in this area. OMBE renewed the contract for
a fourth year.
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SCMS members march in at Disneyland
Hotel in Anaheim.

STUART CAMERON McLEOD SOCIETY
Reflecting the great attendance at the NAA Annual Conference in Anaheim, almost 500 people attended the reception
and annual dinner of the Stuart Cameron McLeod Society. A
new Society policy allowing eligible candidates to join at the
beginning of their terms in office resulted in 109 candidates
being inducted into the Society, a record for this organization
of national officers and directors.
The Society held a successful mid -year meeting during
1974 -75 at Hilton Head, S.C., and a "get- together" dinner in
Indianapolis in conjunction with the regional conference. A
dinner meeting which was held in the Oakland East Bay -San
Francisco Area last May also was well attended.

INSURANCE
Approximately 12 to 14 percent of the total membership are
now participating in the life insurance program but no more
than four perc ent partic ipate in each of the other four programs offered as a benefit of NAA membership.
As of January 1, 1975, there were 8,585 insured members in
the life insurance plan, 1,620 members and their families in
the In- Hospital Indemnity Plan, 2,061 in the Accident Insurance Plan and 797 members in the Disability Income Plan,
which became effective on January 1, 1974.
A fifth — Excess Major Medical Plan —was begun with an
initial solicitation that ended November 1974. There are 703
members enrolled in this plan and the next solicitation will be
conducted this Fall.

MEMORIAL EDUCATION FUND
A set of guidelines for administering the Memorial Education
Fund was approved by the Board of Directors. Under the
guidelines, the fund will be allow ed to grow undisturbed to
$100,000 and after that point interest income may be used
for education or research purposes. The fund will be used
only for the benefit of NAA members. Donations are welcomed to honor active members, as well as those who have
recently died.
The donors to the Fund during 1974 -75 are listed below.
The individuals honored by the contributions are:
Bob Adams
William Allen
Frederick Anderson
Mrs. Pauline C. Byrne
Dana Cavin
Donald N. Cooley
Robert A. Dickey
Harold G. Drapp
Robert R. Elliott
Robert O. Feola
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Chris M. Finney
William J. Fox
Floyd Gillespie
Ruth F. Hebert
Alexander J. Lindsay
George W. Schoenberg
Cecil L. Shell
Charles E. Sherman
Harry Schreve
Julius G. Underwood
Maurice Van Camp
Alv Vistaunet
Roy L. Ward
Harold S. Weatherby
George E. Wilson
Organizations donating to the Fund during 1974 -75 were:
Atlanta North Chapter
Cincinnati Chapter
Dayton Chapter
East Tennessee Chapter
Fort Lauderdale Chapter
Harsco Corporation
International Honeycomb Corp.
Morristown Chapter
Paios Verdes - Torrance Chapter
Rochester Chapter
Stuart Cameron McLeod Society
Tulsa Chapter
Individuals donating to the Fund are listed below. Some of
them made more than one donation to memorialize individuals.
Ettore Barbatelli
Mr. & Mrs. A.P. Bartholomew, Jr.
Mr. & Mrs. William H. Beadle
Mr. & Mrs. Robert Beyer
Mrs. Rawn Brinkley
Joseph L. Brumit
R. Lee Brummet
Mr. & Mrs. Warren W. Byrne
Mr. & Mrs Robert G. Chapman
Mr. & Mrs. Robert L. Cramer
Mr. & Mrs. Robert I. Dickey and daughter, Adeline
Clemens A. Erdahl
Mary Lou Erdahl
William L. Ferrara
John J. Fox
Mr. and Mrs. Lafe Fox
Mr. & Mrs. George D. Gee
Daniel Gorsey
Vincent B. Grande
Mr. & Mr. Firman H. Hass
Lorraine Johanson
Mr. & Mrs. Gordon A. Johnson
I. Wayne Keller
Mr. & Mrs. Chester R. Kennedy
John T. Kokos
Harold E. Little
Raymond Lutjen
Richard K. Lutz
William R. McCamy
Mr. & Mrs. James E. Meredith
Grant U. Meyers
Mr. & Mrs. Charles R. Miller
Mr. & Mrs. Felix J. Mira
H. A. Papenfoth
Martha Pyle
David W. Rewick
Wade B. Salisbury
Ann Smith
James C. Stephenson
Mr. & Mrs. J. G. Underwood
Robert J. Weafer
Mr. & Mrs. W. M. Young, Jr.
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151,154

1,800,000

1,950,000

390,687
118,053
$2,648,697

423,187
83,099
$2,607,440

Accounts payable and accrued liabilities . . . . . . . . . . . .
Deferred membership dues
Socio- Economic Program contributed reserve .......
Fund balance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

124,822
1,617,522
65,015
841,338

$2,648,697

$

339,957

$

$

Cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Marketable securities, at cost which approximates
market . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Furniture, equipment and leasehold improvements—
net . ..... .... .... .... ..... ..... .... ..... ....
Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

$

CURRENT OPERATING FUND

to

V
N

156,536
1,560,993
65,015
824,896

$2,607,440

RESERVE FUND
Cash ..... ......... .......... ......... .........
Marketable securities, at cost (quoted market value
at June 30, 1975 and 1974 approximates $2,359,000
and $2,122,000, respectively) . . . . . . . . . . . . . . . . . . .

