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When your client's
usual money sources say "sorry,"
see what Heller has to say.
The conversation will cover
more than your client's balance sheet and current
ratios. We're interested in
more than numbers because we're interested in
providing your client more
money than other sources
would. So we'll discuss his
and his potential. And giv
consideration to his speci
of today 's particular econt

HELLER
Financial Services

`Let's talk'.'
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At Heller we're anxious to talk with
anyone who ca n mak e profi ta bl e
use of $50,000 to $5,000,000 or
m ore. W e' l l l en d agai nst your
client's receivables and other collate ral at a practi cal rate that will
enable him to m ake m oney on the
money he's borrowed.
i ent w i l l apprec i at e
eller. The association
a practical , profitable
se Heller isn't all talk.

Walter E. Heller & Company 105 West Adams St., Chicago, Illinois 60690
New York • Boston • Philadelphia • Baltimore • Syracuse • Detroit • Denver
Kansas City • A tlanta • Miami Birmingham • New Orleans • Houston
Dallas • Phoe nix • Los Angeles • Sa n Fra nc is c o • Portla nd • Sa n J ua n P.R.
Heller services also available through Heller Companies in Canada and
twenty othe r countries around the world.
C irc le 1 o n I nq u i r y C a r d .

PRESIDENT'S PERSPECTIVE

The Miami Summit
During the year our more than 300 chapters go about their
business more or less independently of each other. National
officers and directors, and the NAA staff, keep in touch through
various media, including personal visits. But, in general, the
Association is made up of independent units following general
guidelines in the styles suitable to particular regions —a
deliberate policy designed to encourage innovation and initiative.
It's only at the end of the Association year that these units get
together and form the mosaic that is the Association as a
united entity. This occasion, a kind of summit meeting, is the
Annual Conference which this year will be held in Miami Beach.
The benefits of attending an annual conference are obvious
to oldtimers like myself who have attended most of the
conventions in the last two or three decades. Many new
members, however, may not be sufficiently aware of the
opportunities leading to these benefits. Let me list some of the
opportunities for them:
• Opportunity to make contacts with your colleagues in similar
industries or sectors of the economy;
• Opportunity to keep abreast of national trends as they affect
accounting, the financial community and business in general;
• Opportunity to see and listen to major national, business
leaders which, generally, only large groups can attract. People
like Walter Wriston, Chairman and Chief Executive Officer of the
Citicorp; Herbert C. Knortz, Executive Vice President and
Controller of ITT, and Clarence Walton, President of the Catholic
University of America.
There are more benefits, to be sure. Those above are merely
the cream skimmed from the top. After laboring all year in the
narrow perimeters of an industry, university or public accounting
practice, you will find it exhilarating to pause awhile on the
summit and enlarge your perspective.
Annual Conferences are for members both to enjoy —and to
learn. My colleagues on the National Board and I believe they are
worthwhile; if we didn't we would not be there in Miami Beach
to greet you next month.

LAFE P. FOX
President, 1975 -76
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UTILIZING THE FUNDS STATEMENT
By Allen H. Seed, III
The funds statement, explains the author, is an underutilized management accounting
tool that has recently come into its own. It can be effectively used for planning and
controlling the flow of funds on a monthly basis and for strategic planning purposes.

Cover:
Angie Dickinson of
"Police Woman"
fame is one of the
glamorous assets of TV
which, like every
other business, has its
own peculiar
accounting problems.
See page 41.
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SOME LEGAL ASPECTS OF THE PREMATURE RETIREMENT OF DEBT
Cunningham and Floyd A. Beams
Reporting gains or losses from the early retirement of debt as paid -in capital rather than
ordinary income, or as extraordinary items of income as required by the FASB, could
confuse the legal characteristics of debt and equity, and erode accounting standards.
By Gary M.
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GEORGE'S BUSINESS PROBLEMS — CONTINUED
y

B Corstiaan Wiemans
A reader introduces us to Uncle John, a public accountant, who attempts to get George
back into the potholder business.
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USING STANDARD COSTS WITH LIFO AND FIFO
By Robert De Welt
In the past, the major emphasis of standard cost accounting had been to inform
management as to what it costs to manufacture various products. Now, according to
the author, the emphasis appears to be toward developing an appropriate technique
to make use of standard costs compatible with the requirements of proper financial
statement presentation.
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COSTING FOR ACTIVITIES
By Murray C. Wells
Allowances, valuation, and allocation are some of the terms accountants regularly use
in reporting for management decision - making. Although they have their place, the
author suggests they represent subjective opinions, rather than objective facts. He
concludes that the best accounting system is built upon evidence, not opinion.
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A STRATEGY FOR PERSONNEL GROWTH
By Larry L. Axline
In this article, the author outlines his firm's experience in formulating a "human
resources strategy" based on two criteria: client needs and company growth. And he
discusses the firm's recent analysis of its recruiting and interviewing strategies on
university campuses.
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ACCOUNTING PROBLEMS IN THE TV BROADCAST INDUSTRY
By C. Richard Baker
Most people, when they switch on television, look only for entertainment or
information. The author here looks at the accounting aspect.
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DO TAX SHELTERS REALLY REDUCE TAXES?
By Jerry B. Jackson
Given the endless complexity of the United States tax laws, there is bound to be
confusion over tax sheltered investments and how they affect the computation of
tax liability. Before the taxpayer runs to his shelter, however, he should take a careful
look at what real protection it affords.
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INCREMENTAL BUDGETING: A DECISION MODEL
Frederick H. W u
The conventional budgeting process fails to differentiate between repetitive activities
and incremental activities of the firm, This weakness can be eliminated by use of the
incremental analysis concept described here.
By
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INVENTORY WRITEDOWNS TO NRV: A GENERAL MODEL
William B. Pius
A mathematical model is developed in this article for the writedown of finished goods,
work in process items, and raw materials to lower of cost or net realizable value.

By
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DEVELOPING A COMPUTERIZED GENERAL LEDGER SYSTEM
By Daniel P. Lubas
Some firms may see a need to improve their general ledger systems. This author
recommends computerizing the system and delineates steps to be taken to achieve
that goal.
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ON THE AIR FOR NAA
Robert F. Randall
Campaigning for mayor, running a management consulting business plus a household,
and appearing on behalf of the Association on TV and radio programs are all in a day's
work for Lillian Filardo, a former national director.

By
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CONFERENCE SPEAKERS WILL VIEW ACCOUNTING AT
CROSSROADS
Walter Wriston, chairman and chief executive officer of Citicorp, heads program of
speakers at the Annual Conference in Miami Beach, June 20 -23.
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WILLIAM B. McCLOSKEY (1902 -76)

67

NOMINATING COMMITTEE REPORT

DEPARTMENTS
LETTERS to the editor
DATA SHEET items of interest for the businessman
BOOKS for the management accountant
CHAPTER /MEMBER NEWS
about chapters and members
TIME OFF the lighter side of the ledger
all

8
14
57
62
64

Views expressed herein are authors' and do not represent Association policy unless so
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Who Speaks for the Management Accountant?
Proposed standards for s eparate s c hools of accounting have been
publi s hed by the AICP A and c ur rent ly a re b eing revi ew ed by educators . As w e noted before, here is an opportunity to revise curricula
to reflect the bus ines s world as it really func tions today. This means
some alteration or expans ion of exis ting curricula to serve industry's
increas ing need for highly s ophis tic ated managem ent accountants.
As n oted by Rob ert A. M org an, Cont roll er of C ater pil lar Trac tor
Co., at t he Ro bert Beyer Sym posium on Managem ent Accounting
and Control held las t y ear at the Univers ity of W isconsi n, "the top
financ ial exec utives of the future are going to have to be specialists
and generalis ts, both quan titative experts and m en of broad social
vision. To turn out s uc h people pres en ts a pr ofound challenge to
Am eric an educ ation."
At the symposium there w as considerable agreement that curricula
should be expanded to s tres s more management accounting, including perhaps an advanc ed s em inar on m anagem ent accounting. Mr.
Morgan w ent s o far as to suggest that, perhaps, tw o separate tracks
with c oncentrations on financial and m anagem ent accounting be developed, at least at the larger schools.
Although this s uggestion was s trongly opposed by s o m e of th e
partic ipants, many agreed that there is a need for m ore courses
spec ifically aim ed at acc ountants w ho will s pend their careers in industry. Large corporations , s om eone pointed out, no longer fill m iddle and upper m anagem ent acc ounting pos itions w ith transfers from
the public ac c ounting firm s . Ins tead, they prom ote from w ithin.
As t he " real world" forc es this s pecialization, industry w ill seek
accountants w ith the requisite k now ledge and skills. The question is
whether an ac counting c urric ulum oriented tow ard careers in public
acc ounting really serves indus try's needs for highly educated managem ent ac c ountants . Thos e w ho are devising standards for professional s c hool s of ac c ounti ng w ou ld do w ell to pay so m e att ention
to the need for more c ours es oriented tow ard the 80 percent of the
acc ounting population w ho w ork in indus try.
❑
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PHILADELPHIA /JUNE 7 -11 /BELLEVUE STRATFORD
Wed. /Thu.

Mon. /Tue.
* Material Requirements Planning
* Developing and Using Standard Costs
*Operational Auditing
* Effective Cash Management

* Retail Financial Control Systems
*Planning, Programming, Budgeting for
Local Governments and Nonprofit Institutions
First time offered at this site to meet Increased demand
Wed. /Thu. /Fri.
* Flexible Budgeting and Performance Reporting

Mon. /Tue. /Wed.

ylt Data Processing— Concepts and Information
Systems Design

Thu. /Fri.
* Management Accounting for Banks
* Economic Evaluation of Capital Expenditures
* Inventory Management and Control

Registration Information
To register for any course listed, fill out
and return the registration form
together with your check to;
National Association of Accountants
919 Third Avenue
New York, N.Y. 10022
Att: CEP Registrar
(212) 754 -9758
Fees
Members Nonmembers'
2 day course
$210
$235
3 day course
315
340
The fee for NAA courses includes daily
luncheon, refreshments and all
technical materials.
'Nonmembers: The $25 differential per
course for nonmembers may be
applie d to NAA me mbers hip; or the
$25 may be applied against the dues
of an NAA member of the same firm
(organization), The differential may be
used anytime before Dec, 31, 1977.
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Registration Form (Please type or print)
Name
Title

■
Conlinuing Educal on Program

Social Security No.

j
I

Division, Plant or Office

I

Company
Street Address
I City

State

Firm's Principal Product or Service

Zip Code

I

Business Phone

I

I ❑

NAA Member (Chapter)
(Account No.)
Nonmember (a dditiona l information regarding the nonmembe r differe ntial

I

I ❑

will be mailed to you)
Please
me CEP
NAA Catalog.
membership information.
Ple ase send
se nd me

1
I

Please register me for the following Courses:
I Print or type complete name of each Course
1.

■
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Dates

Location

Fee
$
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Letters

TO THE EDITOR

Think Positively
All NAA chapters encourage their
members to write letters to the editor of
MANAGEMENTACCOUNTING. Our Director of Manuscripts made the comment at
one of our meetings that surely we could
find something in the many published
articles to disagree with. That comment
disturbed me because I am basically an
optimist, and surely we can find something In a MANAGEMENT ACCOUNTING
article to expand on, or relate a personal
experience to—and not necessarily disagree with. From the bulk of letters to
the editor that I have read, this philosophy of finding something to disagree
with is very prevalent. Let us encourage
our readers and potential writers to think
positively, and expand on the standard
two to five page articles in our magazine
rather than deliberately trying to find
fault.
Max K. McNeal
Kokomo Area Chapter
Tipton, Ind.

Closer Contact Required
The article, "Accounting for Human
Assets," by Homer R. Figler (November
1975), provides sound advice to corporate
management in recommending that they
take cognizance of the development of
human resource accounting. I would, perhaps, modify slightly the theme of Mr.
Figler's article by suggesting that what
most companies need is not a formal
program of human resource accounting,
but simply an awareness on the part of
personnel managers in particular —but
all managers as well —that personnel decisions may have important financial consequences. Formal programs, unfortunately, tend to be met with skepticism
and often fall by the wayside.
What is required, I believe, is closer
contact between personnel managers and
accountants. Many personnel managers
are reluctant to get involved in any type
of financial analysis; few accountants have
ever directed their efforts toward matters
within the purview of the personnel department.
Based on my own research, I have
found that in those firms in which there
has been established a formal relationship
between the accounting department and

the industrial relations department (perhaps an accountant assigned to serve as a
liaison between the two), there tended to
be more sophisticated analysis of labor
contract proposals than in those firms in
which all contract costing was performed
by the industrial relations department. I
suggest that a formal relationship should
also be established between the accounting department and the personnel department. At the very least, personnel managers may be encouraged to consider the
financial implications of their decisions
and to seek analytical assistance if
required.
Michael H. Granof
Austin Area Chapter
Austin, Tex.

Eliminating Your Most
Valuable Asset
In Mr. Homer R. Figler's article,
"Accounting for Human Assets," November 1975, the need for profit and loss is
brought back into proper perspective. The
article debates the need for slashing budgets by employee reductions when in
many instances you're eliminating your
most valuable asset.
From an accounting standpoint, I feel
that properly handled human resource
accounting provides you with a much
truer picture of company assets. A valuation of the employee is needed to compare the company's operational potential
against its actual effectiveness.
I agree with Mr. Figler that management must be trained to understand the
employee and to set up necessary educational centers. However, I feel that personnel directors and their subordinates
should have the proper background and
techniques to help set up and maintain
such a program. Management should also
provide the continuing education necessary for accounting to cope with and
structure human resource accounting into
its present responsibilities.
Mark S. Pesesky
Ithaca- Cortland Chapter
Ithaca, N.Y.

Presented a Strong Case
In his article. "One More Time: Di-

rest Costing versus Absorption Costing,"
November 1975, R. Gregg Schulte has
presented a strong case for absorption
costing and its ability to match costs
with the revenue they produce.
Key elements of any manufacturing
operation are the management decisions
relating to production and inventory
levels. Quite often these decisions may
transcend the company's current accounting period. Thus a decision to
change production levels now may be
based upon forecasts for sales in the next
accounting period. Absorption accounting
provides the means for carrying the productive fixed costs associated with these
decisions into the next accounting period.
In the end analysis, management decisions during the lifetime of the enterprise —not the costing system— determine
its profitability. However, during the interim accounting periods, absorption
costing does provide a means of allocating underutilized fixed costs to one period
and simultaneously carries the utilized
cost forward into the next period.
Fred R. Clingan
Seattle Chapter
Seattle, Wash.

A Deterrent to Slow- Payers
The article, "Are Your Customers Paying on Time ?" by Tobias C. Carbone in
the November 1975 issue Of MANAGEMENT ACCOUNTING is most timely. In the
last 18 months we have seen a trend
where many companies pay slower than
in the past. It is becoming more accepted
and widespread to pay within 45 days
rather than the old standard 30 days,
especially in situations where discounts
are not ordinarily offered for prompt payment.
In connection with Mr. Carbone's article, however, I would like to make the
following comments and suggestions:
1. Small companies that do not have a
large volume of invoices could manually produce the same output as the
computerized system by using an open
invoice file, accounts receivable sub ledger and the mathematical formula
to compute the weighted average of
the collection days as presented in the
article.
MANAGEM ENT ACCOUNTING /MAY 1976

2. The example presented in the article
estimates that the final $5,000 open
balance will be collected within the
next 11 days. It may be more appropriate in terms of total cash flow to
apply payments to the oldest invoice
which would in fact change "the estimated time period to full payment" to
88 days rather than the 84 days computed in the article, which would
change the estimated remaining collection to 15 days.
Of more importance, I think it
would be more meaningful to look to
the $20,000 invoice that was not collected for 80 days and inquire into
the internal collection effort because
other invoices were paid within 40
days and 65 days. I would also question why the customer had paid his
March 12th invoice but had not paid
his February 20th invoice.
3. Historically, labor intensive service
type industries, (e.g., accountants,
lawyers, etc.) have neither offered a
discount for prompt payment nor
charged interest on old outstanding
accounts. The understood agreement
with the client upon undertaking an
engagement is that the fees will be
paid within a reasonable time and the
rates are determined with that in
mind. It is only after the fact that the
client has established himself as a
slow payer that preventive action can
be taken with regard to future engagements . However, the lost interest costs
will not be recovered for the slow pay
transaction.

Tho se acco untants aspiring toward the
CMA sh o uld realize that the attainm ent
of th is go al is the beginning, and not the
end, of their professional developm ent.
Th e CMA presents objective evidence
poin ting to the possession of a broad

level of basic knowledge in the field of
managerial accounting.
The image of the profession will be
enhanced as businessmen interact with
those professionals who have achieved
and surpassed their profession's initial
requ irem ent.
Thomas A. Gavin
Chattanooga Chapter
Ch attan oo ga, Tenn.

Many W ere Assisted
Many small-business accountants were
assisted by Mr. Charles N. Fox's article,
"Tim e Sharing: A To ol f or t he M od em
Accountant," in the November 1975
is sue Of MAN AG EME NT AC C O UNT IN G .

By utilizing the time - sharing services
offered today by many firms, a small con cem has access to large sophisticated computers which only the largest businesses
can afford to own or lease.
Mr. Fox shows by his own example
how easy it is for the accountant to learn
programming. Of course, a "canned" or
standard program offered by time - sharing
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In conclusion, you may begin to see
many businessmen and professionals
charging from one to one -half percent on
accounts over 30 days to act as a deterrent
against the slow - paying practice that has
evolved.
Timothy P. O'Hara, CPA
Detroit Chapter
Oak Park, Mich.

T he MS A P a yro ll A c c o unt ing S ys tem will help yo u g uar d ag ain s t c o s tly
manual inte rventio ns in your payro ll s ys tem . - 9 0 De ductions and
Othe r Earnings - C om plete Taxe s W ith ' Alltax " O - Flexib le R ep ort
W rite r - C os t /Labo r D is tributio n - B ank S ervic es Including AC H - O ve r
450 Use rs - I nterface s W ith M.S .A 's Full S ervice P erso nnel Manag eme nt & R ep orting S ys te m Includ ing ER IS A, O SHA and EE OC
For further information contact Bill G raves at 4 04- 262 -2 376
or mail this co upo n.
Management Science America, Inc.
3445 Peachtree Road, N.W .
= _
_ _ _
_caarra
_
Suite 1300, Dept. C -11
l ac rooaaac wrtiwaac
aT Atlanta , G eo rg ia 3 0326
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Chicago, 312. 323 -5940; Los Angeles, 213- 822 -9788: Now York, 201 -871 -4700

CMA: Alpha or Omega
The recognition afforded professional
management accountants is substantially
less than that received by other professionals. This is due in large part to the
confusion surrounding the accountants
(1) role and identity, (2) educational
curriculum, and (3) process of professional certification. The recent emergence of accountancy and the CMA
will assist in reflecting mo re clearly th e
stature of th e man agement accoun tan t.
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Ci ty
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Te le ph on e

I

m interested in:
lJ Payroll
Personnel Management and
Reporting
General Ledger
Fixed Asset Accounting

Accounts Payable
Financial Information and Control
I I Accounts Receivable
Supplies Inventory Control &
Purchasing
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Don't Limit the Advantages
Don't
In "LIFO and Its Limitations," (December 1975) Ken Milani covers the
limitations of LIFO exceedingly well.
Surely this is in keeping with the title of
the article. He did, however, cover only
briefly the advantages of LIFO, and in

Theodore Dragich
Delmarva Chapter

I

102

firms or manufacturers may be selected.
As Mr. Fox stated, a computer terminal
may be purchased in a wide range of
prices from about $2,500 to $5,500, or
leased from $150 per month and up.
There are now also available truly portable terminals that may be used on any
telephone. No investment is required if a
courier service is used for transmitting
and receiving data. Many firms offer
prompt daily service to their customers.
The best part of Mr. Fox's article is
that it shows how a small business ac
countant can readily use and control a
modem tool to enable him to do a more
effective job.
William L. Ureel
Macomb County Chapter
Detroit, Mich.

10

_

I

counting principles. What might be required, or desirable, for tax purposes,
could be absolutely intolerable for a fair
presentation of the results of operation.
For example, percentage of depletion has
no place in financial accounting, but one
would have to be insane to overlook the
tax savings of percentage depletion or
any other tax incentive.
I suppose it is easier to sell a tax
"savings" rather than a sound costing/
inventory system. Nonetheless, it is regrettable that too many of us, along with
all taxing authorities, consider LIFO a
tax gimmick only. It is an inventory system that does an excellent job of matching costs and revenues in many, not all,
instances. That is, a system of specific
identification is needed in the case of
unique articles.
While no inventory system is universally acceptable, LIFO is fundamentally sound and should be considered for
adoption on that basis.

this regard he is certain to raise the ire of
certain staunch advocates of LIFO.
Dr. Milani states, "the major advantage of the use of LIFO is the reduction
in the payment of income taxes and the
resulting increase in cash flow." Although
some might argue with "major," this advantage is certainly worthwhile. On the
other hand, a firm contemplating a switch
to LIFO should consider the underlying
principle inherent in the system: It can
more clearly present the flow of cost factors and the results of operations (profits
and losses) . LIFO matches current costs
with current revenues considerably better
than many inventory methods. (After all,
some of us feel that profits should be generated by revenues, and not by inventory
build -up.) To the extent that LIFO helps
eliminate the "inventory profits" inherent in the FIFO approach, it should be
considered a desirable system.
"LIFO inventories must be stated at
cost," but only for income tax purposes.
Financial accounting principles still require a write -down to the lower of cost or
market. The accounting profession must
not stand idly by and permit govemmental bodies to determine sound acs

Disadvantage to LIFO
I have followed with great interest the
articles which have appeared in MANAGEM E N T AC C O UNT ING dealing with the
shortcomings of electing LIFO (e.g., Ken
Milani's, "LIFO and Its Limitations,"
and Dean P. Schuekman's, "A `How -To'
Look at Dollar -Value LIFO," December
1975, and James B. Edwards and Dean E.
Graber's, "LIFO: To Switch or Not to
Switch ?," October 1975) .
One major disadvantage of switching
to LIFO that these authors have ignored
or downplayed is the role the IRS plays in
the election. Initially, the IRS must approve the switch. In filing Form 970
(Application to Use LIFO Inventory
Method), the taxpayer agrees to any adjustments made by the IRS incident to
the change to the LIFO method. In effect, the IRS is given a free hand in
determining adjustments, and the taxpayer must agree to these adjustments or
give up use of the LIFO method.
Closely related to this is the increased
chance that the IRS will do a more
thorough examination of a firm's opening
inventory in the year LIFO is elected.
The Coopers & Lybrand's report cited by
Mr. Milani includes (page 8) the following comment:
"The probability is that the taxMANAGEMENT ACCOUNTINGI//MAY 1976
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Management Accounting For Business Decisions:
A practical and progressive building block approach
to continuing professional development. The NAA Self Study Program uses audio cassettes, color illustrations,
printed materials and exercise problems that enable you
to judge and pace your learning progress. You learn in
your spare time_
YOU START WITH AN INTRODUCTORY COURSE:
SSP No. 1 — A Contemporary Introduction, a highly
practical course divided into 13 modules that teach you
the essentials of decision making, management planning
and control, budgeting and profit control, risks and uncertainty, behavioral factors, standard costs and responsibility accounting. 104 - minute cassette, a 104 -page
workbook, workpaper and an application for Certificate
of Completion. Complete course $40.
YOU PROCEED TO MORE ADVANCED COURSES:
SSP No. 2 — Cost Concepts and Cost Behavior
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Analysis: Their Impact on Decision Making — provides
you with seven up -to -date modules yo u can use
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104 -page workbo o k, wo rkpaper and an applicatio n f o r a

Certificate of Completion. Complete course $40.
SSP No. 3 — Management Accounting in A Service
Oriented Economy provides you with an in -depth
series of dramatized case studies that give you the skills
necessary to deal with complex decision making. Its 16
modules focus on insurance, banking, hospital, office
situations with emphasis on the logic of change,
economics, price elasticity, internal control, role of
mathematics, and other profit producing techniques.
Three 90- minute cassettes ( 4 '/ 2 hours), 150 + page workbook, workpaper and an application for a Certificate of
Completion. Complete course $75.
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Some habits

are good habits...
For example, participation in NAA activities is a good business habit.
Do it. You'll be glad you did.
Few men or women successful in business reached the top without
"making a habit" of continuing education. They made time to read
the best magazines in their field. They made sure they had time to
participate in at least one association attuned to their needs. They
used the services of their association as tools to define and achieve
career goals.
And they did these things consistently. That's what made them
different from those who dropped off along the way.
NAA wants to serve you throughout your career.
Make us one of your o� od habits.

NAA
a good habit
OOO

M

914 Third Avenue, New York , N.Y. 10022
National Association of Accountants
(212) 754 -9700

P.S. And NAA is too good not to share. Sign up a friend or associate TODAY.

payer's opening inventory will be
scrutinized with intense interest...
Thus, direct costing methods, or
adaptations of them, which are not
acceptable as inventory cost valuation methods, may be lost."

Entrepreneur Not Restricted
In his article, "Managing the Profit
Conflict," December 1975, Mr. Joseph
H. Bums presents his definitions of the
entrepreneur and administrator, and philosophizes the profit impact which results
from interaction of these opposing forces.
Some credence can be given to the ideas
discussed; however, missing from this
presentation are several key concepts that
are inherent in today's application of
modern management practices.
Consider the ability of the entrepreneur to vary revenue significantly within
a given cost structure. A contractor, for
example, will increase or decrease his contract bid price frequently in relation to
his backlog, even though the company's
cost requirements for the contract remain
unchanged. Accordingly, profit is affected
solely by the entrepreneur, via revenue
management, without interaction with
the cost controlling administrator. Likewise, a cost saving lease- purchase decision
can be made exclusively by the administrator, via resource management, and yet
have no restricting effect on the revenue producing resources provided to the
entrepreneur.
The assumption that there are opposing
forces within an entity— entrepreneurial
vs. administrative —also precludes recognition of the goal- oriented team approach
which is fundamental to management -byobjective programs. It is becoming increasingly rare in today's competitive
environment fo find revenue generation
and cost control viewed as two distinct
forces. Few entrepreneurs operating in
successful MBO programs feel cost considerations restrict their ability to generate revenue.
The power conflicts of the past have,
for the most part, given way to more
modern management theories. The chief
MANAGEMENT ACCOUNTING /MAY 1976

He needs the information NOW
— and it's your job to get it
You can hire a room full of clerks or use the computer.
But programmin g tak es to o l on g . ..
unless you have AUTOTAB 11.
With AUTOTAB 11, you won't need a p ro grammer fo r:
► Financial forecasting
No Corporate modeling
so Budgeting

► Analytical reporting
► Exploring alternatives
... F AS T!

You tell AUTOTAB II wh a t y o u wa n t . . . in simple terms.
AUTOTAB II trans l at es an d d el i vers t h e rep o rt . .. NOW!
The president didn't wait ... because you got the information
to him fast

...

WITH AUTOTAB II.

Call or write us now ...
capex

I feel that LIFO's attractiveness has
been properly offset by the information
provided by the above authors. Thank
you for letting me add to these valuable
and valid criticisms.
Kevin J. Ellison
Michiana Chapter
University Heights, Ohio

The President Is Waiting 1

COR PORATION
26 1 3 North Thi rd St reet
Phoe ni x. A r iz ona 85 00 4
Te le pho ne ( 6 0 2 ) 2 6 4 - 7 2 4 1
T W X 91 0- 9 5 1 -1 59 4

... don't keep the president waiting!
Circle 4 on Inquiry Card
executive who still must manage conflicts
rather than revenue and resources is short lived in the current environment.
Rex Rice
Phoenix Chapter
Phoenix, Arizona

All Out of Realistic Proportion
Mr. Joseph H. Bums, in his article,
"Managing the Profit of Conflict," December 1975, very efficiently makes a
case for adversary relationships between
operating groups within company structure. However, his conjecture, "Companies are established and maintained in
ways that foster conflict," magnifies all
out of realistic proportion the ability of
administrative personnel to assert their
influence.
His theorem that administrators are
dedicated toward limiting the company's
cash flow implies unfairly that an administrator, in being preoccupied with
cost controls, would be obtuse enough to
proscribe spending limitations on entrepreneurial expertise, thereby stifling and
potentially strangling the lifeblood of a
company.

A more viable philosophy is to view
"cost" as one element in determining
profit. It is not an oversimplification to
state the truism that "You must spend
money to make money."
The entrepreneur with foresight will
generate the positive ideas and concepts
leading to revenue expansion within the
framework of the administrator's ability
to justify cost and finance the effort toward profit improvement.
To return to Mr. Burns' previously
stated conjecture, I would rephrase it as
"Successful companies are not established
and maintained in ways that foster
conflict."
James D. Pascoe
Supervisor of Accounting
Art Centre Hospital
Detroit, Mich.

Open to Criticism and Doubt
The article by Troy A. Chapin, Jr.,
"Selling DCFR," December 1975, suggests that managers use payback and accounting rate of return methods because
of the easiness of computation and the
little marginal benefits obtained by using
Continued on page 56
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SEC Adopts Replacement Cost Proposal for Large Companies
Despite a largely negative response to its proposal, the Securities and Exchange Commission
has adopted regulations which would require large companies to supply supplemental replacement cost data in mandatory filings with the agency. Companies are required to disclose what
it would cost to replace their inventories and productive plant at current prices and what their
depreciation and cost of sales would be if computed using replacement costs. They also must
show how they computed these figures. Initially, the disclosure will be required of corporations
whose inventory, property, plant and equipment— before depreciation charges — exceed $100
million and make up more than 10% of assets. Smaller companies were exempted because of
the cost and difficulty of computing the data, according to Chief Accountant John C. Burton,
but that exemption may be limited or eliminated in two or three years. The regulations are
effective for fiscal years ending on or after December 25, 1976.
International World Accounting Organization Is Proposed
An international federation of professional accounting bodies has been proposed by the International Coordination Committee for the Accountancy Profession ( ICCAP). The new organization would be called the International Federation of Accountants (IFAC) with a permanent
secretariat based in New York City. The objective of IFAC, as envisaged by its proponents, is
the development and enhancement of a coordinated worldwide accounting profession with
harmonized standards. It would encourage efforts to establish international technical, ethical
and educational guidelines for the accountancy profession. The International Accounting
Standards Committee, which is currently issuing worldwide standards designed to harmonize
accounting rules, would continue to function as an autonomous body and work in close relationship with IFAC. The ICCAP will submit a formal recommendation to establish the federation at the 11th International Congress of Accountants in Munich, Germany, October 1977.
Leave Room for Management Judgment in Materiality Guidelines, MAP Tells FASB
Commenting on the FASB Discussion Memorandum, "Criteria for Determining Materiality ", the
Management Accounting Practices Committee urged that "... whatever guidelines are established, some latitude will have to be granted to management and auditors in the exercise
of their best judgments. We believe that some quantitative benchmarks should be created to
be used in conjunction with managerial perception." In support of the need for judgment, the
MAP Committee pointed out that court cases in the last ten years have put the emphasis on
full and fair disclosure rather than strict adherence to GAAP. "Compliance with materiality
quantitative guidelines approved by the FASB will be no defense if the court finds that a
prudent man would have done otherwise." A public hearing on the materiality discussion
memorandum is scheduled this month, May 20 -21, at the New York Sheraton Hotel.
Canadian Accounting Study Urges Current Value Accounting
Based on an in -depth research study, the Accounting Principles and Practices Committee of the
Society of Industrial Accountants of Canada has recommended that the Canadian Institute of
Chartered Accountants and the FASB move in the direction of current value accounting. The
authors of the study concluded that general price level restated historical cost financial statements are conceptually superior to the conventionally unadjusted historical cost approach, but
the usefulness of the resulting data is questionable because unrealized price changes are
ignored.
Specter of a U.K. SEC Disturbs British Accountants
As American accountants look nervously askance at the rapid proliferation of SEC regulations
and proposed regulations, the self - regulating British accountancy profession finds itself faced
with the establishment of a similar type body. An editorial in Accountancy, the Journal of the
Institute of Chartered Accountants, warns that such a development is a possibility as a result of
a recommendation of the Government - appointed Sandilands Committee. This Committee recommended that its proposal for the adoption of current value accounting by British industry
be put into the hands of a new Steering Group, instead of the accountants' own group: the
Accounting Standards Steering Committee. The editorial said "... what we have been witnessing in the past few months is the sculpturing and the insertion of a thin edge of a very
thick wedge. It could lead, unless we are very careful, to a takeover by the Government of the
initiative and the responsibility for determining accounting Standards. The possibility of a
British 'Securities and Exchange Commission', or something even worse, looms menacingly
upon the horizon."
14
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UTILIZING THE
FUNDS STATEMENT
As is the case in other areas of management accounting, the
most significant opportunity for the management accountant
is that of helping to chart and manage the future flow of funds
of the enterprise rather than casting backwards over history.

supposed illumination of the sophisticated analyst,
and has not been widely used as a tool for strategic
In a period of economic uncertainty, inflation, Planning, profit planning (budgeting), and internal
and a shortage of investment capital, a need to management control.$ There are three reasons why
effectively manage funds is of paramount importance. this is so: First, in an era of plentiful venture capital
Cash becomes a scarce —or at least, expensive — and "go -go" stock prices most profitable entities
resource. Because capital markets cannot be easily could obtain all the funds that were needed to suptapped for new expansion funds, many corporate port their growth objectives. As long as the premium
managements must learn to live with the funds was on earnings and return on investment, it was
that can be generated from internal operations. not necessary to focus on funds flow management.
Growth plans must be matched with financial ca- Second, the funds statement has only been required
pabilities, resources reallocated among business since September 30, 1971 in accordance with APB
units, and strategies shaped to improve the flow Opinion No. 19. Prior to that time, APB Opinion
No. 3 encouraged, but did not require, presentation
of funds.
of a funds statement. And, third, the funds stateExecutives Must Be Funds- Management
ment is ordinarily not structured as a management
Oriented
accounting tool.
There is also conceptual support for the funds
Corporate and business unit executives have
"t
statement.
For instance, the preeminence of the
traditionally been "profit - oriented. Now the scene
profit
measurement
may, in part, stem from the
is shifting. Business unit executives must also be
often
repeated
myth
that
corporations exist in perfunds- management oriented. In an environment of
capital scarcity, an ability to generate funds can be petuity, whereas economic history indicates that
even more important than an ability to generate products, organizations, and business entities have a
earnings. Indeed, a corporation's survival may definite life cycle. Businesses are born, grow, mature
and die. Corporate lives may extend over many
depend on this capability.2
years, but only if products and business interests are
Why the Funds Statement?
shifted to meet current market needs. The tombWith this shift in business environment, the r Earnings. per share has always been the dominant financial
"statement of changes in financial position," com- measure in the investment community because market values
have generally been directly related to so-called bottom -line"
monly referred to as the "funds statement," has profitability results. Consequently, the income statement has served
as the principal scorecard for measuring the success of a corporacome into its own. The statement has been included tion or business unit.
Funds generation has always been of pn'mary importance in the
with the income statement and balance sheet in field
of real estate investment, but only recently has this yardstick
become useful for measuring the performance of investment in
corporate annual reports for some time. However, manufacturing enterprises. In recognition of this reality, a
number of manufacturing companies have converted
it is still often ignored by some business executives substantial
from a FIFO to a LIFO method of inventory valuation at the
of reporting lower earnings.
and other users of financial statements. In some sexpense
A re cent informa l Arthur D. Little survey disclosed that while
most companies
prepare a budgeted
income
statement
and balance
cases, the funds statement has been regarded as a sheet,
relatively flew
prepare
a budgeted
"statement
of
dubious creation of accounting technicians for the changes in financial position.,,

By Allen H. Seed, III

A. H. SEED, III
Boston Chapter
(Twin Cities 1947),
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Consultant with
Arthur D. Little, Inc.,
Cambridge, Mass.,
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serving as a National
Vice President of
NAA. He holds a BS.
degree in Industrial
Administration from
Yale University.
This article was
submitted through the
Boston Chapter.
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"...

the in-

come statement is surely
declining in
value to the
funds statement"

stones of former companies provide dramatic evidence of such corporate mortality. Based on the
premise that each business has a limited lifespan,
therefore, the present value of future cash flow
would constitute a more meaningful measure of the
economic viability of a business entity_ than reported
profits.
This does not mean that the usefulness of the
income statement has ended. Our concepts of profit
and loss are too deeply imbedded in our financial
and business culture to suggest such a conclusion.
However, with the distortion of costs by inflation,
the potential distortion of results caused by different
methods of accounting and inventory valuation,
and the dearer values assigned to cash, the income
statement is surely declining in value to the funds
statement.
Format Considerations
In its most traditional form (Exhibit I) the
funds statement shows sources of funds, applications
of funds, and an analysis of changes in working
capital. Sources of funds include profit after taxes,
depreciation, income taxes deferred, and new financing. Funds applied include capital expenditures,
investments, and dividends. The application of
funds is subtracted from the source to show the
change in working capital. Changes in working
capital are then analyzed by component.'
In an attempt to serve a variety of users in making
economic decisions (and to disclose changes in
financial position), the format of the traditional
funds statement tends to focus on the analytical
needs of those viewing the externally reported results of the corporation rather than the needs of
those planning for, controlling, and managing the
corporation and its constituent business units. Notwithstanding these limitations, APB Opinion No.
19 offers a wide latitude in the format that may be

Exhibit 1
TYPICAL TRADITIONAL FUNDS STATEMENT
(Thousands of dollars)
500
220
100
400

70 0
20 0
240

Change s in working capital
Increase in cash
Decrease in receivables
Decrease in inventories
Decrease in prepaid expenses
Decrease in accounts payable
Decre ase in other c urrent liabilities
Increase in working capital

16

$

Total app lication of f unds
Inc rease in working c apital

1,1 40
80

40 0
(1 5 0 )
(2 0 0 )
(2 0 )
40
10
$

equip ment

$

$1,220

&

Total s ource o f funds
Application of funds
Additions of pro perty, p lant
Inve stme nts
Dividends

$

Sourc e of funds
Profit after taxes
Depreciation
Income taxes deferred
Increase in long-term debt

80

followed, and the format can easily be rearranged to
accommodate management accounting needs.
Paragraph 9 of APB Opinion No. 19 regarding
format states: "Each entity should adopt the presentation that is most informative in its circumstances." Guides follow in paragraph 10 stating
that (1) the statement should prominently disclose
working capital or cash provided from or used in
operations for the period, (2) extraordinary items
should be reported separately from ordinary items,
(3) the statement should begin with the income or
loss before extraordinary items, and (4) items added
or deducted that are not sources of working capital
or cash should be clearly identified. In paragraph
11, APB Opinion No. 19 goes on to state: "Provided that these guides are met, the Statement may
take whatever form gives the most useful portrayal
of the financing and investing activities and the
changes in the financial position of the reporting
entity. The Statement may be in a balanced form or
in a form expressing the changes in financial position
in terms of cash, of cash and temporary investments
combined, of all quick assets, or of working capital." The funds statement may, therefore, be
restructured by internal operating and financial
management responsibility (Exhibit 2) on a basis
that is consistent with the language and apparent
intent of APB Opinion No. 19.
Restructuring the Funds Statement
In restructuring the format, we should remember
that funds are generated from two fundamental
sources: (1) internal sources that are controlled
by operating managers, and (2) external financial
sources. Internal sources include changes in receivables and inventories which are added to (or deducted from) the cash flow to determine what funds
are generated internally. Financial sources include
increases in long -term debt, income taxes deferred,
and decreases in prepaid expenses. Funds from
internal operating and external financing sources
constitute the total funds available. The funds
available are then invested, paid out, or distributed,
resulting in an increase or decrease in cash.
A determination of exactly which funds are the
responsibility of operating managers and which
funds are the responsibility of financial management will vary depending on the assignment of
responsibilities within the organization. For example, accounts payable are effectively controlled
at the operating level in some businesses. Unit
managers negotiate with vendors for terms and control payment policies. In such cases changes in accounts payable would be regarded as funds gen.
erated from (or required by) internal operations.
However, in other cases, purchasing and payment
policies are largely prescribed by corporate management. In those instances, it would be more approAs stated in J)aragra h 4 of the Discussion of APB Opinion No.
19, "The objectives of a funds statement are (1) to summarize the
financing and investing activities of the entity, including the
extent to which the enterprise has generated funds from operations
during the period, and (2) to complete the disclosure of changes
in financial position during the penod. The information shown in
aments
fundsinstatement
is aw fuldecisi
to a va
ety of users
financial statemalting economic
onsn regarding
theofenterprise."
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priate to identify such funds as a responsibility of
financial management.
Responsibility may also vary in the investing of
funds for property, plant and equipment. In many
organizations, operating managers are the ones who
recommend such expenditures, but it is corporate
management or the board of directors that approves
the expenditures. In such instances the funds might
be most appropriately regarded as an "investment"
by the corporation. In other cases, however, unit
managers have the authority to employ funds in
tooling, machinery and equipment, automobiles
and trucks, etc. at their own discretion. These investments might then logically be deducted from
the funds generated by the operating unit.
The extent of detail that is employed will probably also vary among organizations. A large home
builder, for example, will identify each type of inventory (in process and properties held for sale)
and each type of indebtedness. A large finance
company will identify each type of contract receivable. And, a capital intensive business, such as
a utility, might identify property, plant, and equipment by classification.

Planning and Control Uses
Restructuring the funds statement by responsibility offers several significant benefits. First, the
importance of managing accounts receivable and
inventories at the operating level is highlighted. For
example, funds generated from internal operations
can be increased by (1) increasing cash flow, (2 )
decreasing receivables, or (3) decreasing inventories.
Tradeoffs between these factors are also possible.
For example, tighter credit policies may reduce receivables, but they will also probably reduce cash
flow. And, a switch to LIFO would decrease inventories, but the impact on reported profits would
be mitigated by income tax savings, thus improving
cash flow. Tradeoffs are also possible between shortand long -term benefits. For example, stockpiling
critical raw materials will increase inventories in the
short term, but may increase cash flow in the long
run. The elimination of sales or market coverage
may increase cash flow and decrease accounts receivable in the short term, but may decrease cash
flow in the long term. The relative value of such
tradeoffs may, of course, be weighed by estimating
the present value of the cash that is generated and
lost in each classification.
Many companies seek to focus attention on managing accounts receivable and inventories by charging internal business units "interest" on the capital
employed in these classifications. However, as a
practical matter, the interest is often regarded by
operating unit managers as "just another allocation
from corporate headquarters" and at best this charge
represents only a small fraction of the investment
employed. Funds flow management, on the other
hand, addresses the absolute dollars that are generated, or absorbed, by operations and thus places
s A strategic business unit is an area of business with an independent
marketplace for goods or services for which one determines objectives,
and strategies for reachittg such objectives. Accordingly, a strategic
business unit may differ from an administrative business unit
MANAGEMENT ACCOUNT ING /MAY 1976

an extra premium on the value of holding investments in these categories to a minimum.
A comparative funds statement is commonly published in its traditional financial analysis- oriented
form on a quarterly or annual basis. As a result, this
statement is gradually becoming better understood
by corporate operating and financial managers.
However, it is also appropriate to include this statement in a management responsibility - oriented form
as part of the internal profit planning (budgeting)
package and to report results against plan on a
monthly basis, see Exhibit 3. Variations in the
flow of funds from plan lend themselves to the
same disciplines of variance analysis as do variations
in the income statement from plan. This tends to
focus attention on funds flow performance and
brings a sense of immediacy to the planning and
control responsibilities associated with the management of funds.

"Reconstructing the funds
statement by
responsibility
offers several
significant
benefits."

Strategic Planning Application
The funds statement (Exhibit 4) can also serve
a key function in the strategic planning process.
If the funds generated, or required, are analyzed
by year for the preceding five to ten years, and are
projected for the following five to ten years by
strategic business unit, it is possible to determine
the relative contribution of each line of business.,
Such an analysis can produce some revealing results.
It is surprising how many businesses continue to
pour funds into mature and aging businesses that
offer low returns and modest cash flows. In such
instances the concept of capital self - sufficiency of
each strategic business unit might more appropriately be replaced by a concept of shifting available
resources between business units.
For example, growth businesses require capital
for introducing new products, penetrating new
markets, and expanding capacity. Mature businesses

Exhibit 2
RESTRUCTURED FUNDS STATEMENT
(Thousands of dollars)
Funds generated from Internal operations
Profit after taxes
Depreciation
Cash flow
Decrease in receivables
Decrease in inventories
Funds generated internally

$500
220

Funds generated from financial sources
Increase in long -term debt
Income taxes deferred
Decrease in prepaid expense
Funds from financial sources
Total funds available
Funds invested, paid out, and distributed
Additions of property, plant & equipment
Investments
Decrease In accounts payable
Decrease in other current liabilities
Dividends
Total investments, repayments and distributions
Increase in cash

$720
150
200
$1,070
$400
100
20
520
$1,590
$700
200
40
10

2440

1,190
$ 400
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"Funds flow
projections
can be
manipulated
to reflect
...
alternate
strategies."

might more logically be concerned with shrinking
the product line, reducing inventories, and disposing of unneeded capacity. The strategies for embryonic businesses are directed toward initial market
development whereas those for aging businesses
might logically be to pull out of markets or liquidate assets. T11e important point is that strategies
be matched with the position of each business in
its life cycle.
Funds flow projections can be manipulated for
this purpose to reflect alternate strategies. These
projections can, of course, be prepared manually
or with the aid of a computer. However, as a result
of casting iterative projections, this form of statement provides a mechanism for developing a bal-

ance between the funds requirements of embryonic
and growth businesses and the funds generating
capabilities of more mature and aging businesses.
Conclusion
As is the case in other areas of management accounting, the most significant opportunity for the
management accountant is that of helping to chart
and manage the future flow of funds of the enterprise rather than casting backwards over history.
If appropriately structured by responsibility, the
funds statement can contribute to this end. The
statement can be effectively used for planning and
controlling the flow of funds on a monthly basis
and for strategic planning purposes.
❑

Exhibit 3
MONTHLY REPORT OF CONTRIBUTION TO CHANGE IN FINANCIAL POSITION XYZ DIVISION
(Thousands of dollars)

Four mo nths to date
Fund s g ene rated fro m inte rnal o perations
Prof it afte r taxes
Depreciation
Cash flow
Decre ase (incre ase) in receivables
Decre ase (incre ase) in inventories
Fund s ge nerated internally

Plan

$(1 0 )

$

20 9
80
28 9
(2)
3
29 0

$1 ,0 17
320
$1 ,3 37
(1 2 )
18
$1,343

$

94 2
32 4
$1,266
42
39
$1,347

Variance

$

$

$

199
80
279
18
11
308

$

$

$

$

Actual

(1 0 )
20
8
18

$(75)
4
$(71)
54
21
4
$

Month o f A pril
Funds generated from internal op eratio ns
Prof it afte r taxes
Depreciation
Cash flow
Decre ase (incre ase) in receivables
Decreas e (inc rease) in inve nto ries
Funds generated internally

Exhibit 4
STATEMENT OF CHANGES IN FINANCIAL POSITION USED FOR
STRATEGIC PLANNING PURPOSES
ABC STRATEGIC BUSINESS UNIT
(Millions of dollars)
1974

1975

$ 1.1
0.5
$ 1.6
(1 .0 )
(1 .2 )
$(0.6)

$ 2.3
0.6
$ 2.9
(0 .5 )
(0 .1 )
2.3

$ 1.0
0.7
$ 1.7
0.2
(0 .3 )
1.6

$ 4.9
0.7
$ 5.6
(1 . 6 )
(1 .9 )
V2 _ 1

$ 3.6
0.9
$ 4.5
0.8
0.2
5.5

0.3
1.8

$

0.3
1.3

$

$

1.6
0.7

$

$

1973

$

&

18

19 72

0 .1
$ ( 0 .7 )

1.8
3.7

3.9
1.0
4.9
(0 .4 )
0.5
$ 5.0

4.5
1.0
5.5
(0 .5 )
0 .1
$ 5.1

5.0
1.1
6 .1
(0 . 6 )
(0 .5 )
$ 5.0

5.5
1 .1
6.6
(0 .7 )
(0 .6 )
$ 5.3

6.0
1.1
7.1
(0 .7 )
(0 .6 )
$ 5.8

0.7
4.6

$

$

$

$

0.7
4.3

$

0.6
4.5

$

$

$

$
$

0 .6
4.4

$

19 80

$

19 79

$

1978

$

1977

$

19 76

&

Planne d -year end ing De ce mb er 3 1
Fund s g ene rated fro m inte rnal o perations
Pro fit af ter taxes
Depreciation
Cash flow
Decre ase (incre ase) in receivables
Decreas e (inc rease) in inve nto ries
Funds generated internally
Funds invested
Additions of p roperty, p lant
equipm ent
Net c ontributio ns to cash

19 71
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Ac tual -year e nd ing D ec em b er 3 1
Fund s g ene rated fro m inte rnal o perations
Pro fit af ter taxes
Depreciation
Cash flow
Decrease (increas e) in receivables
Decrease (inc rease) in inve nto ries
Fund s ge nerated internally
Funds invested
Additions of pro perty, p lant
equip ment
Net c ontributio ns to cash

0.7
5 .1

MANAGEMENT ACCOUNTING /MAY 1976

SOME LEGAL ASPECTS
OF THE PREMATURE
RETIREMENT OF DEBT
Despite the fact that financial analysts view both long -term debt
and stockholders' equity as permanent capital, traditional
accounting procedures have maintained the legal distinction
between them for financial reporting purposes.

By Gary M. Cunningham and Floyd A. Beams
Financial analysts view both long -term debt and
stockholders' equity as the corporation's permanent
capitalization. Accordingly, some authors argue that
gains or losses from early retirement of debt should
be recorded as adjustments of paid -in capital rather
than as increases or decreases of the current year's
income., Johnson and Benis, for example, write
that it is inconsistent to account for the acquisition
and disposition of one segment of permanent capital
differently from another segment. = This position
overlooks the fact that debt and equity capital
have significantly different legal characteristics which
require different accounting treatments. Debt capital
represents a contractual obligation between a corporation and its creditors, the legal characteristics
of which are well known and need not be considered here. Equity capital, on the other hand, represents ownership interests of shareholders in corporations. The legal characteristics of stockholders'
equity are more complex and do merit considerations
Corporation Law
Corporation law generally recognizes three components of stockholders' equity: stated capital,
earned surplus, and capital surplus. Stated capital
represents the par value of shares issued, or the
stated value assigned when no -par shares are issued;
earned surplus represents the excess of capital earned
by the corporation through authorized business
MANAGEMENT ACCOUNTING /MAY 1976

operations over distributions of earnings to shareholders; and capital surplus is all other capital that
is neither stated capital nor earned surplus. Capital
surplus represents such items as the excess of
amounts received over par when par -value shares
are issued, the amount assigned to the capital surplus account when no-par shares are issued, and
"gains" from transactions involving the corporation's own shares such as sales of treasury stock. It
is significant to note that, except for donations to a
corporation, stated capital and capital surplus can
be adjusted only by transactions with shareholders,
by actions of holders of other equity securities such
as warrants, and by unilateral actions of the board
of directors to transfer amounts among the different
types of capital. Except for donations, transactions
with non -equity holders would represent adjustments of earned surplus.
Although the legal characteristics of debt are
well known, corporation law has not specifically
addressed the issue of gains and losses from early
retirement of debt. Debt holders have no ownership
rights in corporations by virtue of holding debt.*
Thus gains and losses from premature retirement of
The F AS B rec ently iss ued its Statement No. 4 whic h req uires all
material gains and lo sses fro m extinguishments of debt be repo rted
as extrao rd inary items in the c urrent p erio d inc ome statement.
4
See R o bert T . Johnso n and Martin Benis , "T he P remature R etirement o f Deb t ' , Management Accounting, January 1975.
8
Corpo ratio n law varies from state to state. It is, therefo re, d ifficult to discuss legal characteristcs of stockholders' equity with
certainty. Ho wever, in recent years, corpo ration law had become
more standard ized amo ng the states and s ome generalizatio ns c an
be ,drawn.
' Co nvertible debt may b e co nsid ered equity securities, but actions
of co nvertible debt ho ld ers affec t c ap ital surp lus o nly when d eb t
holders become shareholders.
I
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debt do not result from transactions with shareholders. Accordingly, it is difficult to conceive that
gains and losses from premature retirement of debt
would affect either stated capital or capital surplus.
However, transactions which affect net assets of the
corporation, such as interest payments, are generally
viewed legally as adjustments of earned surplus.
Therefore, it is highly probable that gains and losses
from early retirement of debt would be viewed
legally as increases or decreases of earned surplus.