$

24,960

2,502,948
$2,527,908

$

8,855

2,468,311
$2,477,166

Fund Balance:
B e g i n n i n g o f y e ar . . . . . . . . . . . . . . . . . . . . . . . . . . . . $2,477,166 $2,390,108
106,020
111,750
In it iat ion fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
(24,692)
(55,278)
Net (loss) on sale of secu rities ... ..... ..... .....
$2,477,166
$2,527,908
End of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

$

V

$

4,269
50,000

$
o,

61,958

61,958

$

54,269

Fund Balance:
Beginning of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Do n at i on s r e c e i ve d . . . . . . . . . . . . . . . . . . . . . . . . . . .
Interest income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
End of year ... .... .... .... .... .... .... .... ...

See Notes to financial Statements.

$

54,269
2,775
4,914
61,958

$

Cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Marketable security, at cost which approximates
market . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

$

MEMORIAL EDUCATION FUND

$

48,397
2,563
3,309
54,269

NATIONAL ASSOCIATION OF ACCOUNTANTS

STATEMENT OF REVENUES AND EXPENSES AND CHANGE
IN FUND BALANCE - CURRENT OPERATING FUND
For the Year Ended June 30
1975

1974

Membership dues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Continuing education program- registration fees and sales of materials
Annual conference - registration fees . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Interest and dividends on Reserve Fund investments ...............
Interest on Current Operating Fund investments ...................
Advertising and sales of publications .............................
Institute of Management Accounting- registration and examination fees
Miscellaneous . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

$3,061,841
493,816
177,581
123,042
149,253
180,371
169,801
53,107

$2,884,331
463,753
137,096
102,086
138,426
160,170
75,868
25,338

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

4,408,812

3,987,068

P aym en t s t o c h ap t ers . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Member records and chapter services ............................
Members hip and chapter development ...... ....... ....... ......
Technical publications . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Continuing education programs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Research and Management Accounting Practices Projects ............
Institute of Managemen t Accounting ........ ........... ..........
Public relations and promotion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
General office services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Administration . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Annual conference . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

615,767
670,059
119,586
538,941
478,452
222,656
214,368
113,691
826,428
429,697
162,725

591,339
558,970
97,732
473,981
383,213
155,920
175,840
90,842
747,005
361,323
128,730

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

4,392,370

3,764,895

EXCESS OF REVENUES OVER EXPENSES . .
...............
FUND BALANCE, BEGINNING OF YEAR . . . . . . . . . . . . . . . . . . . . . . . . .

16,442

222,173

824,896

602,723

FUND BALANCE, END OF YEAR . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

$ 841,338

$ 824,896

REVENUES:

•

•

•

•

•

•

•

•

•

EXPENSES:

See Notes to Financial Statements.
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STATEMENT OF CHANGES IN FINANCIAL POSITIONCURRENT OPERATING FUND
For the Year Ended June 30
1975

1974

$ 16,442

$222,173

87,235
103,677
56,529
150,000

77,942
300,115
102,766
68,232

310,206

471,113

31,714
52,290
37,399
121,403

68,657
362,912
8,973
440,542

188,803
151,154

30,571
120,583

$339,957

$151,154

SOURCES OF FUNDS:
From operations:
Excess of revenu es over expenses .............. ...............
Expenses not requiring outlays of funds —
depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Total fro m op e ra t i on s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Increase in deferred membership dues ...........................
Decrease in marketable securities .... .......... ......... .........
Total sources . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
USES OF FUNDS:
Decrease in accounts payable and accrued liabilities ...............
Acquisitions of furniture, equipment and leasehold improvements ....
In c reas e in ot h er as s et s . . . . . . . . . . . . . . . .. . . . . . . .. . . . . . . .. . . . . . . .
Total uses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
NET INCREASE IN CASH BAL AN C E . . . . . . . . . . . . . . . . . . . . . . . . . . . .
CASH, BEGINNING OF YEAR . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
CASH, END OF YEAR . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

See Notes to Financial Statements.

NOTES TO FINANCIAL STATEMENTS

Socio- Economic Program
The Association conducts a Socio- Economic Program
which is funded by the United States Department of
Commerce —Office of Minority Business Enterprise under
a cost reimbursement type contract in the maximum
amount of $152,400 for each of the years ended June 30,
1974 and 1975. The expenditures under the Program and
the reimbursement thereof approximate the maximum
amount in both years and are not included in the revenues
and expenses of the Current Operating Fund.
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Recognition

Chapter Treasuries and Regional Councils
The funds and accounts of Chapter Treasuries and Regional Councils are not included in the accompanying
financial statements.

Marketable Securities

Marketable securities are carried at cost determined on
an average basis.
Furniture, Equipment and Leasehold Improvements
Furniture, equipment and leasehold improvements are
carried at cost.
Depreciation and amortization are computed on the
straight -line method. Leasehold improvements are amortized over the term of the lease or the estimated useful
lives of the assets, whichever is the shorter period. Furniture and equipment are depreciated over their estimated
useful lives.
Revenue

A. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Membership dues are recorded as revenue during the
applicable membership period.
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The Association's monthly publication entitled "Management Accounting" is distributed to all members. However,
no portion of members' annual dues is allocated to subscription revenues in the accompanying statement of
revenues and expenses and change in fund balance of the
Current Operating Fund.
Registration and /or examination fees are recorded as
revenue when the applicable event occurs.
Advertising revenues are recorded as revenue when the
applicable publications are issued.
Research Studies
Costs of research studies are charged to expense as incurred.
SPECIAL PURPOSE FUNDS
The Reserve Fund was established for the purpose of providing funds which may be utilized to insure continuous
extension and development of activities for the best interests of members. The principal of the Reserve Fund is
accumulated through initiation fees and gains and losses
on sales of securities of the Fund. Interest and dividends
earned on investments of the Fund are recorded in the
Current Operating Fund. No appropriations may be made
from the Fund except upon affirmative vote of the majority
of the Board of Directors.
The Memorial Education Fund was established for the
purpose of accepting and holding funds to support and
further the educational goals of the Association. Donations
and gifts are received by the Fund from interested parties.
All money and property received by the Fund is administered separately from the other funds of the Association
by a committee whose actions are subject to the approval
of the Executive Committee.
C. FURNITURE, EQUIPMENT AND LEASEHOLD
IMPROVEMENTS
As of June 30, 1975 and 1974, furniture, equipment and
leasehold improvements consisted of the following:
1975

1974

$510,774 $458,897
84,392
83,979
595,166
542,876

Furniture and equipment
Leasehold improvements .. ..
....
Total
.
.
.
.
.
.
.
.
.
.
.
.
.
.
...
Less accumulated depreciation
204,479
119,689
and amortization
.........
Furniture, equipment
and leasehold improve$390,687 $423,187
ments —net

.. . . .. . .

D. PENSION PLAN
The Association has a non - contributory pension plan covering substantially all employees. Total pension expense
charged to income was approximately $135,000 and
$90,000 for the years ended June 30, 1975 and 1974,
respectively; the increased pension expense in 1975
results primarily from new entrants into the plan. The
unfunded past service cost is being amortized over
periods not exceeding 20 years. It is the Association's
policy to fund pension cost accrued. At June 30,1975 the
pension fund assets exceeded the actuarially computed
value of vested benefits.
E. MARKETABLE SECURITIES — RESERVE FUND
Although the quoted market value of marketable securities in the Reserve Fund is less than the cost of such
securities no provision for losses has been made. The
securities are considered by the Association and its inde70

pendent investment bankers to be long -term investments
and the decline in market value is considered to be temporary.
LEASE COMMITMENTS
The Association's long -term lease for office space requires minimum annual rental payments of approximately
$201,000 plus certain escalation charges to 1985. Rent
expense (which is included in "General Office Services"
expenses) aggregated $210,493 and $195,546 for the years
ended June 30, 1975 and 1974, respectively, which
amounts are net of rents received from subleases amounting to $57,668 for both years. Two portions of the office
space have been subleased at annual rentals, including
escalation charges, of approximately $37,000 and $21,000
through 1980 and 1975, respectively.
G. RECLASSIFICATION
Certain amounts have been reclassified in the 1974 financial statement to conform with the 1975 presentation.

HASKINS & SELLS
CERTIFIED PUBLIC ACCOUNTANTS
TWO BROADWAY
NEW YORK, N.Y. 10004

AUDITORS' OPINION
To the Board of Directors of the
National Association of Accountants:
We have examined the statements of assets, liabilities
and fund balances of the Current Operating Fund, Reserve Fund, and Memorial Education Fund of the National Association of Accountants as of June 30, 1975
and 1974, and the related statements of revenues and
expenses and change in fund balance and changes
in financial position of the Current Operating Fund for
the years then ended. Our examination was made in
accordance with generally accepted auditing standards,
and accordingly included such tests of the accounting
records and such other auditing procedures as we considered necessary in the circumstances.
In our opinion, the accompanying financial statements
present fairly the assets, liabilities and fund balances of
the Current Operating Fund, Reserve Fund and Memorial
Education Fund of the National Association of Accountants as of June 30, 1975 and 1974, and the results of
operations, change in fund balance and changes in
financial position of the Current Operating Fund, and the
changes in fund balances of the Reserve Fund and the
Memorial Education Fund for the years then ended, in
conformity with generally accepted accounting principles
applied on a consistent basis.

SZ&
August 20, 1975
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THE EXECUTIVE DIRECTOR'S REPORT
Improved services at lowest cost to the members is the general guideline by which the national office under the direction
of the Board of Directors is conducted. I believe most of the
significant results of 1974 -75 reflect this philosophy.
It was a difficult year for all companies, and associations, in
particular, but I believe the Association did remarkably well,
ending up with a surplus. Moreover, the rate of increase in
membership acquisition and the complementary decline in
the rate of retention losses was heartening. At 70,500 our
membership is at the highest point in history.
A study made by Oliver Quayle & Associates completed
earlier in the year showed that in the main the Association is
achieving its objectives, based upon the opinions of the scientific sample of members polled. The survey will be useful in
future planning and, of course, the Committee on Planning
is finding it particularly useful in determining where the Association should go in the years ahead.
The survey pointed out a need, for example, for the Association to develop highly specialized programs for a sophisticated segment of the membership and different types of educational services that will serve members throughout their
careers, not just at the beginning and midpoint. Although the
international membership was not polled, we have started an
in -depth study of international chapter organization and services to members living outside the United States.
President Bartholomew and I reviewed problems and opportunities in the international area when we flew to Europe
early this year. We met with our counterparts at the British
Institute of Cost and Management Accountants and particle

pated in seminars with the Brussels and Zurich NAA chapters.
The enthusiasm of the European chapter members brought
home very vividly the need for American accounting know how by European accountants.
Not only did we meet with our British colleagues, we also
participated in a tripartite meeting with the Society of Industrial Accountants of Canada in Bermuda. As representatives of the world's three largest societies of management
accountants, we discussed matters of mutual interest and areas
where cooperation might be possible. The SIA and NAA jointly
published a research study this year, one example of successful
cooperation between the organizations.
Meanwhile, our continuing effort to make staff operations
more efficient and cost effective focused on three areas. We
installed the Centrex telephone system. Under this system,
members may dial a staff person directly without going
through a central switchboard, and staff personnel can set up
conference calls with up to three callers participating. This
should help speed up our response time and improve staff
services to members.
Plans to establish a word processing center in the national
office are well under way. Under this concept of office organization, all correspondence, typing, copying and other functions are centralized for more efficiency. We anticipate substantial savings and better service to members, chapters and
councils when the center is completed.
To help membership retention, we plan to hire a person
to contact resigned and terminated members. Initial studies
have indicated that this staff function will more than pay for
itself through the regaining of members.
Requests from both domestic and international members