Accounting Traditions
Despite the fact that financial analysts view both
long -term debt and stockholders' equity as permanent capital, traditional accounting procedures have
maintained the legal distinction between them for
financial reporting purposes. Stated capital is identified by the type of shares issued, and the amount
of stated capital associated with each type of shares
is reported separately. Capital surplus is reported
separately by source and is identified by such labels
as "premium on common stock," "additional contributed capital from treasury stock transactions,"
etc. Stated capital and capital surplus together are
typically viewed as paid -in capital for accounting
purposes. Earned surplus, on the other hand, is
usually reported as retained earnings. Transactions
which result in changes in earned surplus are typically summarized and reported in income statements of retained earnings. It is interesting to note
that accounting and legal requirements differ
significantly in reporting stock dividends and con solidated retained earnings.
When corporations declare stock dividends, corporate statutes usually require a transfer from earned
surplus to stated capital for only the amount of par
value of the shares issued or for the amount of stated
capital assigned to no-par shares. In contrast, traditional accounting procedures for relatively small
stock dividends (less than 20 or 25 percent) require
a transfer from earned surplus to paid -in capital
accounts in an amount equal to the fair value of the
shares issued.e The accounting procedure to capitalize market value of small stock dividends is not
inconsistent with corporation law because statutes
generally permit transfers from earned surplus to
stated capital or capital surplus. However, the accounting procedure imposes an additional requirement not specified in law. The AICPA justifies this
requirement as being in the public interest because
many investors view stock dividends as distributions
of earnings in the amount of the market value of the
shares received.' Further, one leading textbook
indicates that corporations could mislead shareholders by continuing to issue small stock dividends
with total market values in excess of earnings unless
stock dividends are capitalized at market values.a
There is not general agreement, however, that traditional accounting procedures represent the public
interest. Another leading textbook suggests that
misconceptions of some investors are not a sufficient
basis for accounting procedures. Further, capitalizing stock dividends is theoretically unsound because
the procedure is not supported by either an entity

or a proprietary assumption of the business enter prise.e
Earnings of consolidated subsidiaries are generally
not recognized by corporation law as earned surplus of the parent corporation. Such earnings become earned surplus only when the subsidiary declares dividends. To the extent that they are
recognized by law, earnings of subsidiaries are
viewed legally as capital surplus of the parent corporation until dividends are declared. In a similar
manner, earnings of affiliated companies recognized
under the equity method of accounting are not
viewed legally as earned surplus of the controlling
corporation. In contrast, traditional accounting procedures do recognize earnings of subsidiaries and
controlled affiliates as income which increases retained earnings. This procedure helps eliminate a
potential means of income distortion and manipulation. It is justified theoretically under the entity
assumption of business enterprise because it recognizes income of the economic entity. Such earnings
are viewed as adjustments of retained earnings instead of paid -in capital because these earnings can
be retained by the entity. It is presumed that such
earnings could be made available as earned surplus
of the controlling corporation by requiring controlled corporations to declare dividends. If financial
accounting procedures vary substantially from legal
characteristics, footnote disclosure in financial statements is generally adequate to avoid misleading
investors.lo

Accounting for Early Retirement of Debt
Traditional accounting procedures have treated
gains and losses from early retirement of debt as
adjustments of retained earnings either directly or
via the income statement. Through the years,
changes in the procedures have involved only the
timing and method of reporting the adjustments.
Current accounting procedures, as changed recently by FASB Statement No. 4, require that
gains and losses from all extinguishments of debt
be reported as extraordinary items. The interesting
thing is that both prior and current procedures conform with the legal characteristics of gains and losses
from early retirement of debt. Conversely, the proposal that such gains and losses be reported as adjustments to paid -in capital would represent a departure from legal characteristics.
It is difficult to see how reporting gains and losses
from early retirement of debt as adjustments of
paid -in capital would be in the public interest. Although financial analysts view long -term debt as
part of a corporation's permanent capital, they are
also accustomed to the separate accounting treat3

Traditional accounting procedures have also maintained legal
distinc tions among components o f stoc kholders' eq uity for financial
reporting
r.
s Accounting Research Bulletin No. 43, Chapter 7, AICPA, New
York N.Y., 1953.
' IQ.
s Walter B. Meigs et. al. , Intermediate Accou nting, Third Ed itio n,
McGraw -Hill Book Company, New Yo rk NY, 1974, pp. 606.
Y
Do nald E. Kies o and ,ferry J. W eygantlt, Intermediate Accou nting, Jo hn W iley and So ns' Inc ., New York, NY 1974,i p.
& 633.
f0
For example, the 1972 Annual Report of Ratio n;
Homes,
Inc., earnings
indicateso fthat
dividends
retained
earnings
arose
from
subsid
iaries. Thesd e from
dividend
s are legally
deemed

puiR

to b e d istrib utions of "capital surplus."
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ment of debt and equity. They surely would not be
misled if the nature of the gain or loss is adequately
disclosed on the income statement. Some writers
have also argued that reporting such gains or losses
as ordinary income distorts reported income and
earnings per share, misleads investors, and therefore
is not in the public interest. However, the avoidance of this type of distortion would still not justify
the reporting of gains and losses from early retire.
ments as adjustments of paid -in capital.
On the other hand, reporting gains and losses
from early retirement of debt as adjustments of paid in capital could very well mislead investors. First,
such a procedure may obscure the transaction from
public view. Even though accounting principles require disclosures of changes in paid -in capital accounts, these disclosures have less visibility than
income statement items. Second, this procedure
could mislead investors with respect to the dividend
paying ability of corporations. Most states permit
distributions of both capital surplus and earned
surplus as dividends so long as stated capital is not
impaired and the corporation remains solvent. Some
states additionally permit distributions of current
earnings regardless of the amount of earned surplus
or capital surplus. However, distributions of capital
surplus are generally viewed legally as distributions
in partial liquidation. Thus reported and retained
earnings are regarded as representing the corporation's basis for making dividend distributions without liquidating shareholders' investments.
Reporting losses from early retirement of debt
as adjustments of paid -in capital fails to reduce
current earnings and retained earnings, and may
overstate the corporation's legal basis for declaring
non - liquidating dividends. Restriction of retained
earnings is an equally unacceptable alternative because restrictions are temporary contractual, legal,
or administrative prohibitions on dividend declarations. In the same manner, failure to increase current earnings and retained earnings for gains on
early retirement of debt may understate a corporation's basis for declaring non - liquidating dividends.
It may be argued that gains resulting from refunding transactions should not provide a basis for
dividend distributions. However, a temporary restriction of retained earnings over the life of the
new debt would seem to meet such an objection.
The theoretical justification for reporting gains
and losses from early retirement of debt as adjustments of paid -in capital also appears to be weak.
Most current accounting procedures are based on
the theoretical separate entity assumption that the
business enterprise is an entity separate from its
owners. As a result, transactions of the entity acting
in its own right should be recorded and reported
separately from transactions between the entity and
its owners. If gains or losses from early retirement
"A numb er of c o mp anies repo rted gains o n early retirements o f
debt in their rep o rts for froth 1973 and 1974. These co mpanies
include T he C hase Manhattan Co rporation, U. S. S teel Corp oration,
Whittaker Corporation and
den Corporation. Whittaker rep919ged its gain on early extinguishment as an extrao rdinary item in
79 and as o rd inary inc o me in 1974 in c o mplianc e with the requirements o f APB O p inon No . 30. if W hittaker has similar gains
on eatinguishments in the future, it will have to return to the
extraordinary treatment.
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of debt were reported as adjustments of paid -in
capital, this separation would not be maintained.
Even though the separate entity assumption
dominates current accounting theory, accounting
procedures for stockholders' equity have been traditionally based on the theoretical proprietary model
of business enterprise. This model implies that
accounting procedures should measure changes in
owners' net worth. The proprietary model views
adjustments of paid -in capital, except those related
to owners' investments and disinvestments, as rearrangements of ownership interests. Transactions
which affect owners' net worth, except investments
and some disinvestments, are viewed as adjustments
of retained earnings, either as direct adjustments
or indirect adjustments via income accounts. Since
gains or losses from early retirement of debt do
not represent owner investments or disinvestments,
but do affect owners' net worth, they would be
viewed as adjustments of retained earnings by the
proprietary model.

"This model
implies that
accounting
procedures
should measure changes in
owner's net
worth."

Current Reporting Requirements
The foregoing discussion suggests that gains and
losses from early retirement debt are appropriately
recorded and reported as adjustments of retained
earnings. The question remains as to the most
suitable means of reporting such gains and losses
in financial statements. In Opinion No. 9, the
APB established the precedent that all items of
revenue and expense, gains, and losses be reported
on the income statement with the sole exception
of these items that meet the criteria for prior
period adjustments. Since gains and losses from
early retirement of debt do not meet these criteria,
they must be reported as income statement items.
In Opinion No. 30, the APB redefined extraordinary items such that only the results of transactions
which are both unusual and infrequent can be
considered extraordinary items and reported separately on income statements. To date, there is not
sufficient evidence to determine whether premature
retirements of debt which result in gains may be
expected to recur in the forseeable future." However, almost all debt securities contain call provisions indicating that management has contemplated
the possibility that debt may be retired early. Further, evidence indicates that corporations have retired debt early in the past, usually at a loss, during
periods of declining interest rates when debt can
be refunded at lower interest rates. Therefore, it is
unlikely that gains and losses from early retirement
of debt will generally meet the APB's criteria for
extraordinary items. Instead, the FASB requirement
to treat all gains and losses from extinguishment
of debt as extraordinary items appears to be a specific exception to APB Opinion No. 30. Exceptions
such as this can be expected to erode future applications of the criteria for extraordinary items.

Conclusion
The requirement of the FASB that all material
gains and losses from retirement of debt be reported
Continued on page 24
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GEORGE'S
BUSINESS PROBLEMS
CONTINUED

Another point is that when you manage a business,
you should not compare a going concern with a
business in liquidation.

By Corstiaan Wiemans

Dear Mr. Marshall:

C. WIEMANS
is a Dutch Accountant
with Philips
Industries, the Dutch
electronics Group.
Based in the Central
Internal Audit
Department at
Eindhoven, Holland,
he is in charge of the
coordination of the
Group's auditing
procedures in Latin
America and Tropical
Africa.

1 read with much interest your "tongue -in- cheek"
article, "George's Business Problems" in the August
1975 issue of "Management Accounting," and I
wish to say that your article gives in a down -to -earth
way a clear presentation of the consequences of disallowing, for tax purposes, replacement value adjustments to inventory and property, plant and equipment. Unfortunately, we have to live with this de.
cision of the "family," not only in the United
States, but in most other countries in the world, including mine (a limited revaluation of fixed assets
and depreciation on that basis is allowed in some
Latin - American countries).
Precisely because of the situation that tax is
Ievied on apparent income, more attention should
be paid to the mistake of using taxable income as
a basis for the determination of net earnings, for
management decisions, and for its presentation to
business society. What must be recognized is that
replacement value accounting is an instrument of
management which, among other things, avoids the
undermining of the operating capital of an enter.
prise resulting from the payment of dividends on
presented apparent income.
In order to demonstrate this I have recalculated
your case study, starting from your Exhibit 5.
George must continue giving the "family" an unfair share of the earnings, because of "Council Rul.
ing No. 18," but he is maintaining the inventory at
a desired level. The latter change is introduced
since the advantages of LIFO accounting are virtually wiped out in a situation where no inventory
is left. LIFO accounting without the going concern
concept does not change the total tax sum payable;
the only advantage then Ieft is that you pay your
14
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taxes somewhat later. (Compare your Exhibits I
and 2.) As a consequence of these two conditions
the dividend payments are on the real (economic)
profits.
In my elaboration, as given in Exhibit 6, "Revaluation reserves" have been introduced (also easy
for calculating taxable income). A distributing element, which you will notice, is the negative dividend in month 7. It is caused by a negative gross
profit resulting from the depreciation catch -up and
delay in adjusting the sales price. You encountered
the same difficulty, although this does not appear in
your Exhibit 5, month 7 (raw materials costs should
be $70) total costs $1.50, gross profit $ (.10), tax
$ (.05), dividend $(.025), net earnings $ (.025)).
You must have used the figures as mentioned by
me because the balances of cash on hand from
month 7 onwards and your conclusion on page 18
right column, first full paragraph, on the assumption of allowing revaluation and depreciation thereon for tax purposes, are correct.
I hope that this contribution in support of replacement value accounting can lead to a better
understanding of this means of income presentation. It does not beat inflation or excessive levying
of taxes but it is an adequate instrument for drawing
sound conclusions under these circumstances.
Yours truly,
C. Wiemans
Enter Uncle John
That night George could not get to sleep, because he liked his potholders business. Why is the
world of grown -ups so difficult? There are at least
some good businesses left, notwithstanding inflation and excessive taxes. How do they manage?
Why did his business go to pot? What went wrong?
He must try to find out.
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The week before, he overheard a discussion between his father, the family banker, and his Uncle
John, a public accountant.' He remembered that
Uncle John said that bankers, pillars of business
society, have their own interest and that on some
occasions there is a conflict of interest (difficult expression) between the entrepreneur (another difficult word) and his banker. Therefore, it will always
be wise, his uncle said, to obtain independent advice. So next morning up he went to Uncle John
and showed him his worksheets.
When Uncle John had finished his usual tirade
about those fools at the I.R.S. who do not know the
difference between real and apparent income, he
continued: "What you have done is to pay the
investor more than he deserved. You made the
mistake of thinking that, since Council Ruling No.
18 is the basis for the tax calculation, it must at
the same time be right for the calculation of your
profit. Instead of paying your father dividends of
one -half the net earnings, you paid him nearly
twice the amount he was Entitled to. That is why
in the end you did not have enough money to con.
tinue the business. It was very wise of you to catch
up with depreciation when the replacement value
of the frame went up, and also to calculate raw
materials costs at replacement value. Unfortunately,
this does not change the tax slice of the family,
but it does change your profit after taxes.
"Another point is that when you manage a business, you should not compare a going concern with
a business in liquidation. When you compare your
Exhibits 1 and 2 you will see that whether you use
FIFO or LIFO accounting you have to pay the
same amount of total tax if you close the business
after having used up your inventory. Therefore,
' Uncle John is the independent advisor, a public accountant,
who made a special study of replacement value accounting while
visiting Holland to see the tulips and the windmills.

for your "stop -go" decision you have to act as if you
were going on. After continuing the purchase of
your monthly consumption of loops in months 9
and 10 you can still value for tax purposes two
packages of loops at the original cost of $.40 each.
Why should you give the family more than it claims
already?
"Let me work this out: Let's call this `LIFO accounting with inventory revaluation and adjustments for capital investment and depreciation under
the going - concern concept, duly taking into account
Council Ruling No. 18.' A mouthful, but there it
is. See Exhibit 6. I have also drawn up a balance
sheet for you and we will call it Exhibit 7. As you
can see, this makes it easier for you to calculate your
taxes."
"I see," said George, "you have introduced `Revaluation reserves on capital invested and inventory,' and the business now has a value of $4.75. I
can buy a new frame and have $35 left as a small
buffer for immediate price increases. This means
that I could go on with the business when I succeed
in adjusting my sales price to further inflation. The
only problem is, how can I convince my father that,
in order to calculate his share in the profit, I have
to prepare one set of books for him and another
for the family? Wouldn't that look fishy ?"
"Listen son," replied Uncle John, "your father
is a sensible man. Bankers want to stay in business
as well. And, as long as the business is also profitable for them, they will continue their support.
Look at the figures: He has invested $2.80 and the
net asset value is now $4.75. It is true that these
are not the same dollars you two started with, but
you have been able to maintain the purchasing
power of the money that has been invested and
still have a little bit left. Furthermore, he made a
nice profit.
"At month zero, the net asset value was $2.80.

"... when you
manage a business, you
should not
compare a
going concern
with a business
in liquidation."

Exhibit 6
LIFO ACCOUNTING WITH INVENTORY REVALUATION AND ADJUSTMENTS FOR CAPITAL INVESTMENT
AND DEPRECIATION UNDER THE GOING-CONCERN CONCEPT, DULY TAKING INTO ACCOUNT
COUNCIL RULING NO. 18
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Net earnings
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2
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2.00
.40
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1
.30
2.00
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0
.00
2.00
.00
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Month
Cash on hand
Capital invest.
Reserve for depreciation
Revaluation reserve
on capital Invest.
on Inventory
Inventory on hand
(at replacement value)
Costs
Raw materials
Wages
Depreciation
Total

To be compensated with in subsequent months.
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if every-

one concerned
observes restraint we can
beat inflation."

After month 10, the net asset value was $4,75. That
is an average of $3.775, with a declared dividend
of $35, or 9.27 percent of average net asset value
in the period. So let's go over to him and explain
this new light on the situation. I am sure that he
will cooperate."
"Fine," commented George, "but there is one
thing left: We came to the conclusion that the
general price level went up and that you can buy
less for a dollar now than you could before. But
what about my wages? Don't I get a wage increase
too ?"
"Now you've come to the root of the inflation
problem," replied Uncle John. "In principle yes,
but you see that as long as you are not able to
recover this in your sales price, the business can't
afford it. Even there it adds new fuel to inflation
and nobody knows where it will end. Final conclusion: if everybody concerned observes restraint we
can beat inflation. If not, it will not only be your
potholders business that goes to pot."
❑

Exhibit 7
BALANCE SHEET AFTER MONTH 10
Cap ital inve stme nt
At c ost
Re valuatio n ad i.
At re plac eme nt value
Depreciation
Inventory
Lifo
Revaluation ad j.
At rep lace me nt value
Cas h o n hand
Capital and rese rves
Capital
Retained earnings
Revaluation reserves:
on c apital inv.
on inventory

$2 .0 0
1.00
$3.00
3.00

$

"...

$0

.8 0
60
$1.40
3.3 5
$4.75
$2 .8 0
.35

$1 .0 0
.6 0
1.60
$4 .7 5

SOME LEGAL ASPECTS OF THE PREMATURE RETIREMENT OF DEBT
Continued from page 21
as extraordinary is an exception to the criteria
developed by the APB. Exceptions of this type
could establish a precedent for additional erosions
of the criteria for extraordinary items. Considering
the concern of the SEC and others, and the need
for an immediate response, FASB Statement No. 4
may be justified as a stop -gap measure to prevent
material distortion of reported income and earnings per share, and to provide adequate disclosure.
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However, a continuation of the current economic
instability with widely fluctuating long -term interest
rates could lead to increasing numbers of early
retirements of debt, particularly in those industries
which rely heavily on debt financing. In such an
economic climate, it would be difficult to justify
reporting most gains and losses frorn these transactions as extraordinary items. Therefore, it is hoped
that the FASB will continue to study the issue of
appropriate reporting procedures for gains and losses
from early retirements of debt.
❑

MANAGEMENT ACCOUNTING /MAY 1976

USING STANDARD
COSTS WITH
LIFO AND FIFO
The attempt here is to reflect a reasonable approximation
of the impact of changing economic conditions so as not to
seriously distort interim financial statements; while at the
same time, permitting a company to take advantage of the
efficiencies and improved management control provided by
the basic standard cost approach.

By Robert DeWelt
Inventory is an asset subject to substantial valuation
problems. It is composed of purchased elements
plus value added. It changes composition as it
moves through the manufacturing cycle and it is
subject to losses that must be recognized. The elements of indirect cost that are included or excluded
from its valuation can vary substantially from operation to operation. Because inventory is the account
that recognizes the operating side of the business, it
involves more transactions than anv other account,
and it is more susceptible to error.
Most items of inventory are common to different
products. These items are initially purchased for
stock and are held in stock until the specific order
on which they will be used is determined. Since
goods purchased at different times are comingled in
the actual physical environment, the specific
identification of a physical unit and the cost applicable to that unit becomes almost impossible to
determine. Therefore, several techniques such as
LIFO, FIFO and average cost have been developed
to recognize these different costs.
The day - to-day application of these techniques
tends to be cumbersome and time consuming. To
simplify the clerical work associated with processing
inventory transactions, some companies have chosen
to use a single fixed or standard cost for the valuation of each transaction processed during a particular time period. Once a fixed or standard cost
is established, it provides a benchmark for future
MANAGEMENT ACCOUNTING /M AY 1976

measurement. The difference between the actual
cost incurred and this standard cost must then be
appropriately disposed of in the accounting records.
Management must know the reason for deviations
from the fixed or standard cost level, so that it can
identify and segregate them into meaningful categories that can be used for analysis and for prompt
and appropriate management action.
Standard Costs

R. L. DeWELT

In the past, the major emphasis of standard cost
accounting had been to inform management as to
what it costs to manufacture various products and
to provide information on operational efficiency.
Now the emphasis appears to be toward developing
an appropriate technique to make the use of standard costs compatible with the requirements of
proper financial statement presentation.
The use of standard costs has evolved as a whole
new approach to accounting. The detailed data provided for decision - making purposes and the timeliness of this information has made management
acutely aware of the shortcomings of other approaches to cost accounting. Also, the use of standards presupposes a management philosophy or
mode of operation which is embodied in the standards, and it reflects management's understanding
of the business and its relationship to the operating
environment.
By employing the standard cost concept, management is able to develop a dynamic and flexible
system which provides the following benefits:

Milwaukee Chapter
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This article was
submitted through the
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"But with these
benefits comes
a new set of
problems."

1. A formal identification and recognition of the
manufacturing procedure
2. Improved operational control and reduced costs
3. Current cost data for pricing decisions (under
both the direct and absorption costing methods)
4. Continuity of transactions
5. Reduced clerical effort
But with these benefits, comes a new set of problems. It is now necessary to look at costs one way
for management control purposes and another way
for proper financial statement presentation. Although the standard cost method is an improved
technique for cost accumulation and reporting, it
is not an acceptable method of inventory valuation.
Inventory must be valued using the cost or market
concept with LIFO, FIFO or average costs.

Exhibit 1
OPTIONS AVAILABLE FOR
DETERMINING STANDARD COSTS

@

$

@

$

$10 per unit
$1 1 per unit
$1 5 per unit

@

LIFO
200 units
20 0 units
200 units
600 units
Less:
150 units

$

@

$15 per unit

2,2 50
4,9 50

$

@

@

$

@

2,0 00
2,2 00
3,0 00
7,2 00

$12 pe r unit
=

soo

$12 per unit
$

@

Less:
150 units

$
$

@

@

@

$1 0 per unit
$1 1 per unit
$15 per unit

$10 per unit
$

@

FIFO
200 units
20 0 units
200 units
60 0 units
Less:
150 units

1,800
5,400
2,0 00
2,2 00
3,00 0
7,2 00
1 150 0
5,7 00

Using the standard or fixed cost approach, the follo wing add itional values
might b e po ssible dep ending on m anagement's philos op hy in setting stand ard s:

$

@

Last invoic e price
450 units
$1 5 per unit

@

$

Current replace ment c ost
$1 8 per unit
450 units

8,1 00

36
84
138
25 8

@

$

$21 .50 per unit

Long -term replacement cost
(C o st at ne xt re valuatio n)
450 units
$23 per unit

In a situation where the physical inventory level
is stable, the standard cost method approximates a
LIFO method of inventory valuation, with the base
year adjusted each time new standards are set. The
standard cost method charges the base standard or
fixed cost level (established at the time of the setting of the last standards) against the standard cost
of sales, and adds to that, through variances, the
difference between the base standard or fixed cost
and the latest actual cost for that item. In this
way, replacement cost is recognized and management can follow the trend of rapidly changing costs.
Using the example in Exhibit 1, if standards were
based on the last invoice price paid (standard cost
$15 each), the sale and purchase of one unit in
November (purchase cost $18 each) would appear
as follows on the income statement:
Sales
Cost of goods sold
Variance
Gross profit

—

450 units
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$

com ing year
unit
unit
unit

6,7 50

$21 .50 pe r unit
@

$2 58
12

p rice for
$1 8 per
$ 2 1 per
$23 per

$

@

@

@

Average annual
2 mo nths
4 mo nths
6 mo nths
12 mo nths

The use of fixed or standard costs simplifies
transaction processing; however, it presents some
serious problems in determining the correct cost to
use for inventory valuation. Let us look at the various options available for determining the correct
standard or fixed cost to use for a purchased item.
On July 1, 1975 the purchasing agent ordered
200 units at $10 each. On August 1, lie ordered
200 units at $11 each, and on September 1, he
ordered 200 units at $15 each. On September 15, a
sale of 150 units was made. Then on September 18,
1975 the purchasing agent ordered an additional
quantity for delivery in November at $18 each. The
price for deliveries from December through March
is expected to be $21 each, and the price for subsequent deliveries is expected to be $23 each. What
is the correct dollar value for the 450 units left in
the physical inventory on September 30, 1975?
Using the various costing techniques shown in
Exhibit 1, it is possible for the gross valuation of
the physical inventory quantities to fluctuate from
$4,950 to $10,350, depending on the technique and
management philosophy employed in valuing the
inventory. Therefore, if standard costs are to be
employed, some technique must be utilized to recognize the actual cost incurred under an acceptable
basis for valuation such as LIFO or FIFO.
Income Statement Impact

W eighte d or m oving average
20 0 units
$10 per unit
$1 1 per unit
200 units
200 units
$15 per unit
600 units
$7,200

2,0 00
2,20 0
3,0 00
7,2 00

Inventory Valuation Example

9,6 75

$10,350

FIFO
$30
10
—
$10

LIFO
$30
18
—
$18

Std cost
$30
15
3
$18

$20

$12

$12

This simplistic example assumes that only one
part exists and that sales and purchases are always
exactly equal. In a normal environment, this is seldom the case. Inventory is made up of many different parts that are purchased and sold at different
times and in different forms. In these instances, the
reported variance is indicative of trends and specific
situations but is seldom that precise overall.
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LIFO versus FIFO and Inventory Profits

inventory under FIFO must also be offset to a
reserve account rather than being immediately recognized as period income.