NAA's President and Executive Director meet in Bermuda with officers
and staff heads of the Society of Industrial Accountants of Canada and the
Institute of Cost and Management Accountants of the United Kingdom.
Clockwise, Executive Director W. M. Young, Jr., is fourth person at table;
while President Bartholomew is at this end with back to camera.
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have spurred us to g iv e a hi gh prio rity in putt ing the NA A
speakers bureau on the co m put er as so on as possible. T he
pr o g ra m sho uld b e o n li ne i n ti me f o r c ha pt e r us e f o r thei r
pro grams f o r 1976 -77. Once t he pr o gr am i s c o m p ut er iz e d, i t
can be easily updated o n a regular basis.
In o ther matters, M anaging Directo r Jack V avaso ur has been
engag ed in an e f f o rt to quali f y the A ss o cia tio n as a sales tax
exem pt o rg ani zati o n in sta tes whe re we co nduct so me o f o ur
operations, li ke M i c hi ga n, ho m e o f t he Ins ti tut e o f M a nag ement A c co unti ng , and s ta te s wher e we ho ld o ur A nnua l Co nf erence s. A p ro gram to auto matically exe mpt NA A chapters

wi t h o ther Association executives. T he meet ing was very
wo r thwhile i n ac quai nti ng us wi th the la rg er pi ct ur e.
I believe the past year proves that o ur Association can
f unc ti o n wit hi n a n ad ve rs e ec o no mi c envi ro nm e nt a s we ll a s
in g o o d t im es . B ut t he s m o o th r unning o p e ra ti o n o wes m uc h
to the de dic at ed v o lunt ee rs who do na te d the ir t im e a nd a bi lities to the A sso ciatio n. S o me o f them are listed on the following pages. NA A me m b e r s o we the m a de bt o f gr a ti t ud e for
thei r o utst andi ng lead ership.

year af ter year fro m federal taxes is no w co m ple te and a
simi lar pro g ram f o r the re gio nal c o unc ils will be put in o pe ratio n.
In ke ep i ng wi th o ur g re at e r pa r ti ci p at i o n a nd inv o lve m ent
in o ur so ciety and go vernment, 1 attended a special brief ing o n
the eco no my and pro duct ivity, held at the W hi te Ho use , alo ng

W . M . YOUNG , JR.
E xecutive Directo r

COMMITTEES
EXECUTIVE COMMITTEE

STANDING COMMITTEES

President

COMMITTEE ON CHAPTER
DEVELOPMENT

A. P. BARTHOLOMEW, JR., New York,
President
Vice Presidents
JAMES J. CORBOY, Dallas
BRUCE L. DAVIS, JR., Miami
MICHAEL P. GRANIERI, Akron
JULIAN G. HOFFMANN, St. Louis
THEODORE G. LIEB, Philadelphia
CARLYLE O. LIVINGSTON, Columbus
WILLIAM F. NICHOLS, Peninsula -Palo Alto
THOMAS J. O'REILLY, Pittsburgh
VINCENT A. PIUCCI, Worcester Area
JOHN A. RITZENTHALER, Rochester
JAMES E. TAYLOR, Memphis
ROBERT L. WOOLHEATER, Palos Verdes Torrance
Treasurer
A. T. SAMUELSON, Washington
Appointed Members
CLEMENS A. ERDAHL ('75), New York
GEORGE D. GEE ('75), Kansas City
R. LEE BRUMMET ('76), Raleigh- Durham Area
CHESTER R. KENNEDY ('76), Pittsburgh
ROBERT J. DONACHIE ('77), Dallas
EMIL SCHARFF, JR. ('77), San Diego
Past Presidents
ROBERT BEYER, Colorado Springs - Pueblo
ROBERT G. CHAPMAN, Los Angeles

ROBERT B. OAKLEAF, Olean Bradford,
Chairman
ED W. BINSHADLER, New York
B. W. BRYANT, Chattanooga
WILLIAM R. CARNIE, Lynchburg
N. DONALD CECIL, Richmond
KENNETH G. EVANCIE, Mid - Hudson
LILLIAN V. FILARDO, Connecticut Gateway
KIRTLAND FLYNN, JR., Charlotte Blue
TYRUS R. GAINER, Nashville
JOHN H. GIMBEL, Baltimore
EDWARD W. GOODWIN, Western Carolinas
DONALD A. HARTSTACK, Sioux City
JOHN HEATH, JR., Southwest Los Angeles
RICHARD A. HUDZIK, Brunswick Area
DONALD G. KERN, Western Carolinas
JAMES D. LEMON, Scottsdale Area
RAYMOND F. LEUTZ, Lansing - Jackson
NATHAN J. NADDEO, Washington
PAUL R. OKEN, Long Island- Nassau
LEO C. OLSEN, Peninsula -Palo Alto
HUBERT E. PACK, Birmingham
ALVIS P. STEPHENS, Fort Worth
RALPH W. STONEBRAKER, St. Louis
ROBERT B, STORJOHANN, San Diego
DAVID L. THOMAS, Columbus
JERRY D. WILLIS, Memphis