At this point, it might be a good idea to differentiate between the LIFO and FIFO methods of
inventory valuation. LIFO or the last -in, first -out
approach to inventory valuation attempts to match Standards Revaluation
The standards revaluation includes several factors.
current revenue with current expense by computing
cost of goods sold on the basis of the most recent First, it represents an adjustment of cost levels. Reprices paid for goods in inventory. This is con- valuation capitalizes into the inventory value the
trasted to FIFO, first -in, first -out inventory account- economic variances that were charged against ining, where costs are based on the oldest inventory come, over the period in which the on -hand invenprices., Exhibit 2 illustrates the impact that an in- tory was purchased. Second, it identifies potential
flationary economy can have on reported profits inventory profits applicable to unsold goods- still
in inventory based on the existing costs level. Third,
under these two alternatives.
Inventory profits result from the selling of goods it quantifies the replacement cost impact of moving
in inventory (that were purchased at a lower cost from the current cost level to a future cost level
level) at prices that reflect replacement costs. If a anticipated in the standards. To visualize this, let's
company increases its prices in an inflationary econ- take the previous purchased material example. The
omy in order to maintain its original profit margin initial standard was established at the original purpercentage, the absolute dollars of net income will chase cost of $10 per unit and the new standard
automatically increase. FIFO recognizes this profit is to be established at the current replacement cost
on an individual transaction basis and incorporates of $18 per unit. In this instance, revaluation would
the inventory profits with the company's operating appear as follows:
profits for financial statement and tax purposes.
LIFO, on the other hand, determines profits on a Calculation of revaluation
New Standard -450 units @ $18 per
going concern basis and only recognizes the portion
unit
$8,100
of income which will not have to be reinvested in
inventory to continue operating the business at the
Old standard -450 units @ $10 per
unit
4,500
existing volume and inventory level.
Total revaluation
$3,600

"LIFO . . . only
recognizes the
portion of income which
will not have
to be reinvested in
inventory

..."

Balance Sheet Presentation

The FIFO concept of inventory valuation assumes that the ending inventory consists of the
items most recently purchased. Therefore, ending
inventory is carried at current actual cost. Under
the LIFO concept, the portion of the ending inventory quantity equalling the beginning inventory
is valued at beginning inventory prices, and any increase in the ending inventory quantity over the
beginning inventory quality is valued at current
costs. With the use of standard costs, the gross inventory value reflects a predetermined cost level
which incorporates management philosophy and
operating considerations into the standards. Therefore, a reserve is often required for proper financial
statement presentation under either the LIFO or
FIFO method.
With LIFO, the reserve restates the inventory
to the LIFO base cost. This would normally result
in little or no income recognition due to revaluation. Under FIFO, the inventory revaluation would
recoup into inventory value variances applicable to
quantities remaining in inventory. It would also
anticipate future cost increases and the inventory
profit which is equal to the difference between the
price actually paid for the goods and the new standard. For appropriate financial statement presentation, therefore, the anticipated cost increases and
inventory profits applicable to goods remaining in
Critic s o f the FIFO method argue that during p eriod s o f rapid inflation, FIFO bas ed profits are illusory because they do not produce
real cas h fo r use in the bus iness. To stay in bus iness, comyanies
must turn nngght around and buy new goods at the now higher
prices. Therefore, they produce no funds to be used to finance
capital sppeending o r to pay dividends. They do , ho wever, c reate a
cash outflnv b ec aus e they res ult in the payment o f inco me taxes
on these inventory profits.
I
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Adjustment of cost levels
September purchases 200 units @ $5
per unit ($15 actual —$10 standard)
August purchase 200 units @ $1 per
unit ($11 actual —$10 standard)
July purchases 50 units @ $0 per unit
($10 actual —$10 standard)
Total

$1,000
200
—
$1,200

Inventory profits at existing cost level
September purchases 200 units @ $0
per unit ($15 current cost —$15
actual)
August purchases 200 units @ $4 per
unit ($15 current cost —$11 actual)
July purchases 50 units @ $5 per unit
($15 current cost —$10 actual)
Total

250
$1,050

Anticipated replacement cost impact
On hand inventory 450 units @ $3
per unit ($18 standard —$15
current cost)
Total revaluation

$1,350
$3,600

—
800

From this analysis, and Exhibit 3, it becomes obvious that some discretion is necessary in deciding
how to properly reflect the various approaches to
standard costs in the financial statements. With the
LIFO method, revaluation would be offset by a
LIFO reserve when the quantity in inventory remains constant or decreases. When the quantity in
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"In a FIFO cost
situation you
cannot pretend that the
cost level does
not change
during the
year."

inventory increases, an incremental layer is added
at the new standard cost level. Where this occurs,
anticipation in the standard cost applied will distort
the incremental layer added. Unless a reserve is established, the use of a standard cost could result in
the recognition of revaluation income in excess of
actual costs incurred for that portion of the unsold
goods remaining in inventory which is represented
by the incremental layer.
With the FIFO method, the use of standard
costs resembles a form of LIFO accounting during
the year. Then at the time of revaluation, the inventory is restated to a FIFO basis. To permit an
accurate restatement of inventory values, care must
be taken in selecting the proper base for establishing standards, so that revaluation gains in excess of
actual costs incurred can be identified and deferred
to avoid recognizing profits on unsold goods still
remaining in inventory. Normally, standards are
established only once each year, at physical inventory time, so that they remain constant for a
long enough period of time to reflect trends. But
if FIFO is the selected method of inventory valuation, an accurate presentation on a once a year
basis is not adequate.
In a FIFO cost situation you can not pretend
that the cost level does not change during the
year. The variances would have to be determined
on a day - today basis and would have to include
both performance and economic variances. The
performance related ones would be recognized as
incurred and be permitted to impact current period
profits. This would seem to be dictated by the basic
accounting philosophy of conservatism which says,
"provide for all losses and anticipate no gains."
If the standards are based on reasonable and attainable levels, then excessive costs resulting from abnormal situations which contribute no added value
to the inventory would be recognized as period
costs. The economic variances, on the other hand,
are applicable to goods remaining in the on -hand
inventory and will normally be offset at the time of
the next inventory revaluation. Writing these variances off at the point of identification could result

Exhibit 2
LIFO VERSUS FIFO AND INVENTORY PROFITS
Original
profit
margin
New selling price $30.
Old selling price $25.

Action to maintain
original profit margin
2i nc reas e
Selling
price

LD
I Orted income
FIFO
30

30

25

New cost ;18.
3

28

Re

Old cost $15.

15

Gross profit
Gross profit (percent)

10
40

Cost
increase

18
15

2
40

12
40

15
60

Other expense

8

8

8

Profit before tax
Taxes (50% rate)

2
1

4
2

7
3.5

Net income

1

2

3.5

in a distortion of current period income. To main.
tain inventories on a FIFO basis without distortion,
a reserve technique can be used to defer the recognition of costs associated with goods still in inventory
until those goods are actually sold. This is accomplished by adjusting the reserve account during the
year to permit proper income statement and balance sheet presentation.'

Calculating the LIFO Reserve
The use of standard costs requires the development of simple yet effective techniques to quantify
and segregate the impact of differences between
actual cost incurred and the standards set. This is
necessary to accomplish proper inventory valuation
for financial statement purposes. Where LIFO accounting is used with standard costs, the revaluation
gain is normally offset by an increase in the LIFO
reserve. Favorable or unfavorable variances to the
standard during the following year act as direct
offsets to cost of sales, tending to make financial
statements reflect replacements costs. In a LIF O
cost situation, you can almost pretend that the cost
level does not change for a year. When a revaluation is attempted, however, the economic increases
or variances will be incorporated into the gross inventory value with an offsetting LIFO reserve required. Use of a standard cost system permits an
effective continuing recognition of costs on a LIFO
basis.
In the previous examples on techniques for inventory valuation, a simplistic approach of dealing
with a single item was used. In the real world, we
are forced to deal with many different items. In
calculating the required LIFO reserve it is possible
to use either unit pools or dollar pools. In addition,
there are several alternate approaches available for
calculating the LIFO reserve such as specific unit
costing, chain indexing, and the direct index dollar
value method. With standard costs, the direct index
dollar value method appears to be the most appropriate.
The direct index dollar value LIFO method treats
inventory as a dollar pool and involves computing
an index of price changes for items contained in the
ending inventory. This index relates the change in
cost levels from base period costs to current costs.
The development of this index of price changes
from all items in inventory is often impractical due
to style or design changes, substitution of materials,
changes in production methods etc. Therefore, the
index is normally developed on the basis of a representative sample of low level components and is
then applied against the total inventory value.
By applying the index of price changes to the
end -of- the -year inventory cost, it is possible to determine the equivalent ending inventory at base
LIFO cost levels. If the end -of- the -year inventory
at base LIFO cost levels is less than the beginnings Most of the examples thus far have been limited to material
cost for consistency and simplicity sake. But the same bask
situation exists for labor costa and, to some e xtent, overhead or
burden east. The content of these ele ments in the standard and
the handlingg of anticipation or expected cost changes must be
effectively dealt with to preclude situation where inventory
valuation is not representative of actual costs incurred.
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"Still another
approach
would be to
establish new
standards each
month or each
quarter ..."

Exhibit 3
GRAPHIC REVALUATION BREAKDOW N
Price
each
$20.
$18.

New standard
Anticipation

$16.

$12.

Potential
inventory
profits

$10.

..••.•.•.•....•
July

August

—

—

—

—

Current cost
$14.

—

Calculating the FIFO Reserve
The use of a FIFO reserve is not intended to
impact in any way the recognition and recording of
variance amounts when incurred. Variances should
be booked as incurred for management information
and control purposes, with the income effect adjusted where appropriate through the use of a separate FIFO reserve. This reserve is intended to recognize that certain variances being charged as
period cost are economic in nature and therefore
effect the proper valuation of on -hand inventory on
an actual incurred cost basis. Those variances applicable to material remaining in inventory at the
end of the period will become a part of the new
standard cost at the time of the next revaluation.
Therefore, they must be allocated back to inventory
on a continuing basis to maintain a proper inventory valuation at interim periods. This is necessary
if inventory valuation is to reflect the costs actually
incurred in acquiring that inventory.
To accomplish this, several techniques could be
employed to determine the appropriate level for
this reserve. One approach would be to double cost
the entire inventory every month or every quarter
on the basis of the established standard and the last
invoice price paid. The difference between these
values would represent the required reserve level.
Another approach would be to double cost a
representative sample of low level components from
the stock status and develop an appropriate index.
This index could then be applied to the total inventory value in a manner similar to that employed
in the direct index dollar value method used for the
LIFO reserve calculation. The difference between
the inventory at standard and the adjusted inventory level would represent the required reserve level.
Both of these techniques require an inventory control system that provides accurate on -hand inventory
quantities on a continuing basis, and require a continuous update of the last invoice price paid for
each item. In addition, these approaches would result in an immediate income recognition for inventory profits on unsold goods still in inventory
unless a further adjustment was made.
Still another approach would be to establish new
standards each month or each quarter and revalue
the entire inventory at that time. This approach also
requires accurate on -hand inventory quantities at
interim periods other than the physical inventory
date. It also eliminates most of the basic benefits of
a standard cost system and requires substantial effort

to continuously update standards. Another factor is
that it results in inventory profits being immediately
recognized rather than being deferred until the
goods in inventory are actually sold. A further distortion can result from in- process documents which
overlap the two different standards periods. At the
date of the annual physical inventory, it is possible
to reconcile all accounting transactions so that the
book and physical inventory are on a consistent
basis. Adjustments can then be made to insure that
all future transactions are processed at the appropriate standard. However, at interim revaluation
dates, this type of reconciliation is impractical if not
impossible. These approaches then do not seem to
present a practical solution to our FIFO cost dilemma.
A fourth approach would be to attempt to reconstruct the total on -hand inventory balance at
the end of each period on the basis of the most recent prices paid for the goods in inventory using a
flow of costs concept. Reconstructing the inventory
on a flow of costs basis willgive a close approximation of the dollar value on a FIFO basis without
the necessity of a complete inventory revaluation
at interim periods.
To determine the proper month-end reserve balance, the gross month -end inventory balance should
be broken down into its material, labor and burden
components. These elements would then be reconstructed each month starting with the most recent
month and working backward until the total value
of the element being analyzed has been identified
to the month of acquisition.
The amount of variance, resulting from economic
factors, which is applicable to inventory recorded
at standard cost during this period should be recorded as an adjustment to restate inventory on an
actual incurred cost basis. Where it is deemed appropriate, segments of inventory such as obsolete
and surplus material can be excluded before the
reconstruction is attempted. When only a partial
month is needed to complete the reconstruction, a
straight proration would be made of all elements.

—

of- the -year inventory at base LIFO cost levels, you
would liquidate prior year LIFO layers beginning
with the most recently added layer and working
your way back until you have reconstructed the
ending inventory levels. Once a LIFO layer has
been wiped out, it can never be replaced.
If the end -of- the -year inventory at base LIFO cost
levels is greater than the beginning -of -the -year inventory at base LIFO cost levels you would add a
new layer at current year cost by increasing that
increment by the index of price changes. See Exhibit 4.

Adjusted
cost
level
1

1 1

Old standard

September
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"The objective
is to state
income
adequately
at interim
periods . . . "

Exhibit 5 is an example of how the calculation the impact should be quantified and appropriately
might be made.
recognized at the time of booking the revaluation.
The objective is to state income adequately at in- In addition, the problem of identifying and quantiterim periods during the year, and to retain a rea- fying anticipation included in the standards must
sonable valuation of inventory reflecting the pre- be dealt with whenever standards are established on
vailing economic conditions. By using an incurred a basis other than the last invoice price paid for
cost adjustment approach, we can easily approxi- goods in inventory.
mate the impact of changing economic conditions
The use of a flow of costs approach tends to
at locations that do not have adequate on -hand in- ignore the impact of differences in the mix of onventory records to permit a revaluation at other hand inventory and normal inventory throughput
than the physical inventory date.
at periods other than the physical inventory date.
Because it normally takes several months from The on -hand inventory often includes a large
the date of a physical inventory to complete the in- portion of low usage items which are less strinventory reconciliation and revaluation, the impact gently controlled in inventory because of their
of inventory profits on unsold goods remaining in smaller individual impact. This factor might reinventory at the time of booking the revaluation is quire some adjustment to the reserve where its
often minimized or eliminated through a normal impact is considered material. It is recognized,
turnover of inventory. Where this is not the case,
Continued on page 37

Exhibit 4
LIFO RESERVE COMPUTATION
DIRECT INDEX DOLLAR VALUE METHOD

=

Development of inventory at base year costs
Total inventory at current year cost
Total inventory at base year cost
($18,275,000

_

=

$

Development of current year index
Items in physical inventory at base year cost
Items in physical inventory at current year cost
Index current year cost at base year costs

$18,275,000
15,400,000

118.67 index)

inventory
LIFO cost
6,015,000
236,528
1,515,300
52,110
1,261,200
3,405,465
2,747,500
$15,233,103
890,025
$16,123,128
@

@

Computation of inventory on Lifo basis
Date of
Inventory
incremennt
base year cost
1/ 1/65
6,015,000
12/31/65
235,000
12/31/66
1,500,000
12/31/67
50,000
12/31/70
1,200,000
12/31/71
3,150,000
12/31/72
2,500,000
$14,650,000
12/31/74
750,000
$15,400,000

9,775,000
11,600,000
118.67

$

$

index
100.00
100.65
101.02
104,22
105.10
108.11
109.90
118.67

Computation of LIFO reserve
Total inventory at current year cost
Total inventory at LIFO cost
Required LIFO reserve

$

$18,275,000
16,123,128
2,151,872

Exhibit 5
SAMPLE WORKSHEET FOR CALCULATING FIFO RESERVE ADJUSTMENT

(

(

20,000
30,000
25,000
75,000

Total material
additions to
inventory
52,500
1,280,000
1,902,000
1,515,500
$4,750,000•
$

Fav (unfav)
variance on
purchases
at standard
$( 2,500)
60,000)
72,000)
42,500)
$(177,000)
(

Actual cost
of
purchases
recorded
at standard
55,000
1,320,000
1,944,000
1,533,000
$4,852,000
$

$

Accrual
1st prior month
2nd prior month
3rd prior month

$

Actual cost
of
purchases
recorded
at actual

Total month -end inventory balance
Less labor burden in inventory
Net material value in inventory
&

$5,000,000
250,000
$4,750,0000
The adjustment needed to restate inventory to an actual incurred cost basis in the above example would be
$177,000.
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COSTING
FOR ACTIVITIES.
it seems to be an unnecessary restraint on the firm's structure
to insist that responsibilities be delegated only along product lines.

...

thetical manufacturing company. We must first
assume that responsibilities for activities are deterThe system developed in this article is designed minate. A foreman is accountable for the physical
to produce information about activities for use aspects of production, and a departmental manager
in internal decision- making, for the control and for the actions of the workforce generally within,
evaluation of staff, and for inclusion in published say, the machining department. Departmental concompany accounts. What follows is a fully inte- trol over these actions is, of course, predetermined
grated financial and management accounting system and limited by the planned level of production for
that takes account of both the general and the the firm as a whole. It is also subject to a number of M. C. WELLS
considerations external to the department. Wage
specific effects of inflation.
Member -at- Large,
Our emphasis is on the recording and classifying rates will probably be determined on an industry- 1974, is Professor of
of financial data and its aggregation within fully wide basis, and the price of lubricants will probably Accounting at the
integrated accounting and budgeting systems. All be determined in a market unaffected by the pur- University of Sydney.
costs and revenues are classified according to ac- chases of a single firm. Since the departmental man- Dr. Wells obtained
B.Com. and
tivities, and aggregated according to managerial ager will be responsible for the efficiency of his his
M.Com. degrees from
responsibility for those activities. All assets are work -force and the use of lubricants, the wage and the University of
measured by their current cash equivalents, and lubricant costs will be charged directly to his de- Canterbury, New
net income is the change in the monetary amount partment. Subsequently those costs will be com- Zealand, and a Ph.D.
from the
of total net assets during a specified period.' As a pared with budgeted costs, and some care must degree
University of Sydney.
therefore
be
taken
in
computing
and
analyzing
result, the information produced from this system
is unaffected by overhead allocations, transfer prices, any variances. A common method of isolating
depreciation provisions, and other fabricated figures. variances arising from internal rather than external
Considerations of whether direct or absorption cost- causes is to charge departments with predetermined
ing should be used become meaningless. The only standard costs for the quantity of goods or services
criteria for including any item in a budget or an consumed. But that method destroys the factual
accounting report are whether or not an activity nature of departmental cost reports. A preferred
will give or has already given rise to some costs method is to adjust the budgeted amounts to the
or revenues (or both), and whether that activity prices prevailing during the budget period. Any
is within the area of responsibility of (that is, reported variances will then be those which relate
controllable by) the person to whom the budget to matters under the control of the foreman or
is addressed or to whose performance the report manager, and not those resulting from external
matters over which he has no control.
refers.
There may be a further class of costs which
Activities and Responsibilities
are directly identifiable with a specific department
Because of the number and diversity of things or division, but for which the departmental or
being done in any organization, and the variety of divisional manager is not accountable. For example,
ways in which those things may be organized, it is the factory rent may be directly identified as a cost
impossible to give a universal definition of an of a particular department yet, for the purposes of
activity. Thus the indentification of activities is a
See, R. J. Chambers, Accounting, Evaluation and Economic
practical problem which can only be resolved in the Behavior, Prentice Hall, Inc., Englewood Cliffs, N.J., 1966;
and "Second Thoughts on Continuously Contemporary Accountindividual setting. Let us take for example a hypo- ing," Abacus, September 1970.
By Murray C. Wells

1
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"Expectations
provide the
basis of budgets ...and
decisionmodels."

illustration, we will assume that the company management assumes sole responsibility for the lease
arrangements. Accordingly, the charge for rent must
appear in the Income Account which embraces the
general costs for which no separate person is accountable. If, however, some information is required
of the profitability of the department, then the class
of costs referred to here must be extracted and a
special cost report prepared for that purpose. As
each item of cost is taken directly to (and only
appears as a separate item in) the cost report of
the person responsible for its control, any item of
cost can be easily identified.
Transactions, Transformations, and
External Events
The term transaction is a conventional one and
will include those processes by which the firm obtains goods and services and discharges obligations.
Normal purchases, wage and salary payments, rents,
rates, taxes, and interest all belong under this subheading. Transformations are the changes in the
form of goods, through production processes or
the passage of time, which give rise to changes in
the market prices of the goods. Examples are the
conversion of raw materials into finished goods; the
consumption of the services of durable assets; or
the aging of wines and antiques. External events
are those that occur independently of any action
on the part of the firm, but which affect the firm's
relationship to its environment. Included under this
sub - heading would be changes in the general level
of prices or of the prices of particular goods, and
fluctuations in exchange rates affecting holdings
of foreign currency.
Clearly, transactions and transformations require
the deliberate, active participation of some person
within the firm. It should be possible, therefore, to
identify the person responsible for initiating the
participation (even where it appears to involve no
action, as in the decision to continue to hold goods
that deteriorate over time). And for most external
events it should be possible to identify the responsible person by determining who is the custodian
of the good or right affected by the event.
Whenever a manager is responsible for acquiring
or disposing goods or rights, changes in the market
prices of the goods or rights under his control will
appear in his accounting report. The remaining
events, those for which no single person is accountable, will be included in the Income Account
as general costs, revenues, or price variations of the
entity as a whole. Included here are director's fees,
audit fees, and general price level adjustments.
Of the three sub - headings, only transactions give
rise to an original record. This original record forms
the basis of the prime entry in the accounting
records. Thus, actual revenues, costs, and expenses
will be recorded in a purely conventional manner,
with the responsibility account being specified at
the time of prime entry. The financial effects of
transformations and external events will be recorded either continuously or by simple end -ofperiod adjustments, by journal entry based on the
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movements of goods, and prevailing market prices.
The example which follows is of a set of cost
reports prepared in the manner described. It is
assumed that there exists in the company's accounting records an account in respect of each report,
and in which detailed amounts derived from records of transactions have been entered. Asset price
changes whether because of transformations or
external events will have been recorded by way
of journal entry during (or at the end of) the
period.
Experiences and Expectations
The distinction between expectations of costs
and revenues, and statements about experienced
costs and revenues is fundamental to the accounting
system. Expectations provide the basis of budgets
and of calculations for decision- making and decision- models. Being statements of expectations, budgets and calculations are therefore not represented
as facts and have none of the connotations of
factual statements.
Statements of intention or expectation derive
from some person, and are entirely subjective.
Statements of facts are entirely objective and derive
from objects and events independent of the observer. Difficulties arise for the recipient when
these two classes of statements are inter- mixed—
for example, when the original cost of an asset (a
fact) is modified by a depreciation allowance calculated on the basis of expectations of useful life
and terminal value; or when fixed costs (facts) are
eliminated from the calculation of net profit (by
including them or some portion of them in inventory values) on the basis of expectations of the
future saleability of finished goods. When th is
inter - mixing occurs, the recipient will be unable to
form his own expectations based on facts, because
the facts have been distorted.
Decision Models
Various techniques have been developed for
quantifying and evaluating alternative courses of
action. These techniques include discounted cash
flow analysis, linear programming, and inventory
models. As aids to decision- making, they have one
essential characteristic in common: All require
estimates of the incremental costs and revenues
expected to result from the courses of action under
consideration. Once quantified, the various courses
can be compared and consequently a choice made,
based on the difference each alternative course of
action is expected to make to the progress of the
firm.
Decision- making models can be prepared at
anv time on the assumption the firm will continue
in the same line of business, and in much the same
manner as previously. But decisions as to particular
courses of action, because they are always made in
a specific context, at a specific time, and in relation
to specific courses of action are usually ad hoc. The
problem to be resolved in providing information for
decision making is in ensuring that data relating to
past activities can be recalled when the need arises.
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Budgets
The budget is a statement of managerial intentions based on assumptions. In addition to its role
in the decision - making process, it is commonly
used to guide the activities of subordinate staff,
to advise them of the performance levels expected,
and to evaluate their performance during the period. These purposes require a clear identification
of the activities for which each member of staff is
responsible and over which he is capable of exercising some control. The cost and revenue figures
that go to snake up budgets and accounting reports,
are the expected and actual results of those activities: activities that managers hope to control, and
for which they require reports. See Exhibit 1.
Product Costs
If we can accept that the determination of income and financial position requires all assets to
be measured at their current cash equivalents, then
the only records of inventories required are of the
quantities of goods on ]land and at various stages
of production, together with the current market
prices of those goods. Therefore, collecting product
costs at various stages of production becomes unnecessary; only quantities need be traced and the
costs of each activity at each stage of production
recorded.
The whole accounting system is thereby greatly
simplified, for it is in attempting to identify both
responsibility costs and product costs where they
do not coincide, that the complications of most

conventional systems arise. And it seems to be an
unnecessary restraint on the firm's structure to
insist that responsibilities be delegated only along
product lines. Yet if that is not done when a conventional accounting system is used in association
with a responsibility accounting system, costs must
be classified according to responsibilities and then
re- classified or re- allocated to products.2 This process
almost inevitably makes later identification of the
costs of separate activities extremely difficult, if
not impossible.
It also gives a false aura of respectibility to the
resulting calculations. For if the cost of a product
is calculated from factual records (and to several
decimal places), anybody observing the calculation
or result of it would be entitled to presume that the
"cost" was as reliable as the records from which it
was derived. But the number of arbitrary allocations of costs, and assumptions about inventory
movements (as embodied in FIFO or LIFO calculations) involved in determining product costs
makes such a presumption quite invalid. Also, because such calculations are habitually made by accountants, any incentive for users of accounts to
resort to the original data may be removed. After
all, if a cost of production has been calculated and
incorporated in the accounts, anv user of those
accounts may logically presume it to be the real

"The whole
accounting
system is
thereby greatly
simplified. . ."

As a solution to a similar problem, Ijiri proposed a system of
"multiple -entry bookkeeping ". In this case, however the cause and -effect relatio nship between costs and p roducts anJ responsibilities
This would
wouldappear
contradict
to Provide
iiirFs
grounds for a "causal
the multiple-entry".
multip
causal le-entry".
doubleentry is unique. Yuji 1'iri, T h e Foundations of Accountitip
Measurement, Prentice Hal Inc., Englewood Cliffs, N.J., 1967.