COMMITTEE ON CHAPTER
OPERATIONS

Chairmen of Standing Committees

JAMES E. McMILLEN,
Central Texas, Chairman

WARREN W. BYRNE, Illinois Northeast
L. DEAN CARPENTER, Chicago
DONALD H. CRAMER, New York
R. LESLIE ELLIS, Lancaster
LAFE P. FOX, Cleveland
CHARLES R. KNUTSON, Saginaw Valley
JAMES E. McMILLEN, Central Texas
ROBERT B. OAKLEAF, Olean- Bradford Area
ROBERT L. PYLE, Cleveland
EDWARD RODGERS, Dayton

ROBERT W. BACKES, Essex County
CARL L. BEGGS, St. Louis
FRANK BOWMAN, JR., Phoenix
ROBERT C. BRANNON, Nashville
JOHN J. BRAUSCH, Western Carolinas
GERALD J. CABRAL, Stockton Area
JACK CARPENTER, Ithaca - Cortland
EUGENE H. COBAUGH, Fort Lauderdale
CHARLES R. COLE, San Antonio
ELLEN B. COULAM, Dallas
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RICHARD E, DODGE, Elmira Area
RICHARD C. DONOVAN, Kalamazoo
ROBERT A. DUNLAP, Reno Area
BARBARA A. ELKINS,
South Central Indiana
E. E. ENGLE, Calumet
JAMES A. FALCONE, Erie
ROBERT H. FREY, New York
L. D. GRAY, Long Beach
PAUL M. HALL, JR., Akron
DONALD H. JENSEN, Seattle
THOMAS E. KICK, Rochester
WALTER R. KLINGER, North Central Ohio
KURT K. LEESER, Washington Tri- Cities
THOMAS E. LEISER, Minneapolis Viking
CHARLES R. LEONE, San Jose
FREDERICK K. LIEDTKE, Princeton
ROBERT MARQUETTE, JR., Dallas
ROBERT A. MECH, JR., Racine - Kenosha
FRANCIS J. MEJSTRICK, Morristown
BILL MERCER, Alameda County-South
GARY G. MICHAEL, Boise
ROBERT E. MINNEAR, Atlanta Central
BILLY R. MUCK, JR., Southern West Virginia
ALBERT W. PATRICK, Blue Grass Area
STANLEY R. PYLIPOW, Raritan Valley
CLIFFORD P. REEVES, Raritan Valley
HANS F. REISS, Orange Coast
DEL RIESENHEBER, San Jose
WILLIAM J. RUSSELL, JR., Mobile
JOSEPH L. RUTH, Saginaw Valley
KAREN L. SCHMITZ, Raleigh- Durham Area
ROBERT A. SEMENZA, Connecticut Gateway
JIM A. SMITH, Austin Area
L. A. SOLOMONSON, Detroit
LAWRENCE D. STANCHFIELD,
Bangor - Waterville
JACK STEDNITZ, San Jose
ROBERT E. STOCKMEYER, Evansville
J. DOUGLAS STONE, Wichita
WADDY L. THOMLEY, Shreveport
GUY B. WILSON, Orange County

COMMITTEE ON EDUCATION
CHARLES R. KNUTSON, Saginaw Valley,
Chairman
ARCHIE J. BAKAY, Cuyahoga Valley
ROY BERGQUIST, Portland - Willamette
JAMES N. BROWNE, III,
Piedmont Winston -Salem
FRED BRYEN, South Jersey
LLOYD J. BUCKWELL, Toledo
MANAGEMENT ACCOUNTING/OCTOBER 1975

COMMITTEE CHAIRMEN

�.

l
OAKLEAF

McMILLEN

KNUTSON

WILLARD COX, North Texas
GERALD W. DEVLIN, New York
DOYLE L. EDWARDS, Charlotte Blue
IRIS F. HARMON, Houston
LARRY N. KILLOUGH, Roanoke
JAMES A. KNOBLETT, Blue Grass Area
JOHN KUDZMA, Massachusetts North Shore
PETER R. LASUSA, New York
ROBERT E. MALCOM, Central Pennsylvania
MORRIS C. MATSON, Fort Worth
FRED J. MATTSCHECK, Harrisburg
HAROLD C. MOORE, Baltimore
WILLIAM C. MORRIS, Kalamazoo
ROBERT E. PATTERSON, Lancaster
JAMES W. PATTILLO, Baton Rouge
NEILL R. SCHMEICHEL, Ann Arbor
WILLIAM M. SCHUH, San Antonio
REED S. SPIEGEL, Lancaster
MANUEL R. SYLVESTER, Hawaii
MICHAEL TEACH, Pittsburgh

COMMITTEE ON FINANCE
LAFE P. FOX, Cleveland, Chairman
ROBERT W. ARNOLD, South Birmingham
WILLIAM H. BEADLE, Member -at -Large
W. ATLEE DAVIS, JR., Delaware
GEORGE D. GEE, Kansas City
FIRMAN H. HASS, Detroit
GORDON A. JOHNSON, Rochester
CHESTER R. KENNEDY, Pittsburgh
JOHN T. KOKOS, Indianapolis
EARL A. MATHENY, Charlotte Blue
CHARLES MYERLY, Charlotte Gold
VERNON OWENS, JR., Birmingham
ARTHUR A. RAUTIO, Hartford
WADE B. SALISBURY, Dallas
COLIN A, STILLWAGEN, San Diego

COMMITTEE ON MEMBERSHIP
WARREN W. BYRNE, Illinois Northeast,
Chairma n
JERRY W. BALDWIN, Baton Rouge
GILBERT B. BENSON, JR., Baltimore
D. L. BODENHAMER,
Piedmont Winston -Salem
RICHARD G. BORNHOFEN, Orange County
JAMES R. BUSH, Santa Barbara
ALBERT P. CASTELLO, Reading
THOMAS F. COTTELEER, Chicago
WILLIAM L. De HAVEN, Fort Wayne
FRANK E. DOELER, Indianapolis
G. WILLIAM FAHEY, San Francisco
H. WAYNE HALL, Atlanta North
RICHARD W. HARRIS, Los Angeles
THOMAS F. HART, Buffalo
JAMES F. HOLLAND, Muscle Shoals
JAMES H. HOPPER, Jackson
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FOX

BYRNE

ROBERT L. HORKY, Raleigh- Durham Area
SHERRILL W. HUDSON, Dayton
JOHN JORDIN, Dallas
LINUS W. KINNER, Northern New York
WILLIAM L. LANIER, JR., Wilmington
WALTER L. MASSIE, North Texas
WILLIAM J. McCLELLAN, Orange Coast
GEORGE L. McDANIEL, Columbia
CARROL R. MILLER, Mid - Florida
BRYAN H. MITCHELL, Chicago
EDWIN R. NELSON, Boston
GEORGE E. PEEK, San Diego
RICHARD K. PETERSEN, Las Vegas
JOHN SEIFRIED, Chicago
ZADOK B. ST. JOHN, Ann Arbor
BURNIEL O. SWARTZMILLER, Los Angeles
JOHN W. TOWNS, JR., Butler Area
RODERICK G. TURNER, JR., Atlanta Central

J. LOUIS WARGO, Cleveland
WILLIAM V. WATERS, Central Arkansas
RAYMOND P. WITHROW, Beaver Valley
DONALD P. WOODMANSEE, Norwich
WILLIAM P. YOUNG, Kokomo Area

COMMITTEE ON PLANNING
R. LESLIE ELLIS, Lancaster, Chairman
RICHARD E. AUSTIN, Pittsburgh
HARRY W. CHERRY, Wilmington
FREDRICK J. DRESSER,
Minneapolis Northstar
CHARLES H. HAWKINS, Portland Willamette
JOHN T. KOKOS, Indianapolis
CARL M. KOONTZ, Knoxville
CARL G. ORNE, Oakland -East Bay
ARTHUR S. TAYLOR, Boston
ROBERT J. WEAFER, Boston

COMMITTEE ON PUBLIC
RELATIONS
ROBERT L. PYLE, Cleveland, Chairman
MARTIN J. AMLUNG, Louisville
NERINA K. BALL, Worcester Area
JAMES M. BARKER, Dallas
JAMES J. CARMICHAEL, Western Wayne
EDWARD J. CLASEMAN, Illowa
WALLACE J. CRAIG, Westchester
BENJAMIN DANGERFIELD,
Delaware County, Pennsylvania
CALVIN H. DEININGER, Philadelphia
JEANNE F. ETIENNE, Cincinnati
BLISS R. FINLAY, Detroit
SERAFINO M. FORZANO, Scottsdale Area
R. A. HEIMANN, Columbus
GERALD D. HUCK, Fort Worth
LEONARD E. KELLER, Evansville
LOUIS A. KEMPTER, New Haven
THOMAS J. MADDOX, Mobile

ELLIS

PYLE

RODGERS

BILL G. McCLAIN, Central Texas
PETER G. McCONNELL, Aroostook County
DAVID B. McNITT, Elkhart Area
ANDREW J. MICHAELS, Morristown
E. EDWARD MORRIS, Dayton
GERALD G. PARKINSON, Phoenix
DAVID B. PETERSON, Dayton
DELNO V. PETERSON, Wichita
ROBERT L. ROSENBLATT, Boston
CARLISLE F. RUEGER, JR., Ann Arbor
EDWARD W. STEPHENS, Hampton Roads
ROLLIN W. TINSLEY, Williamsport
ROBERT F. WEST, Seattle

COMMITTEE ON PUBLICATIONS
EDWARD RODGERS, Dayton, Chairman
NORMAN W. BERGEMANN, Milwaukee
EDWARD S. BILZERIAN, Worcester Area
ARTHUR E. CARLSON, St. Louis
ERROL M. COOK, East Bergen - Rockland
CARL D. CRANKSHAW, Ann Arbor
DON D. DECKER, Mid - Missouri
MARSHALL DUNN, Orange County
JOHN C. EDWARDS, Tulsa
FRANK B. ENSIGN, JR., San Fernando Valley
WILLIAM R. GARBER, Akron
L. W. HANSON, Roanoke
CLARENCE E. HOLTZE,
Minneapolis Northstar
WALTER E. JOHNSON, Cincinnati
GARDNER M. JONES, Lansing - Jackson
LOUIS C. JURGENSEN, Florida West Central
KEN L. KENWORTHY, Oklahoma City
CARL E, KLINEDINST, York
LEWIS W. LEES, JR., Peoria
J. WILL LEWIS, Salt Lake Area
A. MICHAEL McCARTHY, San Francisco
G. WILSON MILLER, Charlotte Blue
G. KENNETH NELSON, Central Pennsylvania
EARL J. POTTER, Westchester
JAMES E. QUACKENBUSH,
West Bergen- Passaic
JOHN L. RHOADS, Birmingham
ROBERT L. SCHULTIS, Morristown
PHILLIP F. SONTZ, Louisville
CHARLES A. TAYLOR,
Southeast Los Angeles County
RICHARD J. THOMAS, Lima
ROBERT W. VERNON, Orange Coast
KENNETH T. WOODRUFF, St. Paul
ROBERT G. WRIGHT, Westchester

COMMITTEE ON RESEARCH
DONALD H. CRAMER, New York, Chairman
MORTON BACKER, Springfield
HENRY L. CLAYTON, SR., Elmira Area
ROBERT L. CRAMER, Mid - Florida
73