Exhibit 1
CONTRIBUTION REPORT - DIVISION A -TO JUNE 30, 1975
35 ,0 00
34 ,0 00
35 ,0 00
33 ,0 00

Sales
Inve ntory ad justme nt
*P ric e adjustm ent (f ro m p r ic e a t 6 /3 0 /7 4 t o price
at 6 / 3 0 / 7 5 )
*Q uantity ad jus tm e nt (at p ric e at 6 /3 0 /7 5 )

units
units
units
units
Actual
$66 ,0 00

2,0 00

$

7,0 00
18,000
7,00 0
2,8 00
1,200
200

$2 ,0 00 U

$72 ,0 00

$1 ,0 00
1,200
20 0
20 0
20 0
20 0

8,0 00
16,800
7,2 00
3,000
1,000

F
U
F
F
U
U

-

$

$4,000 U

2,0 00 F

2,0 00
2,0 00
$70,000

Costs (f o r p ro d uc tion o f 2 4 ,00 0 units o f inp ut)
Purchases
Mac hining co sts
Finis hing costs
Office expenses
Plant pric e ad justme nt
Vehicle pric e ad justment

Variance

Budget
$70 ,0 00

-

Budgeted production of finished goods
Actual production of finished goods
Budgeted sales
Actual sales

36 ,2 00
$3 3,00 0

Finished goods:
Op e ning inve nto ry-4 0 0 0 units at $ 1 .7 5
Clo s ing inve nto ry-50 0 0 units at $ 2 .0 0
Price adjustme nt -40 00 units at 25 a -$ 10 00
Quantity adjus tme nt -1 0 0 0 units at $2 .0 0

36 ,00 0
$3 6,00 0

20 0 U
$2 ,0 00 U

$2 00 0

=

•

Co ntribution transf erre d to s tatem ent of inc om e

=

Raw m aterial:
Op ening inventory- 10 ,00 0 lb s. at 10 J
Clos ing inventory- 10 ,00 0 lb s. at 20 a
$1,000
Price ad justm ent- 1 0 ,0 0 0 at 1 0 a
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"Product costs
are never
required in
toto."

cost of production, and use it in anv context where
such a cost appears to be relevant. It would be less
misleading if accounts refrained entirely from making calculations that might appear to lend support
to such a presumption.
This is not to suggest that direct product costs
cannot be identified if and when they are needed;
rather, specific costs are more easily identified under
the proposed system than under conventional systems.
Product costs are never required in toto. That
they may be required for a specific purpose, within
a specific context is readily accepted (for quoting
or estimating, price justification or tariff board
enquires, decisions to expand or curtail production) ,
The system must therefore provide for the recall
of independent pieces of information as and when
required. The claim that this information is more
readily accessible within the proposed accounting
system is based on the manner in which the original
data are recorded, and the subsequent lack of any
dissection or allocation of the elements of that
data. For, provided the original entry in the accounting records is made according to previously
determined lines of accountability, each item of
cost or revenue will follow one, and only one, line
of aggregation until it reaches its final resting place
in the income account for the period., Furthermore,
as the Income Account will include all the costs
and revenues of the period and none of previous

or future periods, the line of aggregation can be
easily retraced. Individual items can therefore be
quickly identified and extracted without any of the
usual difficulties of separating incurred from accrued, direct from indirect, or product from period
costs. All costs are regarded as costs of the period
in which they are incurred. Product costs are readily
ascertainable once the activities arising from a particular decision are identified and the period in
which they took place is known,
The reference to "activities arising from a particular decision" is made to emphasize, once again,
the importance of specifying the purpose before
attempting to extract specific items of cost. For
instance, the incremental costs relevant to a quotation for a new product may include the costs
of all the activities from purchase of raw materials
to final delivery, whereas a decision to increase
production may involve, and therefore be based on,
additional purchase costs and only one or two
production activities.° But these needs arise outside
the accounting system. They are ad hoc decisions
and negotiations for which data must be obtainable
when required, but for which data will not be
produced as a matter of course. They have no
relevance to the day to day requirements of controlling and evaluating activities, or of determining
the profit (or loss) of the firm for a period, or its
financial position at a stated data.
The Calculation of Income
COST REPORTS

Exhibit 2
HEAD OFFICE COST REPORT EXPENSES TO
30 JUNE 1975
Salaries and wages
Cleaning, etc.
Telephones, stationery, etc.
Accounting section expenses
Personnel dept. expenses
Total expe nses trans. to statement of
Income

Actual

Budget

Variance

$3,400
1,000
1,200
2,1 00
1,6 00

$3,000
80 0
1,400
2,0 00
1,500

$(4 00 )
(2 0 0 )
20 0
(1 0 0 )
(1 0 0 )

$9,300

$8,700

$(6 00 )

Exhibit 3
STATEMENT OF INCOME FOR YEAR ENDED
30 JUNE 1975

Net income
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$

Head office expenses
General mgr's expenses
Executive salaries
Directors' fees
Auditors' fees
Interest
Capital mainte nanc e adi:
Contrib ute d c apital
Retained income

$14 ,0 00
6,1 00
31 ,5 00
$51 ,6 00
9,30 0
2,8 00
6,0 80
1,300
1,200
1,300

1,160
124
1,284
17,236
$40 ,5 00

Contribution of Divisio n A
Contrib ution of D ivisio n B

$33 ,8 00
17 ,8 00
$ 5 1 1 600

Gross income
Inves tment income
Investment price adi.
Build ing p rice adj,

$31 ,5 00
1,0 00
61000
2,0 00

$

Steam plant expenses
Factory rent
Gross income

$4 0 1 50 0

For the proposed system a hypothetical cost
report for the head office has been prepared. See
Exhibit 2. The basic data for the cost report
are the standard originating entries for purchases,
wages, expenses, and revenues. The only specific
requirement is that these entries be recorded in
terms of the area of accountability to which they
relate. This may require separate identification
with each record, or separate initial recording
media, to ensure that the record of each transaction is traced to the person accountable for that
transaction.
Cost totals for sub - departments should be aggregated to departments, then to divisions, and finally
to the Income Account (Exhibit 3) for the firm
as a whole. Although there are cost totals within
an area of accountability, there is no allocation of
joint, common, or of overhead costs, neither are
transfer prices used., Further, revenues appear only
in relation to those divisions that do in fact earn
revenue by outside transactions. For those divisions
a contribution account is prepared.
" In other words, given the state of the arts, less rather than
more aggregation is appropriate and the user, rather than the
ac co untant, mus t aggregate, as sign wei hts and values to the d ata
consistent with his forecasts and utility functions ", George H.
Sorter, "An Event's Ap proach to Basic Acco unting T heory, ' The
Accounting Review, January 1969.
Similarly, if a fo reign c omp any can minimize o utlays b y p aying
customs duties on imports rather than income taxes for its loc al
subsidiary, it will use " full" costs in pricing those imports and
in negotiations with the tax authorities, in
as large an
alloc ation of o verhead s as it thinks can b e mad e to ap pear reaso nable.
For a dis cuss ion of the reaso ns for no t employing transfer prices,
see M. C. Wells, "Trans fer Prices, Profit C entres and Mys tic ism,"
Abacur, December 1968, pp. 174 -181.
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In the following example, the accounts have
been reproduced in the form of reports, enabling
comparison with budgets and aggregation of divisional and departmental results to the statements of income and financial position.
PRICE AND QUANTITY CHANGES

multiplied by the price at which the goods entered
the accounts of the period, that is the opening
price. For example, if the two cases given above
are combined, the inventory data will be:
Opening quantity 2,000 units, opening price $2.00
Closing quantity 3,000 units, closing price $2.50

As the monetary amount of an asset is determined by its market price, it is obvious that The price adjustment will be:
apart from price changes of durable assets, profit
2,000 ($2.50 — $2.00) = $1,000
will be related to the production rather than the
selling activities of the entity. The proposed sys- The quality adjustment will be:
$250 (3,000 — 2,000) = $2,500
tem could, perhaps, enable individual managers, or
the firm as a whole, to report a profit simply by
producing but not selling goods. That is, the The amount of the inventory on hand will be
stated profit may be affected by the manipulation adjusted accordingly:
of quantities at different stages of production. (This Opening inventory
( 2,000 units at $2.00)
$4,000
manipulation is also possible under conventional
1,000
absorption costing systems through the inclusion Plus price adjustment
2,500
of overheads in inventory values, although possibly Plus quantity adjustment
to a lesser extent). In order to make such manipula- Closing inventory
tion apparent, the simple price adjustment may be
(3,000 units at $2.50)
$7,500
dissected into the effects of changes in prices
and the effects of changes in quantities, where
The division of the total inventory adjustment
those two effects are discernible. For instance, is only approximate in this case because any
if a firm held 2,000 units of a certain good through- changes in price after the quantity on hand has
out a period, and the resale price of that good been increased have not been separately identified,
increased from $2.00 to $2.50, the price adjust- but are included in the quantity adjustment.
ment would be 2000($2.50 - $2.00) = $1,000. That Ideally, each batch of goods purchased and sold
is, a debit to the asset account, and a credit to would be identified, and price and quantity
the account of the manager responsible for those changes thereby also unequivocally determined.
goods. Similarly, if the firm held 2,000 units of Although this is possible, it is doubtful if the
a good at the beginning of the period, and 3,000 purpose to be served warrants the precision imunits at the end, the price throughout plied by this ideal. As the division of the invenbeing $2.00, the quantity adjustment would be tory adjustment is intended primarily to draw
$2(3,000 — 2,000) = $$2,000.
attention to the separate effects (which may be
The effects of both of these adjustments is to completely off - setting) of external price moverestate the asset account at the current market ments and internal increases in quantities, the
price for the quantity on hand at the end of the method described above is sufficient for that purperiod, and to credit (or debit, as the case may pose.
be) the accounts of the manager responsible. Where
This break -down of the asset adjustment is
changes in quantity and in price occur in the also useful as an aid to the interpretation of the
same period the amounts of the adjustments are accounting reports by upper levels of management.
found by applying the following rules:
It helps explain reasons for changes in amounts
stated for inventories, bearing in mind that alPrice adjustment =
though lower levels of management may be
Quantity maintained throughout the
familiar with movements of actual goods, sucperiod X (closing — opening price)
cessively higher levels of management are increasingly remote from, and thus unaware of, those
Quantity adjustment =
movements. Thus, the quantity adjustment,
Increase in quantity X closing price, or
whether positive or negative, makes apparent not
decrease in quantity X opening price
only the changes in physical quantities of goods
The "Quantity maintained throughout the held, but also the significance of those changes in
period" refers to that part of the inventory which terms of current market prices. It is also useful for
is the same (in quantity) at the beginning and relating inventory levels and changes in them, to
at the end of the period. For increases in quantity, past and projected sales levels and so to provide
the adjustment is calculated by multiplying the a clearer picture of the firm's short -term liquidity.
amount of the increase by the closing price on
the grounds that the cost of the increase in quanti- Statement of Financial Position
ties already appears in the purchases or costs of the CLASSIFICATION
One of the principles upon which this system
period. For decreases in quantities, the amount
realized from their sale already appears in the is based is the clear distinction drawn between
revenues of the period, and so the decrease is statements of fact and statements of expectation.
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"Ideally, each
batch of goods
purchased and
sold would be
identified ..."
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"That ideal
will be found
in only a
limited
number
of cases . . . "

Accordingly, the Statement of Financial Position
contains only matters of fact, and the conventional
classification of assets into "current" and "fixed"
becomes inappropriate (Exhibit 4). Those classifications are notoriously unreliable because they
depend upon managers' intentions of how the
assets are to be used. Instead, and in accordance
with the view that a statement of financial position
is a statement of measures of certain financial
characteristics of assets and equities, the items are
classified according to the manner in which those
characteristics have been measured. The ideal
measure for assets is their current cash equivalent.
That will normally be given by the current market
selling price of identical goods or rights in a well informed and easily accessible market. That ideal
will be found in only a limited number of cases,
as for assets which are the subject of an open
offer. For goods and rights similar to those traded

Exhibit 4
STATEMENT OF FINANCIAL POSITION AT 30 JUNE 1975
1974

$ 3,400
3,600
$

$ 1,200
5,200

1975
Assets
At current cash equivalent
Cash
Debtors

$18,000
6,000
1,000
14,000
30,000

At approximation of
current cash equivalent
Listed share In other companies
Debentures in other companies
Debtors
Inventory of finished goods
Land and buildings

7,000

$24,000
6,000
1,200
12,000
32,000

3,200
4,000
10,200

At estimate of current cash equivalent
Inventory of raw materials
Motor vehicles
Plant - general

$

$

75,200
2,000
6,000
8 000
1

-

No current cash equivalent
Inventory of work in progress
Plant, specialized

-

-

-

16,000

6,000
2,000
4,600
6,000

$98,200
Equities
Short term liabilities
Creditors
Dividends proposes
Taxation due
Short-term loans

$

$

$92,800

4,000
2,000
4,800
$10,800

Long-Term liabilities
7% Debentures due 6/30/78
Unsecured notes --due 6/30/79

-

$10,000

$10,000
6,000
16,000

$50,000
8 000

$

1

6,200

$92,800
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Estimate of stockholder's equity
Contributed common stock
Capital maint. adl. b/f
$8,000
Capital maint. adl. to
6/30/72
1.160

Retained income

50,000

in active and representative markets, an approximation to the ideal will be provided by the prices
prevailing in those markets. In a third class are
goods and rights traded only sporadically (or for
which there is only a thin market), and for which
the current cash equivalent must therefore be
estimated. A fourth class is for severable goods and
rights, for which no market exists in support of
any monetary amount, or which have no current
cash equivalent.
In the case of equities, the conventional and
broader classification reflecting the legal characteristics of liabilities is maintained. Thus the classifications "short- term," "long- term," and "stockholders equity" are used in accordance with the
conventional classification of debts due and payable within twelve months, those of a longer
period, and the residual equity interests.
The measure of the interests of the stockholder
is a derived measure insofar as it is a consequence
of the measures determined for all assets and
other equities. It must therefore be ranked in an
equivalent manner to the rleast certain of the
classes of measures used for the other items listed.
For although the contributed capital of the common stockholders may be determined accurately
(albeit subject to adjustment for changes in the
general price level), the retained income can be
no more certain than its least certain component.
As it is the whole of the interest of the residual
equity holders that determine their rights relative
to other equity interests, the stockholders' equity
is summed and included under the class heading
of an "estimate ".
AN INDICAT ION OF LIQUIDITY

It is sometimes suggested that the division
of assets and liabilities into "current" and "fixed"
or "long- term" categories provides the basis of
the evaluation of the firm's liquidity. But unless
all the assets are measured by their current cash
equivalent, no indication of liquidity is possible.
Liquidity cannot be gauged, for example, where any
asset is measured at cost or by its replacement price,
for those measures bear no relation to the amount
of money that may be obtained in exchange for
the asset, or to the ease with which that exchange
may be accomplished. Hence, in the proposed
statement of financial position, assets and equities
will be classified and ranked according to the ease
with which the goods can be exchanged, and the
order in which liabilities will have to be discharged. Such a grouping of assets and equities provides a proper basis for the evaluation of the
firm's liquidity.

Summary of External Transactions

9,160
$59,160
12,240
71,400
$98 ,200

The Summary of External Transactions (Exhibit
5) closely follows a conventional cash or fund
flow statement. But the title is given to it quite
deliberately, to emphasize that its essential characteristic is that all the items represented in it are
in respect of a transaction, regardless of whether
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1,000

$

$

or not that transaction involved a movement of is traceable and verifiable, the auditor's position is
significantly strengthened. He can turn to docucash.
No distinction is made between "realized" and mentary evidence for every entry in the accounts,
"unrealized" gains and losses; and because ex- and in no instance is lie called upon to give his
pense and revenue figures appear in their re- opinion about die truth and fairness of a manspectivc departmental or divisional reports, they ager's or accountant's opinion.
do not appear separately in the Statement of
Income. Unrealized gains and losses are easily
identified in this example because they are all
Exhibit 5
in the form of price adjustments to various assets.
SUMMARY OF EXTERNAL TRANSACTIONS,
In a more complicated example involving several
FOR
YEAR ENDED 30 JUNE, 1975
asset transactions, that identification may not be
Cash
inflows
possible. Similarly, in this example, total sales may
Investment income
be determined easily by adding together the sales
Transactions with deb tors:
shown in the divisional reports.
Balanc e at 6 /3 0 /7 4
6,20 0
Add sales division A
$66,000
Preparing the Summary in this form has a
Add sales division B
36,000
number of advantages. For example, the details
102,000
of transactions with debtors and creditors, involvLe ss b alanc e at 6/30 /7 5
$10 8,2 00
ing sales and expense totals, are conveniently
Net cash received from debtors
grouped. The purchase of a motor vehicle —not
Issue of unsecured notes
Total cash inflows
discernible from the other reports —is made apthe
Cash Outflows
parent. The source and use of
funds involved
Repayment of short -term loans
are also disclosed.
Motor vehicle purchased
This Summary is, like the Statement of FinanTrans actio ns with c reditors:
cial Position, an extract, and, unlike the other
Balanc e at 6 /3 0 /7 4
6,0 00
reports, is not supported within the accounting
Add steam plant expenses
14,000
Factory rent
6,1 00
records by an account. TI1e items appearing therein
Interest
1,300
have been extracted from a number of accounts.
Head office and general

103,400
6,0 00

6,0 00
3,0 00

$

$

$11 0,4 00

The accounting reports emerging from this
system contain only factual statements, and a
clear distinction has been drawn between statements of fact and statements of personal expectation or estimation. As a consequence, the accounts
are devoid of depreciation calculations, overhead
allocations, transfer prices and other accounting
mysticisms.
Because every item appearing in the accounts

expenses
Production costs —
Division A
Operating costs —
Divis ion B
Le ss balance at 6 /3 0 /7 5
Net cas h paid to cre ditors
Dividends paid
Taxatio n p aid
Total cash outf lows
Net increase in cash

20,680
34,800
9,20 0
$92 ,0 80
4,0 00
88 ,0 00
4,0 00
7,1 20

$

Conclusion

108,200
2,20 0

USING STANDARD COSTS WITH LIFO AND FIFO
Continued from page 30
however, that this approach will not
achieve a completely precise and accurate
revaluation amount at each interim period. The attempt here is to reflect a
reasonable approximation of the impact
of changing economic conditions so as
not to seriously distort interim financial
statements; while at the same tinge, permitting a company to take advantage of
the efficiencies and improved management control provided by the basic
standard cost approach.
Use of this technique permits analysis
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of the monthly inventory level in terms
of inventory quantities and economics.
Instead of having the inventory level take
one large jump each year due to economics, we recognize fluctuations and their
impact on the inventory level monthly
during the year. Changes in the inventory at standard reflect the impact of
inventory quantity changes, and adjustments to the reserve reflect the impact
of changing cost trends.
Conclusion
Management has recognized that physical and administrative controls are

normally more effective when they are
tied to financial controls. Therefore,
management should stress the development of financial control systems that
will measure conformance to established
operating policies and objectives on a
timely basis and identify deviations for
appropriate management action. This
measurement requires meaningful benchmarks that can be employed on a day -today basis. These benchmarks can be provided through the planning process and
operating systems, and performance relative to manv of them can be monitored
by a standard cost system.
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A STRATEGY FOR
PERSONNEL GROWTH
Regionalized recruiting and referral, we found, offers many
advantages for the rapidly growing professional firm.

By Larry L. Axline

L. L. AXLINE
Member -at -Large
1975, is National
Director of Personnal,
Elmer Fox,
Westheimer &
Company in Denver,
Colo. Mr. Axline holds
B.A. and M.A. degrees
in Psychology from
Wichita State
University.

There is a critical need to integrate the people
planning functions of a professional firm with
present and projected operations. Personnel goal setting without appropriate reality testing may result in unwarranted speculation, unnecessary action,
and significant planning disappointments. This
article will show how a growing CPA firm is
meeting these challenges.
Strategy— Structure Relationship
In formulating our firm's human resources
strategy, we postulated that the emphasis and
direction of the recruiting effort during the period
from 1974 to 1980, would reflect substantially the
scope and breadth of service which the firm would
provide to clients. A valid program could, therefore,
be developed only after a rigorous investigation of
the professional services the firm planned to provide in the coming years, based on anticipated
client needs.
Long -range planning objectives of continuity and
growth demanded not only clearly defined guidelines, but also increased sophistication by all firm
members involved in personnel recruitment and
development.
In 1973 we made an analysis of the firm's engagements. This analysis revealed that we were
serving primarily small and middle- market clients.
Many of our clients, we found, exhibited the
following characteristics. They:
1. Were closely held,
2. Did not have a strong internal accounting
function, and frequently lacked expertise in
tax, financial, and systems matters,
3. Either did not require —or often could not sup-

38

port — full -time financial management specialists
for planning and control,
4. Had an expanding need for external- financial
counsel in the areas of reporting and tax matters,
systems design, and corporate planning, and
5. Required increasing guidance in initial filings
with the SEC and general assistance with public registrations.

Tentative Recruiting Strategy
The above analysis of client engagements,
coupled with a review of potential engagements,
suggested that it would become necessary for us
to extend our service base beyond traditional accounting, auditing, tax, and systems assistance
into new areas such as organizational consulting,
governmental engagements, and eventually social
measurement.'
Although our consideration of alternative
strategies (what the firm might do) was not limited
to existing resources, our most reasonable possibilities (what the firm could do) were predicated upon
existing constraints of time, money, and people.
In order to receive the greatest return on our
recruiting investment, we needed to project personnel requirements for both short and long - terms.
Because even the most talented university graduates could be assumed to possess only a "threshold competence, our selection of those recruited,
and their optimum placement within the organization was a process requiring careful consideration.
Therefore, an analysis of our recruiting effectiveness
and practices was required, an was an investigation
of the recruitment sources at the various universities.
I

The sc o pe and co mmitment o f res o urces to the recruiting effort
depended on projected fee volume and mix of services, and it
the projected gross fees of more than $100 million by 1980
were to be realized, the acquisition
o
f human resources and
talent to sup port suc h revenues wo uld be a critical is sue.
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What we needed were specific strategy objectives
and alternatives that would evolve in accord with
long -range programs, and in response to actual
firm growth. This strategy we addressed specifically
to four dimensions. We:
1. Described the firm's recruiting - selection program
and made a preliminary identification of aspects
that might require adaptation,
2. Analyzed what kind of students we employed
both in the past and at the time of the investigation,
3. Analyzed the mix of professional staff members
required to serve clients properly, and
4. Determined the number of professional staff
members we required.
Each of the above variables provided us with the
needed input to prepare a strategy encompassing
the key issues and objectives having potential short
or long -term impact on the direction of the recruiting effort. They also provided us with possible
action plans, both formalized and conceptual.

viewer, other participants, and the session supervisors. Exhibit 2 indicates the topics discussed and
the methods we employed. We made a further effort to determine the reaction of students interviewed but not employed: their reaction to the firm,
to the interviewer, and to the overall recruiting
process. This we did through mock interviews that
served as a basis for conducting a loosely structured
information exchange session in which the students
were given ample opportunity to express their interests, abilities, and questions relating to the profession. In order to appraise recent graduates' perception of a "professional position ", we conducted
informal communications sessions in selected offices.
These sessions served to draw out their attitudes
toward such firm policies as overtime, initial work
experiences, and fringe benefits.

"Regionalized
recruiting ...
offers many
advantages

Recruiting and Selecting Other Staff
In addition to identifying and developing professional staff members, we found it desirable to obtain
early identification of potential administrators for
key management positions. By using a process in

Conducting the Recruitment Program
Our highly coordinated recruiting program enlisted national office personnel as active trainers of
recruiters, campus interviewers, referral sources, and
internal recruiting consultants. The recruiting emphasis schematic, (Exhibit 1) reveals the organizational approach we adopted. We developed an inventory of university and college recruiting resources
and the total number of interviewing schedules.
With interviewing schedules set, we then implemented aggressive campus recruiting programs at
universities strategically located to meet firm needs
and which annually produce high numbers of quality graduates. We decided on a controlled experiment with a "reservoir" concept by which we hired
several graduates in an office sufficiently large to
absorb and train them until they, or more senior
staff members, transferred to another practice office.
Regionalized recruiting and referral, we found,
offers many advantages for the rapidly growing professional fine. Under such a method — although
fewer individuals are involved in the campus recruiting effort — selection standards, and recruiting
and referral knowledge are improved. This fosters
the development of a regional central applicant referral system to store, process, and retrieve (in fast
mode) information on applicants meeting specified
criteria and who are available for placement in various sections of the country. This system, complemented by a skills inventory capability, is still in
the development stage.
In order to develop a recruiting capability, for
practice offices, we developed a national recruiting
seminar for selected recruiters representing geo.
graphical areas. In these seminars we used video
tape equipment to demonstrate effective campus
interviewing, office visits, and related dimensions of
recruiting. Recruiters also interviewed university
students while they were being video taped. The
tapes were then critiqued by the student, interMANAGEMENT ACCOUNTING/M AY 1976

Exhibit 1
NATIONAL PERSONNEL DEPARTMENT
RECRUITING EMPHASIS SCHEMATIC

Operations and
planning input
Director of
operations

Strategy input
Firm consultant

Employment
relations
affirmative
action
Employment
coordinator
National
storage and
referral system
Manpower
coordinator

Recruiting
methodology input
Past director
of personnel

Functional
coordinator
Director of
personnel

Recruiting
aids and
publications
Communications
and publications
coordinator

Professional
development
input
Director of
training
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"There is a
need for
monitoring ...
attitudes . . . "

which abilities and tendencies can be measured, we
enhanced the effective placement and utilization of
professional talent. For example, our firm employs
the AICPA's technical knowledge and vocational
aptitude measurements in Audit Core I training
sessions, as well as expanded test batteries in advanced sessions. This "Manpower Audit" makes
early identification and classification of professional
and management talent easier, and provides each
person with an early opportunity to rise to a position consistent with his interests, abilities, and
motivation.
We also examined how we might make effective
use of individuals termed "paraprofessionals." Our
early experience suggested that the success of a
paraprofessional program ultimately depended upon
the quality of individuals emploveil as well as upon
the training and review provided. As a direct result
of this program we discovered that the development
of technical skills required in accounting systems
and computer programming is becoming increasingly the responsibility of community and junior
colleges. At the present time, we are engaged in
limited recruiting for computer programmers, but
it appears that smaller institutions can be an ideal
source for these technicians in the future.
Because considerable time and expense are often
involved in recruiting, selecting, and training experienced candidates, we use appropriate tests and
predictive models, based on research validation.
These tests and models add another dimension to
the firm's personnel program.' In order to fill senior
level positions in the firm with a minimum of training expenses we place recruiting advertisements in
trade publications and journals. Further, the firm
has become receptive to applicant referrals from
other firms, former firm members, professional societies, and industrial organizations. Development of
an attitude which encourages such referrals, appears
to strengthen this source of experienced personnel.

Exhibit 2
NATIONAL RECRUITING SEMINAR

9. Publications
10.
11.
12.
13.
14.
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&

re cruiting aid s

Em ploym ent law and inte rpretations
Central applicant ref erral sys tem
Plac eme nt off ice risks and rewards
Sum mary, consensus , and action plans
Follow -up and doc ume ntation

&

6. Firm prof essional develop ment
7. Student reactions to proce ss
8. Staff re te ntion and development

Partic ipants — univers ity stude nts
Partic ipants — univers ity stude nts
univers ity proFirm co ns ultant
fessor
Director o f training
Recently employed re cruits
AICPA reUnivers ity professor
searcher
Com municatio ns and pub lic ations
coo rdinator
Em ployme nt c oo rd inator
Manp ower c o ordinato r
University p lace me nt d irec to r
session supervisors
Partic ipants
Session supervisors
&

4. Video tape workshops
The c amp us inte rvie w -3 s es s io ns
The office vi s i t - 3 sessions
5. Recruiting alternatives

Discussion leaders
Directo r of pe rsonnel
Pas t d ire cto r o f p ers onnel
Past direc tor of personnel and s tudent

&

Topics and emphasis
1. Recruiting strategy
2. Step -by -step intervie wing methodology
3. Moc k cam pus interview and com me nt

Some Projections
The role of the professional in the future should
be projected in a manner so as to better define the
traits and characteristics of the firm members required to meet the demands of that future role.
This will require adjusted, and more precise, job
definitions as well as investigations of interrelationships within the firm. The Canadian Institute of
Chartered Accountant's Task Force 2000 describes
opportunities and demands for the future CPA as
follows:
"Should accountants pursue the opportunity
to participate in many of the problems that
our society will face, they may want to describe accounting in broader terms as, perhaps, the measurement and communication
of information pertaining to the efficient allocation and effective use of resources. So described, accounting would naturally encompass the problems of management accounting
and information for decision making, accountability of stewardship and the concern with
nonfinancial measurements related to other
than capital resources." 3
The discussion draft of the AICPA's, Report of
the Committee on Scope and Structure, also predicts a broader gauged approach to the profession.
T11e Committee states,
"Unless a conscious decision is reached, the
profession may well fail to move in an orderly manner toward well - defined objectives.
In view of the Committee on Scope and
Structure, these objectives should be a profession that embraces a unifying concept of its
role and a structure that is designed to accommodate a multi- discipline approach to
practice." 4
There is a need for monitoring long -range attitudes toward factors such as age, affluence, nature
of accounting tasks, and the work/leisure continuum. The impact of these factors on firm policies
such as the "standard" work year, leaves of absence,
retirement programs, benefits, career acceleration
and guidance, structure, prestige, financial rewards,
job responsibilities and professionalism should be
rigorously evaluated.
It may be necessary to include representatives in
campus recruiting seminars from offices not currently recruiting, but which have a growth rate that
may create such a need in the next three to six
years. This would allow sufficient lead time to develop an awareness of the importance of establishing
effective relations with recruiting sources at nearby
Continued on page 48
° B. A. Barnabas, Measurable Personality Traits and Their Relation
to Executive Survival. Unpublished manuscript given at the
International Congress of S ocial Psychiatry, London, England, 1964.
B
Task Force 2000, The C anad ian Institute of Chartered Acc ountants 1970 p. 157.
AIG;PA, thscussson Draft, Rep ort of the Committee on Scope and
Structure, AICPA, New York, N,Y., September 1974, p. 26.
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ACCOUNTING
PROBLEMS IN
THE TV BROADCAST
INDUSTRY
Regardless of whether or not a station records trade contracts on
maintained.

the books, internal control over these transactions should be

By C. Richard Baker
The television broadcasting industry, despite continuing rapid change, has done much in recent years
to develop solutions to the many accounting, operating, and management problems still facing it. As
evidence of its intent, an industry trade group, the
Institute of Broadcasting Financial Management
(IBFM) is now actively developing a consistent
accounting system for all broadcasters.

Broadcasting Rights
Programming, other than that furnished by a
network, for television (and radio) broadcast is
generally obtained from two sources: in -house productions (the costs of which are expensed as incurred) and from distributors who grant broadcast
rights. These rights are usually acquired on a contract basis. A license period is set up during which
the broadcaster has exclusive broadcast rights within
his market. The contract specifies the exact length
of time during which each title in the package may
be shown, and the broadcaster has the discretion as
to when the program actually is aired.
Broadcast rights to programs are generally of
three kinds:
1. Feature film packages
2. Syndicated programs
3. Sports events
Feature films are usually distributed to broadcasters in package form. Any number of features
may be included in the package, and distributors
ordinarily include a mixture of higher and lower
rated features. The film package, which varies in
cost according to quality and market area, is sold on
an exclusive basis in a given market.
MANAGEM ENT ACCOUNT ING /MAY 1976

Syndicated programs are normally series programs
produced for television. They have often been carried on a network first. (Network affiliated stations
acquire syndications from distributors in order to
round out their schedules.)
Coverage of sports events provided by local stations is contracted for by two methods. Under one
method, the broadcast rights are purchased by advertisers, who in turn buy the air time to broadcast
the event from the local station. Under the other
method, the local station obtains broadcast rights
for the sports event and the right to sell advertising
time.

Treatment of Broadcasting Rights
Even though an inventory of broadcast rights
may not be realized in cash within the year, broadcasters normally include their entire inventory in
current assets. The liabilities for the purchases of
the inventory, however, may be split between the
current period and the long tern on the basis of
whether or not they are contractually payable within
the year. Exceptions are made if significant amounts
of inventory are expected to be used over long
periods of time. For example, a purchased library
of several hundred feature films may be used on
television over a period of perhaps five to ten years.
In such a case, only the portion expected to be
amortized in one year would be included in current assets.
Some broadcasters record broadcast rights as acquired on the date the contract is signed. A preferable, but not widely used, method would be to
treat the contract as executory from the time of
contract signing to the beginning of the license
period, and then to record the asset and liability
attached to the broadcast rights as of the beginning

C. R. BAKER
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broadcasters
use different

Amortization Methods

provided to an advertiser under a trade or barter
agreement. This is true for a number of reasons:
The time spots offered are usually considered less
desirable, the time may be preempted by the station if a cash - paying advertiser is found, the times
of the spot announcements are usually unspecified
and can be placed when most advantageous to the
station, or unsold inventory of a station cannot be
regained.
In return for commercial air time given under
a trade or barter agreement, stations receive programs, advertising in other media, or goods and
services such as air transportation, restaurant meals,
hotel services, office furniture, and automobiles. Because no cash is involved, it is frequently difficult
to determine a fair method of accounting for such
transactions, and in some cases, no formal accounting is attempted. The "card" rate (the established
selling prices) for the time sold would usually place
too high a value on the transaction because the time
probably would not be bartered at all if it could
be sold for cash.

Because they run into difficulty in estimating and
measuring revenues from program exhibition, broad.
casters use different methods to amortize broadcast
rights. Most methods of amortization fall into two
categories: straight.line and accelerated.
The straight -line method spreads out costs evenly
( e.g., cost per week or cost per run) . The accelerated method charges off higher costs at the outset
of the license period and declining amounts subsequently. This is in recognition of the higher revenues usually received during the early portion of a
contract, or from the first of several showings of the
same film. For example, the straight -line method
would amortize cost over four periods of showings Accounting for Barter
at 25 percent each period, whereas the accelerated
Broadcasters who do record the trade or barter
method might amortize at 40, 30, 20, and 10 per- transaction (Some broadcasters do not record the
cent over the same four periods.
transactions at all), essentially use three methods
Amortization may be applied to either the total for recording revenue derived from bartered time
cost of a package or to the cost of each film. In and expense allocated to the goods or services rethose instances where it is expected that prospec- ceived. They record:
tive advertisers will pay the same amount regardless
of the specific film telecast, it may be appropriate 1. Both the expense and revenue in the same
amount and in the same period (either when
to assign an equal value to each film. This might
the service is used or when the air time is run) ,
occur when a network acquires a film package for
2.
The
expense and revenue in even monthly
telecasting in prime time spots without first inamounts
over the life of the contract, and
forming prospective advertisers of the film titles.
3.
Revenue
as announcements are broadcast, and
Periodic reviews are normally made to see that any
expense as merchandise or services are used.
film having unamortized costs is scheduled to be
shown; otherwise it should be written off.
The preferred accounting treatment is to record
Because of the higher revenues received in early such transactions on the basis of estimating the fair
periods, and the possibility that the film will be value of the goods or services received by the staused less than originally estimated, the use of an tion in exchange for its time. Spots exchanged for
accelerated method based upon the station's past program material should be estimated at a fair value
pattern of revenue and film use provides the most consistent with purchases of other program material
reasonable matching of costs with revenue.
of similar quality and quantity. In addition, the
Whatever the method of amortization, periodic station should record revenue as the air time is
review of the unamortized costs is made to deter- used, and amortize or expense the cost of goods and
mine if the expected revenue from the film will at services in accordance with the accounting policies
least equal its unamortized costs. When it is de- for the nature of the goods and services received.
be less than the
termined that such revenue
Contracts and the Auditor (Conclusion)
remaining costs, provision is made for the loss.
Regardless of whether or not a station records
Trade -outs and Barter Transactions
trade contracts on the books, internal control over
Trade or barter transactions are defined as the these transactions should be maintained. Written
exchange of any merchandise or services, or both, contracts should be obtained. (Under certain cirfor advertising time. It has become a common prac- cumstances, the IRS has taken the position that
tice among broadcasters to make unsold commer- nonrecording of trade -out contracts can result in an
cial time available to advertisers who do not or- understatement of income.) Usage of the goods and
dinarilv use the broadcast media, or who wish to services should be controlled, and periodic reports
test or experiment with its effectiveness. These of the status of all trade contracts should be pretransactions may be made directly with the adver- pared for station management. The auditor should
tiser or with "third party agencies" acting on behalf be aware of significant misstatement of income or
of an advertiser.
possible defalcations arising from improper treatConsiderably reduced value is placed on time ment of goods or services received.
❑
will

methods to
amortize
broadcast
rights."

of the license period. The asset account would be
amortized on a basis that would provide a proper
matching of costs with revenue.
An alternative used in practice, but opposed by
some as poor accounting practice, is to regard the
entire contract as a commitment and to charge installments under the contract terms to the asset
account only when paid.
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DO TAX SHELTERS
REALLY REDUCE TAXES?
Many times an investor has realized too late that what he
believed to be a tremendous tax -saver was a bad financial
investment that proved costly in the long run.

By Jerry B. Jackson
In today's economy the investor should understand
some of the pitfalls as well as the opportunities
inherent in tax shelters, since the mystique of tax
shelters often shrouds the essence of a particular
financial investment. Many times an investor has
realized too late that what lie believed to be a
tremendous tax -saver was a bad financial investment
that proved costly in the long run. Let's take a
look at tax planning and tax shelters from the point
of view of what they cannot accomplish, and consider some of the common misconceptions concerning this subject.

deferred through tax shelters is usually realized in
later years, being added to the regular income in
a pyramiding effect. This is not necessarily true,
however, where an individual receives a large increment of taxable income on a one -shot basis.
They Should Have Opportunity for
Economic Gain

By their very nature, tax sheltered investments
usually involve industries and companies where the
investor is exposing himself to considerable risk.
Many of the recent investment programs use the
vehicle of the limited partner because it usually
limits the risk to the amount invested, and not to
other non - committed assets the investor may hold.
Since there is risk involved, the ultra- conservative
or limited funds investor should fully understand
and be prepared for the possibility of loss.

An investment in a tax sheltered program should
provide the investor with the opportunity to receive
economic gain from the investment itself. If a
taxpayer is interested only in receiving a 100 per.
cent tax deduction, there are innumerable organizations that will joyously receive his money, and
Uncle Sam will rule in advance that this will be
allowed as a tax deductible contribution.
Again, there are some situations that may provide an exception to this point. One example might
be investments in certain entities covering the rehabilitation of low income rental housing known
as Section 236 of the National Housing Act, and
covers rehabilitation expenditures., In this case
a taxpayer may receive enough tax deductions to
more than pay for his original investment, provided
of course he does not have to "recapture" some
of these deductions at a later date

They Defer Rather Than Save

Tax Shelters Affect Some Taxable Income

With very few exceptions, tax shelters defer the
payment of income taxes. They do not magically
save or reduce taxes in any mysterious way, even
though such deferrals of taxes can indeed be significant, especially if the tax can be deferred for a
number of years. Some exceptions to this principle
are such provisions as percentage depletion and the
investment credit, both of which are tax reducers
and not simply deferrals.

Tax deductions received from any source —ineluding tax slielters--lo not put an investor in
a lower bracket for all his income. As an example,
if an individual has a taxable income of $100,000,
and receives a tax deduction of $20,000, this will
eliminate the tax on the last $20,000, but he will
pay exactly the same amount of income tax on the
first $80,000 of taxable income.

Most Tax Shelters Involve Risk
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They Often Necessitate More Tax Shelters
Once a taxpayer starts investing in tax shelters,
he may find himself involved in a process he cannot
afford to stop. This is true because the income
MANAGEMENT ACCOUNTING /MAY 1976

Section 236 o f the National Housing Act refers to certain rehabilitation expenditures on residential housing. The IRS Code Section
167(k) provides for the 60 month straight -line write -off of these
expenditures. Public Law 93 -482 extends the treatment to expenditures up to January 1, 1978 if incurred pursuant to a binding contract entered into before December 31, 1974.
' The reputation and permanency of the promoter of the tax shelter
Project are of utmost importance and are often overlooked by the
investor looking for a tax deduction.
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"Investing in
oil and gas
shelters will
probably become more
popular. . ."

Let us now consider the basic techniques of
tax planning and tax shelters. Probably all investors
are aware of one investment that seemingly comes
close to being ideal: tax -free municipal bonds. As
good as these sound, however, there are three points
to consider before deciding that they provide the
best way to accomplish tax planning:
1. Although tax free, there really is a hidden tax,
because the pre -tax yield of municipal bonds
usually runs considerably lower than taxable
bonds.
2. Even though interest from municipal bonds is
tax free for Federal tax purposes, it may or may
not be subject to state and local income and
intangible taxes.
3. Even though many municipal bonds are low
risk, they provide little or no opportunity for
upside gain.
As a general rule, municipals might well be considered by individuals in the 36 percent and higher
tax brackets. This is probably the safest and simplest
form of tax shelter. In areas other than municipal
bonds, tax planning and tax shelters employ the
following principles:
TAX PLANNING IS DEFERRING INCOME

If the tax on income can be deferred for a year's
time, the taxpayer can earn money on the tax that
would have been paid for one year. If the tax can
be deferred for ten years, the taxpayer should be
able to double his money on the original amount
of tax deferred. The ultimate in deferring income
is to defer it indefinitely, and if this is accomplished,
it is equivalent to reducing tax permanently. An
example of deferring the recognition of income
that can be used with tax planning is the election
to report certain gains on the installment method.
TAX PLANNING INVOLVES ACCELERATING
EXPENSE DEDUCTIONS

This is the most common of tax shelter concepts.
Some examples of this kind of tax planning are
accelerated depreciation, prepaid interest deductions, and the use of various accruals for accrual
basis taxpayers. Needless to say, a speed -up of a
deduction of $10,000 has the same effect on taxable
income as a deferral of the recognition of income
on $10,000. If deductions can be accelerated on a
continued basis, this too is the equivalent of a
permanent deduction in income taxes.
TAX PLANNING TAKES FULL ADVANT AGE OF TAX
PREFERENCE AND INCENTIVE ITEMS

Good tax planning takes full advantage of such
provisions of the income tax law as capital gains,
investment credit, and employee stock options. Although the first two provisions use the principle of
reducing taxes by the proper timing of income and
deductions, preference and incentive tax planning
represent a permanent reduction in income taxes
usually available only at one particular time in the
life of an economic transaction.
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A related method of tax planning is overlooked
by thousands of people each year. It involves only
the process of making sure the right computation
is selected in determining the Federal income tax.
With today's complex provisions, a considerable
difference in income taxes can be obtained. A taxpayer should not rely on the IRS to determine that
he has taken full advantage of such elections as income averaging, alternative tax on capital gains, and
the maximum tax on earned income.

Some Specific Shelters
Now let's look at some specific examples of tax
shelters and discuss briefly oil and gas, real estate
and fanning.
OIL AND GAS

Investing in oil and gas shelters will probably become more popular because of the present energy
crisis. It is also possible that additional tax benefits
will be allowed by Congress in order to encourage
the increase of funds for the production of these
natural resources.
Currently, the tax law allows a taxpayer to make
a one -time election for the deduction of intangible
drilling costs. This covers expenditures for the exploration and development of oil or gas wells, and
includes wages, repairs, supplies, and other expenses
incidental to and necessary for the drilling and preparation of wells. If the taxpayer makes such an election, these items are deductible in full, whether the
well turns out to be a dry hole or a regular producing well.
A tax shelter available to a producing well is the
percentage depletion allowance. In the case of oil
and gas, a deduction of up to 22 percent of gross
income is allowed, subject to an overriding limitation of 50 percent of the net income from these
wells. This allowance can be used to shelter up to
65 percent of adjusted gross income. Although recent changes in the tax law reduce the depletion
allowance for some taxpayers, the so- called "small
producer" exemptions should allow most taxpayers
the continuing benefit of percentage depletion.
Oil and gas investors can also benefit by taking
advantage of investment credit on certain intangible
property where producing wells are brought into
existence. In addition, an investor in oil and gas
wells may get favorable treatment in the sale of an
interest in a well by treating such sales as capital
gains. These capital gains will normally have to be
reduced by the amount of depreciation taken in
previous taxable periods.
Oil and gas investments have been popular for
vears, but the investor should not lose track of the
principle that even for the taxpayer in the 70 percent bracket, an investment in an oil and gas venture that turns out to be worthless will still cost
such a taxpayer 30 percent of his own money.
REAL ESTATE

In recent years, the most common tax shelter has
been the investment in depreciable real estate. The
limited partnership is usually used as the vehicle,
MANAGEMENT ACCOUNTING /M AY 1976

will

and the partnership will probably invest in "residential rental property," because the tax law allows
the maximum amount of accelerated depreciation
for this kind of property.
The heart of the real estate tax shelter principle
that may provide large tax deductions in early years
is the use of leverage. Leverage means taking depreciation on the taxpayer's investment, as well as on
the money borrowed — usually in the form of a
first mortgage on the property. Leveraging often
allows an investor to claim deductible losses in multiples of his original investment. For example, a
limited partner may invest $50,000 in a real estate
venture and receive taxable losses of $100,000 to
$200,000 over the first three or four years.
In addition to the depreciation deduction, the
taxpayer might well receive deductions in the early
years of the project covering such items as prepaid
interest, commitment and loan fees, and related
expenses. If the taxpayer is involved in the actual
construction of real estate improvements, certain
other expenses such as insurance premiums, construction fees, and overhead expenses may be al.
lowed.
When an investor in real estate disposes of his
probably be faced with
interest in real estate, he
the depreciation recapture rules converting some —
or even most —of his capital gain to ordinary income. Although this particular provision of the tax
law is generally understood by most experienced
and sophisticated investors, the concept of "negative basis" is a principle that many investors do not
understand until they are faced with a gigantic tax
bill. To illustrate this principle, let's take the example referred to above and assume that a taxpayer
invests $50,000, and over the next four years reports
taxable losses of $200,000 from this investment. If,
at the end of this time, he sells his interest for $1,
he will pay income tax — probably at ordinary rates
—on $150,000, since this is his "negative basis,"
and represents the losses he has deducted in excess
of his original investment of $50,000. All too often
s A cattle breed ing op eratio n c an emp loy many of the co ncepts of
tax shelters. Fo r the mis t p art expenditures of operatio ns can be
current) ded ucted, and if b ree1nq c attle are held fo r the extend ed
24 mo nths, the taxp ayer can rec eive capital gains up on the sale of
such c attle.
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the taxpayer, faced with such a tax liability, has no
cash with which to pay the tax.

"The heart of
the real estate

FARMING SHELTERS

tax shelter ...
is the use of
leverage."

More and more taxpayers are investing in the
farming industry. The specific tax rules are complex, and are basically aimed at protecting the
"pure" farmer and attempting to penalize the
"hobby farmer ": the individual or company looking
primarily for tax shelter.
In general, activities in this industry employ both
the concept of deferring income and the realization
of capital gains. Cattle feeding, an increasingly popular investment, employs the concept of tax deferral
by deducting expenses before income is realized
when the fattened cattle are sold .3
In the farming industry there are a number of
areas where the investment credit can be applied.
Naturallv, this is available on personal property
such as farm equipment and machinery, but it may
also apply to fences, trees and vines, and even livestock.
Shelter opportunities involving groves, orchards,
and vineyards can provide a highly leveraged investment with current deductions flowing through
to the taxpayer. For the most part, the tax law allows current deductions for farmers covering many
items of expenditure that might properly be capitalized in normal accounting theory.
Conclusion
Investments in tax shelters can provide opportunities to reduce income taxes in a number of ways.
Each situation is a little different and should be explored, keeping in mind the objectives of the individual investor. In the long run, the economic
soundness of the investment is usually more important than the amount of the immediate tax deduction.
Congress has been considering legislation limiting the availability of certain losses for tax shelter
purposes and restricting losses to the amount of
actual investment. Such legislation would diminish
the advantages of leveraging. The investor therefore should keep a constant vigil for any changes
in both the income tax law and IRS regulations.
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INCREMENTAL
BUDGETING: A
DECISION MODEL
Once such a model is constructed, it can be used to simulate the
consequences of every proposed incremental change.

ju
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Incremental budgeting is concerned with the estimated changes of operations of a firm in a budget
period. These estimated changes may be positive
or negative. If they are positive, they indicate a
period of stability and growth. If they are negative,
a downturn in business is anticipated for the budget
period. Incremental budgeting may, therefore, be
defined as the quantitative expression of those estimated changes in operations of a firm for a budget
period. If quantified in terms of revenues and costs,
the incremental changes of a firm become incremental revenues and incremental costs. Thus, incremental budgeting can be a tool for applying the
traditional incremental concept to budgeting with
the ultimate purpose of bringing a firm's estimated
changes for a budget period into focus.
Advantages of Incremental Budgeting
Incremental analysis has long been recognized as a
good analytical approach in management accounting. It is generally used to analyze the consequences
of decision alternatives. (Yet, very surprisingly, this
analytical tool has never been applied to annual
planning.) Since it is generally recognized that man
does not have unlimited analytical ability, incremental budgeting can accommodate the decision maker's planning better than conventional budgeting by making the decision -maker think ahead in
terms of incremental changes rather than total
changes. Instead of making a synoptic analysis,
incremental budgeting requires only the analysis
of incremental changes.' It causes the decision maker to use a step -by -step process to reduce his
ignorance of the operation.,
Another advantage is that incremental budgeting
does not sacrifice the benefits of conventional budgeting. The incremental budget can be combined
with the base budget (the actual results of the
preceding year) to form a conventional budget.
However, the separation of incremental budgets
from base budgets does draw the decision- maker's
attention to proposed incremental changes (goals).
For control purposes, one set of performance reports

can be prepared to show the results of the routine
operation which is reflected in the base budgets and
another set of performance reports can be prepared
to picture the results of incremental activities.
An Incremental Activity Model
Using the incremental concept, a firm may thus
structure its information system around the goal of
incremental profit. An incremental activity model of
a firm based on the goal of maximizing incremental
profits is shown in Exhibit 1, which pictures the
incremental budgeting process. It begins with the
estimated incremental changes of activities ( from
the previous year's activities) and ends with the
measurement of incremental profits. Budget inputs
are derived from the estimated incremental changes
and incremental outputs are the results of transforming incremental inputs into incremental profits.
The application of the incremental analysis to
budgeting may be illustrated in the following steps:
1. For year one, annual budgets are prepared in
the conventional manner.
2. For vear two, each functional operation center
uses the actual results of year one as a basis for
estimating incremental changes of its operation.
3. The incremental changes are translated into
quantitative terms in the form of incremental
budgets. (Combining the base budget —the
actual result of the preceding year —with the
incremental budget forms the conventional
budget.)
4. The results of the actual incremental activities
and of the base activities are compared with the
incremental budget and the base budget to highlight variances. From these data, two separate
performance reports are prepared: the incremena Synoptic analysis may be defined as making "comp rehensive"
surveys of all possible alternatives and making "compprehensive"
analysis of the consequences of all poss ible alternatives. It "c alla for
superhuman comprehensiveness." Refer to David Braybrook and
Charles E. Lindblom, A Strategy of Decision, The Free Press of
Glencoe,
Collier - Macmillan Limited, Lond on, 1963, pp. 37-47.
1
Tile c oncep t o f information may be explained by relating it to the
dec rease in ignorance that is exp erienced rather than to the amount
of knowledge ob tained. See Frederic k A. Edeblad, The Statistical
Method in Business, John Wiley and Sons, Inc ., New York, 1963,
p. 37.
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tal performance report and the base performance
report.
5. For each of the subsequent years, steps 2, 3, and
4 are repeated, using the actual result of the
preceding year as the base budget.

"The model
Exhib it

1

Es t im a t e d in c r e m e n t a l

An Incremental Decision Model

c h a n g e s o f a c t iv i t i e s

For ]managerial planning and for managerial
decision- making, an incremental decision model can
be established, based on the incremental budgeting
concept. As illustrated in Exhibit 2, the model
utilizes the capacity of an accounting system that
can accommodate incremental budgeting. The system provides for the following fundamental incremental measurements: revenues, expenses, profits,
investment, and cash flows. These measurements
are used for determining the "accounting rate of
return" and the "time- adjusted rate of return" (the
internal rate of retum).3
The model as described in Exhibit 2 can also be
described with generalized equations. For example,
incremental profits may be expressed by a linear
equation as follows:
n,

extended into
the probabilistic type . . . "

Pr o duc tio n
In v en t o r y
S a les mar k e tin g
Ad minis t r a t io n
F i n a n c in g
T a xe s

R e ve n ue s

n <,

P = i Z` R„ — 1 E E „
t —I 1 -1
t- 1 j - 1

P r o d uc tio n c o s t s
Ex p e ns es

where P is the incremental profit, R, is the incremental revenue for the j1h item, Ei is the incremental expense for the j1h item and t stands for the time
periods. The accounting rate of return (ra ) may
then be expressed as:
r. =

... can also be

AC T I V IT Y MO DE L

T a xe s

P/t
I

In c r e me n t al p r o f it

where I stands for the incremental investment. The
time - adjusted rate of return (r) is determined, based
on the following equation:
I — i ' (1

Ct
+ r)t

+

S

Exhib it

2

A R AT E

(I + r).

where C, is the incremental cash flow for period t
and S is the scrap value at period n.
The linear decision model described is only one
way of expressing the model presented in Exhibit
2. The model, if necessary, can also be expanded
into the probabilistic type or the stochastic type.
For example, the incremental revenue may be
expressed as a probabilistic function, based on objective empirical data or on subjective judgmental
data.* When the incremental profit function is
probabilistic, the rate of return functions (Equations 2 and 3) will also be probabilistic. If, for
example, cash flows (C) and time periods (t) are
probabilistic, Equation 3 may be expanded into:
In the decision - making process, the consequences of the alternative
to the status q uo are q uantified in terms o f the ac co unting rate of
return o r the time - ad jus ted rate of return. The time - ad justed rate
of return is d efined as
, the maximum rate o f interes t that
could
beithout
* the
fo rloss
the con
apital
o f an
ment W
the employed
projec t. " over
if thethe
ratelife
expec
tedinvestfro m
th alternative is greater than the rate expec ted from maintaining
the status quo, that alternative should he accepted; if less,
rejected. Refer to Research Report 35, Return on Capital at a
Guide to Managerial Decisions, NAA December 1959, p. 57.
s F red erick H. Wu, "Expanding the PT 4t Co ntrib ution Ap pro ach,"
Management Accounting, June 1975.
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Non - revenue
an d
non - expense
c as h flo ws

Inc r emen tal
revenues
Inc rem ental
c as h flo ws

Inc r emen tal
p ro fits
Inc r emen tal
exp e ns es

T imead ju s ted
rate of
ret urn

Ac c o u nting
rate o f
re tu rn
Inc rem ental
inve s tm ent
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"The basic
variables ...
are
incremental
.

revenues

.

. "

I = M E P(C,)P(tk)
K -IJ -1

C)
(I �+r )� k

+

S

+r)'
where P(C j) is the probability of cash flows and
where
P(t k) is the probability of time periods of cash
flows.
Conclusion
A decision model such as the one described

above may be constructed to aid decision - makers
in the areas of managerial planning and decision making. The basic variables of the model are incremental revenues, incremental costs or expenses,
incremental cash flows and incremental investment;
the model serves the objective of maximizing the
rate of return on investment. Once such a model
is constructed, it can be used to simulate the consequences of every proposed incremental change. ❑

A STRATEGY FOR PERSONNEL GROWTH
Continued from page 40
institutions. Creating rapport and mutual understanding with professors should be advantageous
when a practice office begins formally to recruit on
campus. In addition, the establishment of favorable
university relationships in selected geographical regions (those compatible with projected firm expansion plans) is certainly desirable.
A comprehensive long -range plan on recruiting
would be incomplete without consideration of possible changes in the economic situation in general,
and the business of the firm in particular. Obviously,
if the firm's practice is affected adversely by eco.
nomic conditions, there must be provisions for
immediately scaling down the recruiting effort in
order to control staff levels and commensurate costs.
The firm cannot, however, expect to terminate its
recruiting program abruptly without causing some
negative reaction. In any case, the firm should always attempt to upgrade professional talent, even
if it is necessary to do so at a much slower rate in
adverse times because the positive aspects of continuity in campus recruiting are very strong and
should be preserved in some degree. Although it is
true that other professional firms would face the
same dilemma during adverse times, the organization will have an advantage if at least a limited
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plan of continuity and contact could be developed
for such a contingency.
Early results have been favorable for the phases
of the program dealing with recruiting, referral,
selection, placement, and utilization. Validation of
the total process, and the logic on which it rests,
however, extends beyond the scope of this study.
The strategy is tentative and experimental in the
sense that the overall effectiveness of the program
cannot be assessed accurately until a longitudinal
study is completed over a span of several years. Attrition rates, productivity ratios, engagement time
budget variances, and other "hard" data must be
evaluated before such an approach can be termed
successful. In addition, it will be necessary to measure employee attitudes on morale and job satisfaction, long -range firm objectives, and personnel
policies as well as supervisor ratings.

Conclusion
Human resources serve as the lifeblood of a professional firm. Unlike physical assets, human resources become more valuable to the firm and to
themselves with increased use. Organization growth
without high personal development and utilization
is sometimes possible, but it is potentially damaging to the health of the firm and the long -range
return on investment.
❑
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INVENTORY
WRITEDOWNS TO NRV:
A GENERAL MODEL
Writedowns to net realizable value must of necessity begin
with finished goods and be worked back to determine
the effects upon work in progress and raw materials.

To put it in more specific terms. After considering the nature and extent of the inventories on
The economic situation which has evolved over the hand and the evidence of the indicators which
past several years has caused substantial inventory point to an im paired utility; m easurement requires
buildups in many businesses. Faced with the pos- a knowledge of what products managem ent plans
sibility of drastically reduced demands, heavy com- to make and sell, using which raw m aterials and
petitive pressures on selling prices, declines in at what selling prices. The answers to these quesmaterial prices and the consequential prospects tions, as they relate to specific finished products,
of realized losses for their large, high -cost, stocks will provide the initial inputs needed to compute
of inventory on hand, these businesses will need inventory write -downs to net realizable value for
to concern themselves with valuing their inflated all three classes of inventory.
It is the purpose of this article, therefore, to:
inventories in accordance with "lower of cost or
(1) develop a m athematical m odel for determining
market" principles.'
The lower of cost or market requirement em- th e writedown applicable to each class of invenphasizes current replacement cost by purchase or tory, i.e., raw materials, work in process, and
by reproduction as the primary criteria for measur- finished goods, where a loss in utility or realizable
ing a loss of utility. However, Horace G. Barden, in value is in evidence and (2) dem onstrate a sysAccounting Research Study No. 13, "The Ac- tem atic approach for collecting the required data
counting Basis of Inventories," recommends that and generating required results.

By William B. Pius

net realizable value (where selling price less costs
of competition and disposal indicates a lower value)
be the primary criteria for recognizing a loss in the
utility value of inventories, which would then be
valued by applying "the principle of lower of cost
or net realizable value."
In discussing loss of utility, Mr. Barden makes
important distinctions between its causes, its indicators or detectors, and its actual measurement.
Causes for loss of utility are noted as physical
deterioration, obsolescence, unbalanced inventory
position as between materials and end product
components and excess stocks in relation to consumer demands . Indicators of the loss may be
found in the reductions in raw material purchase
prices or other input costs, or in selling prices
of finished products. And the measurement of the
loss of utility depends upon the profit — making
potential of the inventory, determined by the
planned course of action relative to the use and
disposal of pro ducts affected.
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A Mathematical Model
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Generally, in terms of approach, it is more
straightforward to apply writedowns on the basis of
current replacement cost to raw materials on hand
and to proceed to determine the effects upon work
in process and finished goods inventories. However, writedowns to net realizable value (NRV)
must of necessity begin with finished goods and be
worked back to determine the effects upon work
in process and raw materials. The mathematical
model to be developed seeks to accomplish this objective for each class of inventory.
FINISHED GOODS

Once the net realizable values for finished products fall below costs, based upon current and/or
' The general principp le regarding a valuation writedo wn o f inventories appears to ARS No. 43 C
ter 4: " Where there u evid enc e
that the utility of goods in their isposal in the ordinary course of
business, will be les s than cost , whether due to p hysical dete r i oration, obsolescence, changes in price levels or other cattses the differe nce should be recognized as a loss of the curtest periot ."
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".

. . defi-

ciences in
realizable
values for raw
materials arise
from writedowns of the
finished prod ucts.

management's planned selling prices, the measurement of writedowns is fairly straightforward. For
each unit of a specific finished product in inventory, the writedown would be expressed by the following equations:
Wf

Wf =

Uf

Ww = Uf — SP+ D
2

— SP + D

where
W f = Finished goods writedown
Uf = Unit cost of finished product
NRV = Net realizable value
SP = Selling price
D = Costs of disposal (such as distribution costs)
Having identified and measured specific product
writedowns by equation (3) , the total finished
goods (FG) inventory writedown can be symbolized
using subscripts to indicate specific products as
follows:
W F = 2;

Qnf W nf

where
W f,, = The sum of the writedowns for all finished
goods
Q n f = The quantity of finished product n
W„ f = The individual writedown of finished product n
WORK IN PROCESS

The nature of work in process (WIP) inventory
will determine the data required to measure writedowns caused by declines in value for finished products. For example, raw materials may be batched
together at the beginning of processing, then labor
and overhead would be added as the product passes
through successive departments and yields would be
measured at several key process stages. For each
WIP item, the cost per process unit (e.g., Process
A lbs.) can be converted to the cost per finished
unit (e.g. finished lbs.) by applying the standard
yield between Process A and completion, This conversion allows a ready comparison to NRV which
is also in terms of finished product units and can
be expressed by the following equations:
W. = U,/Y. — NRV
NRV= SP — K — D
Ww = Uw /Y. — SP + K + D
where
W w = Work in process writedown
Uw = Unit cost of work in process item
Yg = Standard yield between process A and completion
K = Costs of completion
50

K = U f — U,,/Y,
Then substituting (8) into (7):

= U f — NRV

NRV = SP — D

Since completion costs for each item of WIP
can also be reflected on a finished unit basis as:

In this particular case, the simplification to equation (9) demonstrates that a unit of WIP converted to its respective finished product unit has the
same unit writedown as the finished product. See
equation (3).
With the quantity of each WIP item converted
to finished product units, the total writedown of
WIP inventory at any process stage is then shown
by the following equation:
WW = E

Q n w Yn w Wn f

10

I

where
W w = The sum of the writedowns for all work in
process items
Q, ,w = The quantity of work in process item n
Ynw = Standard yield in terms of finished product
n from work in process point w to completion.
RAW MATERIALS

Like work in process items, deficiencies in realizable values for raw materials also arise from writedowns of the finished products into which they will
be converted. The measurement of writedowns
against raw material inventory items begins by assigning or apportioning to their respective raw material components the writedowns per unit that was
determined for the finished products. One readily
available means of assignment would be to use percentage composition in terms of component weights
or values in the finished product.
A second method, as shown in Exhibit 1, would
assume that the finished product writedowns are
to be apportioned relative to the declines in current
replacement (market) prices for their component
raw materials. The writedown for each finished
product would be apportioned to each raw material
by weighing the percentage composition with the
market value decline. The result, for the product
shown in Exhibit 1, is an apportionment of 50
percent each to raw materials 1 and 2 rather than
an assignment of 50 percent, 25 percent, 25 percent
to raw materials 1, 2, and 3 based upon percentage
composition.
Which method (assignment based upon percentage composition or apportionment relative to
decline in current replacement) is more appropriate
depends upon the business conditions in each case.
It is entirely possible that management's decision
to reduce selling prices is not related to lower raw
material prices. Other reasons could include a need
to stimulate depressed demands, a need to fill excess
capacities, a need to meet competitive prices so as
MANAGEMENT ACCOUNTING /MAY 1976

to retain market shares or a need to work off costly
inventories. Under any set of these latter circumstances, percentage composition would be an appropriate means of assigning declines in the net
realizable values of finished products to their raw
material components.
For each finished product, the writedown assignments are represented by:
Wit =

W 1 1

+

W 1 2 +

W1r

11

it

XnrWnfPnf
Wnr= a WRn Pat =
r

have several
different writedown assign-

16
n F+ XnrPnf/Ynr
I

and the inventory writedown (or reserve for writedown) can be calculated as follows:

RES, = Qr
I XnrWafPnf
Cr 1

In general, writedown assignments to the raw material components are to be pleasured by applying the
percentage composition of each component so that:
12

where
W n, = Writedown apportioned or assigned to raw
material r which is consumed in finished
product n
Xnr = The proportion or ratio (based upon weight
value, etc.) of raw material r to finished
product n
Then equation (11) becomes:
Wit = X11W1f+ X12W1f+ X1rW1f

"A single raw
material may

ments . . . "

RES, =Wnr RMr %
Cr
Which reduces to

where
W, = Finished product 1 writedown
W 11 = Raw material 1 in product 1 writedown
W 14 = Raw material 2 in product 1 writedown
W IC = Raw material r in product 1 writedown

Wnr = XnrWnf

Substituting equation 15 in equation 14 we get:

13

where
X11 = The proportion or ratio of raw material 1 in
finished product 1
X12 = The proportion or ratio of raw material 2
in finished product 1
Xlr = The proportion or ratio of raw material r
in finished product 1

17

where
RES, = Reserve for writedown of raw material r
C r = Annual consumption of raw material r
Qr = Inventory quantity on hand of raw material r
Equation (17) not only represents a much
simpler model than the individual terms from which
it was derived but also makes intuitive sense. The
writedown required for a raw material is computed
by summing the products of (the writedowns assigned to a raw material in each unit of finished
product written down) times (the annual production of the finished product) and multiplying the
result by the ratio of (the raw material inventory on
hand) over (the total annual consumption of the
raw material for all products),
The total writedown for all raw materials effected can be shown as:
WA = 2: (9,

E XnrWnfPnf)

18

S UM MA R Y

RMr = E XnrPnr
Ynr
1

Is

where
Pnf = Annual production of finished product n in
terms of weight, volume, etc.
Ynr = Yield in terms of finished product n unit
output dividend by total raw material unit
input, where raw material r is a component.
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2
3
Raw material
component
1

2
3

Percentage
compos ition

Cost

.50
.25
_.25
1.00
Percentage
compos ition

.50
.25
.25
1.00

X

X
X

Value p er raw mat. unit
Market
Decline

$2.00
1.00
1.50

$1.80
.60
1.50

Raw Mat.
Decline

Weighted
Average

.20
.40
0

$

Raw material
component
1

and

$

RMr

APPORTIONMENT BY WEIGHTED AVERAGE
OF RAW MATERIAL COST DECLINE

-

Wnr =

14

=

I

Exhibit 1

=

Zn Wnr Put

For all finished products whose net realizable
values have fallen below their respective inventory
costs (i.e. U t > SP — D), writedowns per unit of
finished product are calculated by using equation
3. Starting with the writedowns so determined for

$

It is also possible that a single raw material may
have several different writedown assignments because it is used in several different finished products.
The average value of the individual writedowns
would be given by the sum of the individual writedowns dividend by RM r (the total raw material r
consumed in finished products written down on an
annual basis) :

.20
.40
0
Apportionme nt

.10
.10

50%
50%

0
.20

0
10 0%
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"This model is
particularly
well- suited as
a time - sharing
application."

finished products 1 through n, represented by
W, through W n , the effects of these finished
product declines in NRV upon the valuation of
each class of inventory on hand are given by equations (4), (10), and (18).

This model is particularly well - suited as a
time - sharing application. Where there are a large
number of finished products and relatively complex
component structures, the model may be programmed to provide flexibility in making additions
and changes to input data files and output reports.
The input data files would be laid out much like
the worksheet, having two different record structures, one for the finished products and one for the
raw material data as shown at the bottom of
Exhibit 2. Field space may be left in each record to
hold the calculations. Raw material and finished
product codes would be required to key the records
and particularly to identify raw material input
data. After the program has run through each
finished product and raw material record to perform the calculations, a second phase of the program will be needed to accumulate the calculated
data and make the final computations.

Data Collection and Computations
. To most effectively perform the computations
designated in equations (4), (10), and (18), it
will be important to plan a systematic approach
for collecting the data and making the necessary
computations.
When there are a limited number of finished
products subject to writedown and relatively few
raw material components, a worksheet approach is
recommended. See Exhibit 2. Data is first collected
by finished product (Wn f, Q „ f , Pa f) . Then for
any of these products in process obtain Q„ and
Y, , (this model assumes one departmental yield
on an average yield covering the WIP inventory
at all process stages). For the raw material components of each finished product, determine Xn,.
Finally, for each raw material affected by the
writedown of finished products obtain Q r and C r.
Calculations are made in the right -side columns,
which are totalled and combined with the raw
material data calculations at the bottom of the
worksheet to perform the final computations required by equations (4), (10), and (18).
W

Conclusion
The inventory writedown model described in
this article cannot possibly apply to every situation
in every detail, but it should be possible to make
appropriate changes to the factors and formulations
in this model to fit your specific needs. The key
requirements are a plan and format for systematically collecting the data required for generating the
required results.
13

Exhibit 2
INVENTORY WRITEDOWN WORKSHEET
Data collection

Finished
product
Finished
product Wnf Qnf
No.

Work
in
process
Pnf Qnw Ynw

Computations

Finished
products

Raw materials

xn1 xn2 xn3 ..

xnr

Work
in
process

Qnf Wnf

Qnw YnwWnf

WF

Ww

Raw materials

xnl Wnf pnf xn2Wnf pnf

xn3Wnf pnf

"'

xnrWnf pnf

1
2
3

n
Wnf

=

=

62

Cr

C1

C2

C3

Cr

Raw material writedown

(4)—

Qnf Wnf

E

Qnw Ynw Wnf
1
Or n

Z (C
Cr

x

nr

Wnf Pnf)

(10)
—

=

WR
=

2

=

a 1ll

'

Or
r

Or
Q

E

Wnr

1
n

WW
=

Work in process writedown
Q3
3

n

WF

Wn3

(18)
—

Finished product writedown

Wn2

i

Totals
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DEVELOPING
A COMPUTERIZED
GENERAL LEDGER SYSTEM
With this design of a computerized general ledger system,
standardization and availability of accounting information can be
obtained. This will provide for easier analysis on a system -wide
basis and eliminate the manual preparation of many schedules,
reports, and ledgers.

By Daniel P. Lubas
The primary objective in developing a computerized
general ledger system is to satisfy the wants and
needs of the user. To meet this objective, a system
was developed that would increase the accuracy
and control of the company's accounting data. It
reduced the manual (clerical) requirements of
producing, controlling, and maintaining ledgers
for those users who were on a completely manual
system. Finally, the system established a base for
an accounting information system that could provide results and information to satisfy other internal
and external systems.
Input Requirements
The first step in meeting these objectives was to
identify the data elements required to support
the general ledger system. In order to obtain this
identification the users were asked to prepare a
list of all the elements they would like to see as
output from this system. We found that a number
of the items were actually outputs to subsystems
(i.e., accounts payable, accounts receivable and
payroll) and therefore did not need to be included
in this system. We also found that other items listed
were available from other systems and would not be
included in order to reduce duplication. After
continued contact with the users, a list of general
ledger system data elements was compiled.
Output Reports
The second step was to define the output reMANAGEMENT ACCOUNTING /MAY 1976

ports required by the system. After numerous proposals and counterproposals, we determined that
the system should contain a total of six output
report formats. Four of these report formats would
be produced on a monthly basis. The remaining
two reports would be provided after each system
load and edit to monitor the system and maintain
the necessary system controls. A brief description
of each report and its content follows.
GENERAL LEDGER

The general ledger would be produced primarily
on a monthly basis but could be produced during
the month or in a subsequent month if the conditions warranted. In keeping with traditional general
ledger layouts, each unique general ledger account
and its detail would start on a new page. If the
general ledger account was supported by a sub ledger, only totals would appear in the general
ledger with all details appearing in the subledger.
The last page of the general ledger would contain
total debits and credits for the month -to -date, and
trial balance figures that could be reconciled against
the month -to -date and trial balance figures as they
appear in the most current summary control run
printed prior to the running of the general ledger.
A pile -up general ledger would be produced at year
end to replace the individual monthly general
ledger. See Exhibit 1.

D. P. LUBAS
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SUBLEDGERS

The subledgers would be produced primarily
on a monthly basis but could be produced during
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th e m o n th o r in a su bseq uent m onth if the conditions warranted. As in the case of the general
ledger, each unique subledger account and its
detail would start on a n ew page. In addition, it
would contain a functional departmental breakdown by mon th and year listed for each departm ent
that incurs a charge relative to the appropriate
subledger acco unt. These totals would also be
divided by ch arge classification code that provides
a gro up ing of ch arges b y ty p e for inform ation and
reporting purposes (i.e., payroll, depreciation,
taxes).
SUBLEDGER SUMMARY

The subledger summary would be produced at the
end of each subledger. It would contain the total
Exhibit 1
GENERAL LEDGER

debits and credits for the account range contained in
the subledger. These figures would reconcile with
the appropriate general ledger account. The subledger summary would also contain a functional departmental summary that would list, by department,
charge classification code totals by month and year.
OPERATION AND MAINTENANCE WORK
ORDER SUMMARY

An operation and m aintenance work order identifies individual construction projects, type of project, or class of expense. Th e operation and
maintenance work order summary would be produced on a m onthly basis after com pletion of the
printing of the subledgers. Th e summary would
contain detail totals by account for each operation
and maintenance work order. It would also contain a charge classification code summary that
lists monthly, year -to -date, and to -date totals by
charge classification code.
SUMMARY CONTROL RUN
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The sum m ary control run would be produced at
the end of each entry and edit run. Th e report
consists of a list of month -to -date net totals for
all the accounts containing subledgers and other
accounts selected by the user. It would also list
month -to -date net totals for selected charge classification codes. Total debits and credits for month to -date and trial balance figures would be reflected,
along with the total accounts payable and accounts receivable contras produced.
JOURNAL REGISTER AND ERROR LIST

The journal register and error list would be
produced after each submission of transactions to
the system and would identify correction entries
by a description of the error after the line in
error. Th e journal register and error list would

provide both physical batch and hash control totals.
The physical batch totals would be provided when
the batch is accepted as correct and loaded on to
the accepted records file.

Collect and Processing Data

A . f

. 7

A R.

J.E.

CON

CL.

OTH ER

Source data
Subsystem level
This schematic reflects the general ledger system oeveloped. The system captures data from
numerous manual and mechanized systems and feeds a summary data that produces reports for
top management.
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The third step in the developm ent was in determining how to collect and process the information
needed in the system . The first area considered is
the collection of data. The source data are collected
from each user in the form of transactions representing actual data. Th e information submitted
falls into three categories: manual input transactions, computerized interface input, and system
control input.
Manual input transactions would consist of all
general journal entries. The accounts payable and
accounts receivable entries would be manual for
the users who do not have mechanized systems
and those whose mechanized systems could not be
interfaced. Data from som e mechanized systems in
which the interface is planned for the future would
also be subm itted manually.
Com puterized interface transactions would conMANAGEMENT ACCOUNTING /MAY 1976

sist of data that would be passed automatically
from the existing mechanized subsystem to the
general ledger system for processing.
Svstem control input would be accomplished by
both the user and the mechanized system. Each
user would be responsible for correct submission of
transactions with a central coordinator combining
all efforts for final consolidation. In addition, each
user would maintain a control log of transaction
batch produced for each batch to be verified with
the journal register and error list. Each user
would be directly responsible also for submission of
correction entries into the system. Batch control
for mechanized submissions would be accomplished
automatically; therefore a control log would not
be required for those types of entries.
After defining how the data would be gathered,
the processing flow is developed. Source documents
(i.e., journal entries, accounts payable and accounts
receivable vouchers) would be grouped by batch.
Each batch would contain documents of one source
type and would be control numbered. Batches
would be forwarded to data processing for keypunching and verification, after which they would
be submitted to the edit run. Any number of
batches could be submitted into one edit run and
all types of batches could be submitted simultaneously. In addition to the three sources described above, mechanized entries from other
subsystems would be extracted. These entries would
maintain their original mechanized identity to
simplify error correction procedures.
Batches entered into the edit program would pass
in sequential fashion through validity and compatibility checks. Records found to be in error
would be flagged with a descriptive error message
and all the records of the batch would be written
on the error file. Error records would be assigned
an identification key so that only the record in
error need be corrected. If an error exists on a batch
record, that batch number would be uniquely
referenced for later correction. Records and batches
that are clean would be processed through a control
program which would accumulate data and print
specific account and charge classification totals on
the summary control run.
Errors would be corrected via a separate error
correction program. To correct the errors, the
identification key would be used to match tip with
and overlay the error record on the error file.
The facility to add and delete records on the error
file would also be available. The entire error file
would then reprocess through the edit program as
though the errors were normal batch entries. An
important item to note is that whenever an error
is detected, a correction entry is required via the
general ledger system, regardless of whether or not
a correction entry was made to a mechanized sub system.
The edit run could be invoked as often as each
user desired. On the last edit run of a particular
period, however, the error tape would have to be
cleared of all error transactions. No general ledger/
MANAGEMENT ACCOUNTING /MAY 1976

subledger programs would be initiated if any error
records remained. The primary reason for this
is to hold the entire batch in suspense whenever
an error occurs for any record on the batch.
Ignoring that batch for the general ledger print
would seriously affect financial statistics.
Controls

"The edit run
could be invoked as often
as each user
desired."

During development of the processing area the
users requested numerous controls. After detailed
research a comprehensive network of controls that
could be divided into three basic areas was developed. They are manual, automatic computerized,
and manually initiated computerized controls.
MANUAL CONTROLS

In order to ensure accurate submission of data
and proper and complete acceptance of the data
into the system, the following manual controls
would be instituted:
SO U R CE D O C U M E N T. All manual input, including corrections to the system, would be in one
standard format on a standard form. This provides
case in submission of information, a standard base
for audit, and eliminates errors that arise from
multiple types of forms and transactions.
SI N G LE

H ASH TO TA L S P E R B A TC H . The hash total would be
derived by disregarding the sign for the amounts
and accumulating the amounts. The hash total
would ensure that all entries in the batch are
entered to the system.
NIO N TH - TO - D ATE
C O N TR O L S .
Each user location
would maintain month -to -date totals that the
location feels are essential to determine the accuracy of the summary control report produced by
the system.
R E VI E W

OF

OU TP U T

RE P O R TS

B O TH

D AILY

AN D

With proper review of key reports produced by the system, the location could discover
and eliminate errors that could be considered
valid by the system. An example of this is the
charging of an expense to the wrong valid account.
MO NTH LY.

AUTOMATIC COMPUTERIZED CONTROLS

These controls are initiated and maintained by
the system during edit - update and in numerous
control jobs throughout the general ledger system.
The major elements
of all input transactions would be validated by
the accounting validation file. Selected proper
compatibility checks would also be made where
possible.
AC C O U N TI N G VA L I D A TI O N F I L E .

D E TA I L E L E M E N T V A L I D A TI O N . Elements including
but not limited to the following would be checked
for accuracy: voucher number, accounting month,
improper blanks, alpha or numeric characters.

AM O U N T VE R I F I C AT I O N .