COMMITTEE CHAIRMEN

a
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lit,
CRAMER

CARPENTER

� .1
KELLER

DICKEY

MORGAN

CHAPMAN

LINEBERGER

ARME

GERALDINE F. DOMINIAK, Fort Worth
PATRICIA P. DOUGLAS, Western Montana
JAMES DON EDWARDS, Atlanta Central
JAMES B. EDWARDS, Columbia
WILLIAM L. FERRARA, Central Pennsylvania
HOMER R. FIGLER, Westchester
GLEN R. KELLAM, Kalamazoo
ALFRED M. KING, Racine- Kenosha
WILLIS A. LEONHARDI, Chicago
RAY L. LONGENECKER, Lancaster
DOUGLAS E. NORBERG, Los Angeles
HADLEY P. SCHAEFER, Ann Arbor
HENRY A. SCHWARTZ, Member -At -Large
ANTHONY P. SPAGNOL, Pittsburgh
CALVIN A. VOBROUCEK, Peoria

ROBERT D. OVERSTREET, Boise
JOSEPH PAOLETTI, Trenton
S. ALDEN PENDLETON, Pittsburgh
NICHOLAS M. PERRY, Raleigh- Durham Area
EDILBERTO SARANGO, Orange County
ED SCHLEIMER, Saginaw Valley
DOUGLAS H. SCOTT, Los Angeles
ROBERT A. SMITH, North Penn
KENNETH W. SOVEREIGN, Fox River Valley
FRANK SUBALUSKY, Washington
WILLIAM R. TAYLOR, Chattanooga
JOSEPH G. TONASCIA, Washington
JACK VAUGHN, Phoenix
WILLIAM H. WHITTAKER, Binghamton

COMMITTEE ON MANAGEMENT
ACCOUNTING PRACTICES

OTHER COMMITTEES

COMMITTEE ON SOCIOECONOMIC PROGRAMS

COMMITTEE ON ACCOUNTING
FOR SOCIAL PERFORMANCE

ROBERT G. CHAPMAN, Los Angeles,
Chairma n
ETTORE 6ARBATELLl, Milwaukee
DONALD H. CRA MER, New York
FREDRICK J. DRESSER, Minneapolis Northstar
CARL M. KOONTZ, Knoxville
EDWARD J. KRAL, Detroit
VERNON OWENS, JR., Birmingham
DONALD G. PERRY, San Francisco
ARTHUR A. RAUTIO, Hartford
EDWARD W. RODGERS, Dayton
HERBERT H. SEIFFERT, Raritan Valley
KENNETH M. SIME, Los Angeles

L. DEAN CARPENTER, Chicago, Chairman
RALPH J. ARCERI, Palos Verdes - Torrance
DENNIS J. ATKESON, North Central Ohio
BARRY BARNETT, Portland Columbia
RICHARD BLUM, San Diego
J. C. BRESNAHAN, JR., Dayton
B. LAMAR BURKE, Augusta
DAN CASHIER, Conejo Valley

AMBROSEJ.CLAUS, Boston

R. G. COXSON, Long Beach
CARLOS DEL RIO, North Alabama
W. G, DORNA, Cincinnati
ROBERTS. DURNWALD, Cleveland East
KEITH D. ECKSTROM, Portland Columbia
VERNON E. ERICKSON, St. Paul
CASSIUS FENTON, Indianapolis
WARREN D. FIX, Orange Coast California
WILLIAM J. GALANTE, Central Arkansas
PRESTON M. GENDLER, Dallas
VANCE A. GOBLE, Polk County Florida
WALTER E. GORDON, Orange County
BARTON E. HEAD, Fort Worth
DONALD I. HENRY, Calumet
FRED HERMAN, Baltimore
RICHARD HOBDAY, Minneapolis Viking
MILLER F. HUGHES, Evansville
NEIL JEFFERSON, Chicago
JOHN W. JONES, Charlotte Blue
PAUL W. KELLY, Atlanta Central
FREDERICK KIEL, Toledo
STANLEY KLIGMAN, Philadelphia
KEN R. LEWIS, Mass. Route 128
DONALD L. MADDEN, Blue Grass Area
HANS MATZNER, Milwaukee
WILLIAM J. MAUS, Erie
WILLIAM J. McDERMOTT, Brooklyn
JAMES D. MOORE, South Central Indiana
JAMES M. NISONGER, Dayton
HERBERT A. O'KEEFE, JR., Savannah
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I. WAYNE KELLER, Lancaster, Chairman
GREGORY J. AHART, Washington
DENNIS R. BERESFORD, Cleveland East
R. LEE GRUMMET, Raleigh - Durham Area
STAN HOCH, New York
STAN M. HUNT, Minneapolis Viking
GRANT U. MEYERS, North Texas

COMMITTEE ON INTERNATIONAL
CHAPTERS
ROBERT I. DICKEY, Sangamon Valley,
Chairma n
ALAN B. ANSON, Buenos Aires
ALBERTO ARANGO, Medellin
EDMUNDO ARAUJO, Mexico
JOHN C. ARME,
Southeast Los Angeles County
JORGE E. SLAY, Miami
CEDRIC D. BRIDGER, Buenos Aires
JERMYN P. BROOKS, Frankfurt
MIGUEL A. DAVILA, Mexico
LUIS C. DIAZ, Philippine
ADRIANO C. DY, Philippine
ELMER F. FISCHER, Frankfurt
AMERICO M. FLORENTINO, Rio de Janeiro
MACARIO GIACOMO, Milan
ADOLFO H. GIOFFRE GOYA, Lima, Peru
LUIS GOMEZ, Hartford
IAN D. GORDON, Medellin
ADRIAN J. HAEBERLE, Swiss
BENJAMIN N_ JALFEN, Buenos Aires
SAICHIRO KANEKO, Tokyo
DONALD G. PERRY, San Francisco
PIER L. RAPPELLI, Turin
EWALD SCHNEIDER, Waukesha Area
ROBERT B. THOMPSON, Suisse Romande
LUIS EDUARDO VIATELA, Bogia
ALFRED ZWERDLING, Sao Paulo