Amounts would be verified
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made that each user would be responsible for the
timely submission of transactions relating to his
common
own company. In order to monitor, control and
coordinate
system processing properly, each user is
ac c ou n ti n g
CONTROL FILE. A control file would be maintained
required to appoint an individual to act as his site
system is that would include current month values by ac- controller. The site controller would accumulate
count code, work order qualifier, and charge class- and verify transactions, develop batch totals and
ification code. This file would be used to produce enter them on the batch source document, submit
a summary control run in order that manual checks transactions in batch form for keypunching and
of data could be made. The control file would entry into the edit program, review the journal
also be utilized to determine the accuracy of register and error list and reconcile all errors, or
mechanized procedures.
initiate the proper activity to resolve the errors and
finally initiate and review the general /subledger
JOURNAL REGISTER AND ERROR LIST. These reports
reports,
would be produced whenever input to the system
Although the system is based upon data subis made. They would indicate errors submitted to mitted by various locations, a single, common acthe system and suspense account entries created to counting system is desired with standardized proeliminate those errors. A complete listing of data cedures. Therefore, a system coordinator was
submitted during the edit update would also be appointed to review and approve much of the
provided. The journal register would also provide policies and procedures and further coordinate the
the capability to determine missing journal entries. system processing. While each user is responsible
for collecting and preparing input for processing,
MANUALLY INITIATED COMPUTERIZED CONTROLS
the system coordinator reconciles system outputs
In order to provide audit capabilities and ensure with each users site controller and also serves
complete accuracy of the system, the following as the centrali2ed communication point for resolucould be initiated upon request.
tion of inquiries and questions regarding the system
and its functions.
CO NT RO L PR OC ED UR ES . These procedures check the
various data files of the system to assure that they Conclusion
are in balance. Total detail value of the holding
With this design of a computerized general
file is checked against the control file. Details are ledger system, standardization and availability of
checked to summary and summary is checked to accounting information can be obtained. This will
the control file. These procedures are also initiated provide for easier analysis on a system -wide basis
to verify the accurate back -up of current day's and eliminate the manual preparation of many
schedules, reports, and ledgers. System control
transaction input.
can be maintained at all times and any future
Responsibilities
expansion or additions will be along common lines
The final step in the development of the system requiring a single approach rather than satisfying
was establishing responsibilities. The decision was numerous individual requirements.
❑

"... a sing le,

in the following manner: debits must equal credits
on input transactions; batches must equal hash
totals submitted.

LETTERS
Continued from page 13

will

more sophisticated methods. On the other
hand, he states that if a better selling job
were done, managers would tend to adopt
DCFR. It is the opinion of this writer
that both the strategy and the arguments
used by Mr. Chapin are open to criticism
and doubt.
First, the formula presented is referred
to in the financial literature as the "internal rate of return." However, the generic
DCFR title is acceptable.
Second, referring specifically to page
46, Mr. Chapin presents the IRR formula
and implies that this general algebraic
allow managers to avoid
formula
trial and error in the determination of
the rate that would equate both sides of
that equation. Although it is generally
recognized that the trial and error method
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is fastidious and time - consuming the only
other❑method❑known❑to❑this❑writer❑—and
it looks as if Mr. Chapin is suggesting
it❑—is❑to❑solve❑the❑equation❑by❑algebraic
method: multiplying both sides by
(I + r) ", simplifying, rearranging terms,
and then solving a polynomial of the nth
degree (n being the number of years of
the useful life of the project). Then, one
must eliminate all imaginary roots so as
to select the rate of return having an
economic meaning. the problem is compounded further in the case of the existence of negative cash -flows during the
life of the project, in which case, the
Descartes rule of signs should be used.
So, it seems that the remedy to trial
and error appeals to a more sophisticated
method. (The use of the computer is
excluded in this analysis.)
In addition, the alternative method of

the net present value would carry more
weight with managers for two reasons.
First, it would require only that the manager plug figures into the formula and
use the present value tables. Second, the
selection of the "cost -of- capital" (required rate of return by stockholders)
would leave the managers the opportunity
to use their judgment. The knowledge
of the cost -of- capital would not be an
additional step because it has to be
known also in the IRR method as a basis
of comparison in the accept- reject decision. The criterion to accept or reject a
project with the net present value method
is very simple: accept all projects with a
positive value when the capital rationing
problem is assumed away.
Charles Guez
State College, Pa.
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Books

FOR THE MANAGEMENT ACCOUNTANT

Accounting for the Cost of Interest
Robert N. Anthony, Lexington Books,
1975, 133 pp . Th i s book provides a
rejuvenation of a subject largely neglected
for forty years. It argues that accounting
should adopt the concept of interest used
in economics. Specifically, it proposes
that interest on the use of both debt
and equity capital should be accounted
for as an item of cost ( the cost of using
capital) and that it should be recorded
in the same way as other items of cost.
Circle 5 on Inquiry Card
The Complete Machine -Hour Rate
System for Cost-Estimating and
Pricing
Spencer A. Tucker, Prentice-Hall, Inc.,
1975, 383 pp. —This book offers an indepth presentation of the concepts and
techniques of machine -hour rate costing
systems in step -by -step fashion. Sufficient
criteria are given to allow and encourage
the user to adapt the system to his own
company.

1975, 89 pp. —This study analyzes and
reports the results of two surveys: a survey of the practices used in financial
statements and a survey of two groups of
users. The study develops criteria to
evaluate depreciation accounting.
Circle 9 on Inquiry Card.
A Guide to Basic Programming
Second Edition, Donald D. Spencer,
Addison-Wesley Publishing Company,
1975, 242 pp. —This book is designed
for people who wish to learn how to use
computers as problem solving tools. It
includes a large number of problems from
manv diversified areas.
Circle 10 on Inquiry Card.
Computer Accounting Methods
Gregory A. Cook, Barbara 1. Wade and
Clark C. Upton, Petrocelli Books, 1974,
184 pp. —This book describes some of
the fundamental data processing methods
common to most computerized accounting systems. Several examples of the
classic accounting system are given.
Circle 11 on Inquiry Card

Circle 6 on Inquiry Card.

Circle 7 on Inquiry Card.
The Inventories
Frederick Stamples, The Counting House
Publishing Co., 1975, 78 pp. —The
author covers the large subject of inventories in plain and concise terms. FIFO,
LIFO. and the Retail Inventory Method
are illustrated.

lack Munyan, Petrocelli Books, 1975, 160
pp. —This book provides guidelines as to:
1 –How to determine clearly and concisely the objectives of conversion, 2–
How to select the system, 3 –How to
prepare for the conversion and follow -up,
and 4 –How to communicate with the
systems analysts who set up the programs.
Circle 12 on Inquin- Card.
Quantitative Methods for Decision Making
A.I. Alwan and D.G. Parisis, General
Learning Press, 1974, 542 pp. —This
book reinforces the student's command
of the succinct language used to express
the substance of mathematics and statistics.
Circle 13 on Inquiry Card.
A Statistical Compilation . . .
Experience Exchange Committee, Institute of Real Estate Management, 1975,
168 pp.— Income and expense statistics
broken down by building type.
Circle 14 on Inquiry Card.

COMPTROLLER

1975 Depreciation Guide
Commerce Clearing House Inc., 1975,
176 pp. —Here are the full texts of the
Asset Depreciation Range and the Class
Life Systems Regulations promulgated
by the Treasury Department in 1971.
( Explanations are included.)

So You're Going to Automate

THE FORD FOUNDATION
Oversee all Comptrollership functions for a Foundation
with assets of $2.25 billion. Responsibilities include development of policies and procedures relating to all financial
(except investment) activities. Manage a department of
forty.
Will report to Vice President /Administration.
The ideal candidate should have an M.B.A. with substantial experience at a senior level in accounting, financial analysis and controls with knowledge of EDP, plus
ability to translate previous experience to a non - profit
institution.
Additional preferred qualifications will include the
C.P.A. an d capacit y to understand an d cooperate with a
large and diverse staff as well as competence to handle
a large amo unt of administrative detail accurately and

quickly.
Circle 8 on Inquiry Card.
Accounting for Depreciable Assets
Accounting Research ]Monograph #1,
Charles W. Lamden, Dale L. Gerboth,
and Thomas W. McRae, American
Institute of Certified Public Accountants,
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Send confidential resume with salary history to:
Ms. Joan C. Carroll
Assistant Administrative Officer
The Ford Foundation
320 East 43rd Street
New York, New York 10017
Equal Opportunity /Affirmative Action Employer
Circle 15 on Inquiry Card.

ON THE AIR
FOR NAA
Management accounting consultant, teacher, housewife, political
candidate, CPA — Lillian Filardo has played many roles in her
life but one of the most dramatic has been as a TV and
radio spokeswoman for the Association.

By Robert F. Randall
During the Fall of 1975, Lillian V. Filardo was
running for Mayor of Stamford, Conn., conducting
her management consulting business as usual,
running a household and appearing on behalf of
NAA on radio and television stations in Boston,
Providence and Rochester.
That's what life is like for this long -time NAA
member who was the first woman president of
Connecticut Gateway Chapter, an NAA national
director —and the first television "star" for the Association.
She is the focus of a pioneering NAA public
relations program designed to acquaint listeners
with management accounting in general and with
the Association's programs in particular through
radio and television. In carrying out these objectives,
she has appeared on radio and television talk shows
and been interviewed by newspaper reporters all
over the country.
The program was initiated about a year ago with
the assistance of Burson- Marsteller, the Association's public relations counsel. During her term
as national director, 1972 -74, Mrs. Filardo had
come to the attention of the Association for her
skillful handling of public relations activities. At
the Annual Conference in Detroit in 1974, a staff
writer from the Detroit Free Press wrote an article
based on an interview with her. The reporter was
impressed with her business knowledge and her
ability to communicate.
Asked if she would volunteer to appear on radio
and television discussion programs on behalf of the
Association, Lillian Filardo readily agreed. She
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needed little coaching for her appearances. Burson Marsteller executives planned a graduated program
in which she would move from radio interviews to
more difficult television talk shows. But the public
relations consultants really did not have to work
that much with Mrs. Filardo. Her years of experience as a consultant, teacher and service in
chapter posts had polished her verbal skills to a
point where she was close to professional in her appearances.
A self - confident, exuberant woman, Mrs. Filardo
had no problem adjusting to television. Prior to her
NAA role, she had appeared on radio several times
as part of her political work. She attributes her
fluency to her business career in which she must
constantly communicate with clients, and to her
NAA affiliation. "I felt that much of my public
speaking ability came from my association with
the local chapter and having been president and
then having had to get up and speak before an
audience."
'Take Personal Inventory'
Watching video tapes of her appearances on the
WCVB -TV "Good Morning" show in Boston, as
well as similar shows in Providence, R.I., and
Rochester, New York, one sees a smooth, articulate
businesswoman. Without hesitation, she reels off
figures, displaying her expertise as a management
accountant. While many questions are related to
personal finance, Mrs. Filardo introduces business
and accounting principles to illustrate her answers.
She advises individuals planning their financial
futures to "take inventory of themselves" and
stresses personal financial planning: "Why not plan
MANAGEMENT ACCOUNTING /MAY 1976

five years ahead like corporations ?"
She was nearly stumped once when an interviewer asked for her views on abortion. Recovering
very fast, she suggested that just as in business so
also in personal lives planning is essential. Another
time, during a telephone call -in program in California, a caller asked her about a particular book
which was purportedly a blueprint for becoming
rich. She had never heard of the book but she suggested that, "The man who is going to make the
most money is the man who is selling the book.
There's no simple way of making money."
She uses phrases like "in the course of my own
life" which add a personal touch to answers to
questions on finance. To questions about adjusting
to, supposedly, a man's world of business, she
responds that she never found any bias in her
career and "Most of my clients are men."
In fact, she flatly states, "I have never found
being a woman to be a detriment. Never!"
In her living room in her comfortable home in
Stamford, Lillian Filardo reviewed some of her reactions to appearing on the talk circuit. She said,
"There seems to be an interest in the listening
audience in business now and how personal finance
affects them. I think more and more people are
becoming aware of the effect that inflation has on
them so that they're now thinking about how to
save money or how to keep from going under."
Those who called in on telephone programs
demonstrated a real hunger for information about
business and finance. "I think we are reaching an
audience out there. We've left more people waiting
than people who could get through. When we
ended the program, there were people still waiting
on the line." The public relations program may
have helped in raising the consciousness of the
public concerning accounting. "I think that we
show that accountants and business people can be
human and can be concerned about people in
general."

A Perfect Blending
Accounting was not Lillian Filardo's first career
choice surprisingly enough. She had planned to
become a research chemist but during World War
II she had to help run her family businesses, a
small grocery- liquor store and restaurant. Accounting tit into her time schedule and also was applicable to her family's businesses. She has never
regretted her switch from chemistry to accounting.
( "I think I would have been a round peg in a
square hole. ") Accounting and management consulting have given her a great deal of satisfaction,
she says. "I enjoy what I'm doing_" She has a
B.S. degree in Business Administration from-Simmons College, Boston.
Her business "kind of grew like Topsy." After
graduation, she applied for a position with the
Internal Revenue Service but was turned down because the Service believed at the time that women
were too susceptible to flattery. She laughs when
she relates the incident, pointing out that the IRS
employs thousands of women now.
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Consultant Filardo: "1 have never found being
a woman to be a detriment."
The first big break in her business career came
when she worked as a corporate division controller.
"The president granted me the opportunity to expand my knowledge and to expand my management accounting techniques."
'When marriage and children intervened, "My
husband realized I wouldn't be content to stay
home. So I decided to go into public work." In
addition to raising three sons, Bruce Wallace, 23;
Andrew J., 14, and Joseph Filardo, 11., Lillian
Filardo built a thriving business.
Such is the nature of accounting work, she was
able to shape her schedule to suit her family routine.
This sometimes meant working late at night and
other days not working at her business at all. She
resisted the impulse to expand. "My clients want
me, that is, they want my expertise and they're
willing to pay for it. They don't want a junior
coming in so I blended my kind of practice with
the market I was serving." She adds, "I don't have
a typical day. I gear my work day to the requirements of my clients."
Most of her practice involves consulting work
with corporations. Very little deals with personal
income taxes.
Her husband, Joseph, has his own electroplating
business in Stamford. "My husband makes his own
decisions as far as his business is concerned, and
he does not, unfortunately, take advice from me."
She adds, with a smile, "He doesn't give me any
advice either." But she handles the family budget.
"As far as I'm concerned, my career and personal
life are a perfect blending."
"You don't have to advertise," she says. "Your
reputation precedes you. I think all of this is due
to more than just technical skills —the ability to
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tensive community activities.
As impressive as her business and professional
career is, it was her budding political career which
brought her to the attention of thousands of
Stamfordites. The first woman ever to run for
mayor in this city of more than 100,000 people,
she garnered more votes than any independent in
the history of the municipality. Her themes for
the campaign were, appropriately enough, management accounting for municipalities and fiscal
responsibility.
"We ran a tough campaign," she says. Campaign
headquarters operated from her kitchen table, an
innovation which resulted in a lower cost per voter
than any of the other candidates.
The other candidates refused to debate her but
that did not deter Lillian Filardo and her campaign
workers from launching a hard- hitting drive for the
top spot in Stamford. "It shocked the politicians
that anyone would dare speak, but I had my facts.
As long as you tell the truth, that's all you have
to worry about."
Through the use of cartoons and imaginative
advertisements and fivers, she blasted the administration in power. In one ad, for example, she
presented a report card on the administration which
read in part:

Candidate Filardo checks figures which show her
behind in race for Stamford mayor —but she'll
probably try again.
communicate. Many accountants do not know how
to use common language." She makes a special effort not to use technical language and to gear what
she says to her client's understanding. NVhen she
talks before local groups, she speaks from notes in
order to achieve spontaneity and better rapport
with her audience.
A Tough Campaigner
The energy and thoroughness that Lillian Filardo
brings to business also spills over in abundance
when it comes to community and service organizations. In addition to NAA, she is active on the
board of directors of the YWCA and the Homemakers Association, and as a member of the
Soroptimists, League of Women Voters and the
Connecticut Society of CPAs. "It's what makes
you a total person," she says, regarding her ex-

Bo

Subject

Grade

Remarks

Fiscal
management

Failed

Has difficulty with fig.
ures; keeps believing
there is a budget surplus when expenses have
not been cut but simply been POSTPONED

Campaign materials emphasized her financial
expertise in phrases like "Elect Lillian V. Filardo
—A certified Public Accountant as Your Fiscal
Watchdog." "I think my background in accounting
has attracted what support I have," she says, in
recognition of the constituency she has built in
two campaigns. Local newspaper reporters come to
her for quotations on muncipal financial matters
because they know that she knows what she is
talking about.
She enjoys campaigning, meeting people and
contributing her knowledge and experience to community affairs. "I think accountants have been
very reticient to get involved in politics and vet
they are the ones who have the expertise to be able
to look at a financial statement, to be able to look
at a contract and see what the ramifications are.
It's time for more accountants to get involved."
She was disappointed by her defeat in the election
but for Lillian Filardo, work has always been an
antidote for depression. It didn't take long before
she was back in the fray speaking out for NAA,
writing articles on municipal financial problems
and, in general, living a life which any reasonable
person would have to characterize as "total." ❑
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CONFERENCE SPEAKERS
WILL VIEW ACCOUNTING
AT CROSSROADS
Walter Wriston, chairman and chief executive officer
of the first National City Bank (now Citibank), will keynote
Annual Conference in Miami Beach. Other speakers
include ITT's Herbert Knortz, Business Week's Lewis Young,
Harvard's Myles Mace and Catholic University's Clarence Walton.

As the United States begins its third century,
business is faced with some of the most momentous
problems since Adam Smith published Wealth of
Nations in 1776, a book which furnished the intellectual foundation for modern capitalism. Inflation —and accounting for it— social responsibility,
accounting standards —these are issues challenging
the 20th Century's heirs of Smith's legacy.
Most of these issues will be discussed during the
Annual Conference in Miami Beach, June 20 -23,
according to Donald H. Cramer, program chairman
for the Conference. Mr. Cramer is also the nominee for national Treasurer of the Association. The
elections for this office and for the President, 12
Vice Presidents and 50 National Directors will be
held Monday morning during the Conference.
Herbert C. Knortz, executive vice president and
comptroller of ITT Corp., will be the opening
speaker. Mr. Knortz, a well known speaker and
writer on financial accounting topics, will offer a
"Salute to the Bicentennial."
After the Annual Meeting, Walter Wriston,
chairman and chief executive officer of Citibank
and Citicorp, New York., N.Y,, will discuss the
economy and problems of raising business capital in an inflationary era. Described in a recent
Time Magazine article as "An uncommon blend of
hard- driving executive and reflective, sometimes
cynical intellectual," Mr. Wriston has led Citibank
to the top of the banking profession with bold, inMANAGEMENT ACCOUNT ING /MAY 1976

novative leadership. His grasp of world events, finance and business makes him one of the most
able advocates of business today.
Serving as chairman of the luncheon session will
be Lafe P. Fox, President of the Association. Mr.
Fox is President, PMC Industries, Wickliffe, Ohio.
The afternoon session will be chaired by A. P.
Bartholomew, Jr., partner, Ernst & Ernst, and past
national president of the Association.
During the Monday afternoon session, Myles
L. Mace, professor emeritus at the Harvard Business
School, Boston, Mass., will speak on the topic,
"What the Board Member Expects from the Accountant."
The uneasy relationship between the Fourth
Estate and business will be examined by Lewis H.
Young, editor -in -chief of Business Week magazine.
His topic is "Relations Between the Accountant
and the Press."
Social ethics is the theme of the third speaker —
Clarence Walton, president, the Catholic University of America, Washington, D.C. His address
concerns "Corporate Social Responsibility."
Challenge of Change
Uncertain capital markets, developing accounting
standards and coping with inflation are the major
themes of the Tuesday session. James Don Edwards,
University of Georgia, Athens, Ga., is the chairman
Continued on page 66
61

Chapter/ Member News
JOHN R. MARKERT, Syracuse.
MARTIN A. MARSCHANG, Lehigh Valley.
DANIEL E, MATHIAS, Cuyahoga Valley.
CHARLES J. PALSGAARD, Macomb County Michigan.
N. JOHN PASCH, Hawaii, past president.
ELMER W. PICKLES, St, Louis.
GEORGE T. RUBY, Los Angeles,
JOHN A. SHANNON, Syracuse.
V. ROBERT SMITH, Central Arkansas,

past president, SCMS.
WALTER A. STARK, Delaware County Pennsylvania.
LUCILLE F. TAYLOR, Richmond, past
president.
WALDO B. TAYLOR, Portland - Willamette.
HAROLD H. VIEHMAN, Pittsburgh.
WILLIAM A. WAGNER, Northern Wis-

consin.
JOSEPH W E I Z E N E G G E R , New Haven.
Charters recently were presented to San

Mateo (Calif.) Chapter, above, and
Bloomington (Ind.) Chapter, at left. In
San Mateo, NAA Vice President Robert
F. West (left) presents charter to V.
"Tom" Griseto, chairman of the
organization committee and first
president. Managing Director John E.
Vavasour is at right. The Bloomington
charter was presented by Vice President
Louis Vlasho (left) to Jerome C. Neely,
chairman of the organizing committee
and first president.

Promotions and New Positions
CHARLES C. I-IUNNICUTT, Asheville, has
been promoted to manager, accounting
services, Olin Corp.
EUGENE C. WIELEPSKI, Baltimore, has

been promoted to corporate controller of
I. C. Isaacs & Co.
DAVID L. DORR, Bangor- Waterville, was
promoted to controller, and JAMES C.
KIDDER to assistant controller, Merrill

Bank.
TERRY A, TREGRE, Baton Rouge, has

been promoted to vice president at Louisiana National Bank.
James Named Chairman
At Dresser Industries
John V. James, past national vice president from Dallas, was named chairman
of the board of Dresser Industries. He is
currently president and chief executive
officer of the company.
He joined Dresser in 1957 as assistant
controller and was named vice president controller in 1962. He joined NAA in
1948 and subsequently was elected president of Elmira Area Chapter, 1953 -54.
He was elected national vice president,
1963-64.
❑
Emeritus Life Associates
H. RUSSELL BROWN, Trenton.
R. MILTON BOYCE, Danbury Area
J. R. BURG, York.
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EDWARD J. BURNS, Jamestown- Warren.
RICHARD A. CARPENTER, Knoxville.
MARTIN DE YOUNG, Grand Rapids, past
president.
ALBY R. Foy, Pomona Valley, past president. Stuart Cam eron McLeod Society.
JOHN FRIEL, Cleveland.
ROBERT F. GABELE, Cleveland.
ORAN I. GUTHRIE, San Francisco.
WILLIAM R. HERTZON, Boston.
HAROLD G. JOHNSON, Calumet.
STEPHEN A. KAWOLICS, Cleveland.
ROBERT O. KELLY, Evansville, past president.
WILLIS A. KERNS, St. Paul.
BYRON W. KLOSs, Norwich.
JOHN KLOTZ, Hartford.
PAUL E. LARGENT, Washington.
ROBERT C. MAIR, Detroit.

a

JAMES
Dallas

GONZALEZ
Los Angeles

ROBERT W . FEYLER, Binghamton, recently was promoted to controller of
Universal Instruments Corp.
MARVIN F. WAX, Bridgeport, has been
promoted to vice president of finance
and administration, Health -Tex Division
of Chesebrough- Ponds, Inc.
JOE C. FREEMAN, Charlotte Blue,

Is now
corporate fixed asset manager at J. P.
Stevens. . . . CLAY S. HENDRICKS has
been appointed corporate data adminis-
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RICHARD R. GOEBEL, Cleveland East,
was promoted to controller of Fluid Controls, Inc.
JAMES R. HAUSER, Columbus, has been
promoted to controller of Wasserstrom
Fixture & Supply Co.
RICHARD L. RITCHIE, Detroit, has been
named treasurer of Grand Trunk Western Railroad.
RONALD E. GRAY, Dubuque Tri -State,
has been appointed vice president of finance at Computer Consulting Services.

& Savings Co.... ROBERT E. MERSMANN
recently was promoted to controller,
Teledvne Ohio Steel.
JOSEPH R. CONZALEZ, Los Angeles, was
appointed vice president— finance of Pacific Electricord Co.
MARTIN J. AMLUNG, III, Louisville, was
appointed senior accountant, Celanese
Coatings & Specialties. . . . JOSEPH
ZAREMBA was promoted to vice president
and treasurer of Yellow Cab Co. of
Louisville.
MICHAEL C. HAAS, Lufkin- Nacogdoches
Area, was promoted to vice president
and controller of Commercial National
Bank.
SUE G. REYNOLDS, Lynchburg, recently
was promoted to corporate accounting
manager at Imperial Reading Corp.

WE1CFR
Milwaukee

TANK
N. Central Indiana

WOODROW S. MERRILL, JR., Florida
West Central, is now controller of R. B.
Curlin Co., Tampa, Fla.
DOUGLAS G. GIBES, Hawaii, has been
named executive director of the University of Western Pacific.

EDWARD J. FELTEN, Madison, was promoted to general manager, Wisconsin
Supply Corp. . . . JEFFREY R. TUNBERG
has been promoted to supervisor of accounting, John Deere Horicon Works.
PAUL E. LANDERS, Massachusetts North
Shore, has been named manager of planning, and Cosmos S. TRAPANI, director
of corporate planning, at Ogden Food
Service Corp.

RONALD L. OLIVE, Illowa, was promoted ROSEMARY M. SCHMIT, Milwaukee, has
to assistant group controller of Fredericks been promoted to chief accountant at
Heating and Air Conditioning, a division Surgical Care... . EDGAR D. WEILER,
of Weil- McLain Corp. . . . EDWARD past national director, has been named
SCHMIDT, JR., is now co -owner and trea- vice president— finance of ArcRon, Ltd.
surer of Hackner's Inc.
DUANE L. FERKEY, Minneapolis Viking,
P. J. CARDAROPLE, JamestOWn- Warren, has joined Northern States Power Co.,
has been named director of planning and as Tyrone Energy Park Office Superoffice administration, AVM Corp. . . . visor of the Nuclear Dept.
RONALDJ. STRONG Is now business man- BOBBY J. JOHNSON, Mobile, has been proager, Special Metals Operation, Wesco, moted to assistant vice president and
a Warren subsidiary of GTE Sylvania.
trust operations officer of the First NaSTEPHEN J. HOWARD, Joplin Tri State tional Bank of Mobile.
president, is the new president and genRICHARD H. MORGAN, Muskegon, has
eral manager of Junges Baking Co.
joined Anderson Pattern, Inc., as con JAMES L. KINSER, Knoxville, has been troller. . . . RICHARD A. T o P P is now
promoted to vice president, Bank of controller of Muskegon Div., Muskegon
Knoxville.
Piston Ring.
JAMES D. BRUBAKER, Lancaster, has been EARL A. TANK, JR., North Central Indinamed assistant comptroller for RM ana, was promoted to vice president of
Friction Materials Co., Manheim. . . . finance and administration, Ball ConARTHUR F. RUDY was named to the newly tainer Group, Ball Corp.
created position of manager of financial
ROBERT P. NORRIS, North Central Ohio,
planning and control, Armstrong