ROBERT A. MORGAN, Peoria, Chairman
NORTON M. BEDFORD, Sangamon Valley
DONALD C. BRABSTON, Birmingham
DUDLEY E, BROWNE, San Fernando Valley
ALLAN C. CRANE, Milwaukee
ROBERT J. DONACHIE, Dallas
SAMUEL E. HUDGINS, Atlanta Central
HERBERT H. SEIFFERT, Raritan Valley
GORDON SHILLINGLAW, Member -At -Large

NOMINATING COMMITTEE

J. DOUGLAS STONE, Wichita
JOHN W. TOWNS, JR., Butler Area
*JULIUS G. UNDERWOOD, Harrisburg Area
ROBERT BEYER, Colorado Springs - Pueblo,
Honorary Member

ANNUAL INTERNATIONAL
CONFERENCE
ROBERT A. LINEBERGER, Ora nge C ounty,
Chairman, Operations
JOHN C. ARME, Southeast Los Angeles
County, C hairman, ProP.ram

BOARD OF REGENTS OF THE
INSTITUTE OF MANAGEMENT
ACCOUNTING
*JULIUS G. UNDERWOOD ('77),
Harris burg Are a, Cha irman
HERBERT C. KNORTZ, Hartford
CHARLES W. LAMDEN, New York
WALTER B. McFARLAND, Alameda
County -South
DAVID W. REWICK, Chicago
ALLEN H. SEED, III, Boston
DAVID SOLOMONS, Philadelphia
ROBERT B. SWEENEY, Member -at -Large
DONALD J. TRAWICKI, Morristown
* Deceased
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ANSWER: Relax. You have a p artner who can help
you solve the EDP mystery. Three years of top priority
commitment by COMSHARE have resulted in a
unique data processing tool designed specifically for
the CPA firm: Compass Systems.

As your needs vary, you will want options. Fine.
With Compass, you are able to develop the exact
system for your firm, step -by -step, deliberately,
economically, and naturally, over the appropriate
period of time.

Compass is modular. Th ere are many places to
begin to apply its clout. Your COMSHARE /Compass
professional will help you determine the best place
to start — for you.

"Yes, but what do I get ?," you ask. "What can
Compass do for m e ... right now? I need personal
attention to see how to tailor Compass for me!"
That's what the coupon is for, partner.

a

CXOMAVNWAI'
Michael D Radice. Mm,ay, r. CPA Systems
Inc
PO Box 1588
Ann Arbor. Kchigan 48106

'

I0

'
'

'

Send me more mtormadun on Compass
Have a COMSHARE pro tell me about Compass in person

NAME
TITLE
,

COMPANY
ADDRESS
CITY

'

,

Atlanta 404/262 -2251
Boston 617/235 -3650
Chicago 312/6964200
Cincinnati 513/5634755
Cleveland 216/464 -9053
Detroit 313/358 -5210

L
1-

'

Corporate Headquarters:
Ann Arbor, Michigan 3131994 -40)

'

'

'

COMSHARE

'

Making the computer make sense...for accounting professionals.
r - - - - - - - - - - - - "I

STATE

TELEPHONE

Circle 28 on inquiry card.

t

Houston 713/7954451
Los Angeles 213/6494520
Minneapolis 612/332 -8766
New York 2121{87.3900
Philadelphia 215/835 -6644
Pittsburgh 4121343 -7700
San Francisco 415/956 -6676
St. Louis 3141862 -7212
Washington, D.C. 703/524 -1405

At Robert Half,
ourcounselorsare
accountants,bankersand
systems managers.
We figure
it takes one
to know one.

Whether you're seeking employment
or employees in any of these specialized
areas, you can be sure the person you
speak with at Robert Half understands
the field from your side. So we're better
equipped to evaluate an employer's requirements and to judge a candidate's
credentials and abilities.
That's why getting good jobs and
good people together just naturally
comes easier at Robert Half. And we've
got a successful twenty -seven year track
record to prove it!
Because we're the best as well as
the biggest financial /banking /EDP personnel agency in the world, more good
people come to us when they're considering making a move. And because we're
constantly on the lookout for top talent,
we can provide prompt, competent
referrals even on short notice.
Call any Robert Half office. You'll
find us in 50 principal centers throughout
the U.S., Canada and England. In finance,
banking and computers, we speak
your language.

ROHERT ""L F PERSONNEL AGENCIES

Specialists in Finance, Banking, Accounting and EDP.
Albu querque / Allentown / At la nt a / Baltim ore / Boston / Buffalo / Charlotte / Chicago
Cincinnati / Cleveland / Colum bus / Dallas / De nve r / D et r oit / Hartford / Houston
Indianapolis / Kansas City / Lancaster / Long Island / Los Angeles / Louisville / Memphis
Miami / Milwau kee / Minneapolis / Ne wa r k / New York / Oakland / Om ah a / Orange, Cal.
Ph ilad elp h ia / Phoenix / Pittsburgh / Portland / Providence / San Diego / San Francisco
San Jose / Scranton / Seattle / St. Louis / Stam ford / Ta m p a / Washington / Wilm ington
London, England / Toronto, Canada / Vancouver. B.C.

Circle 29 on inquiry card.

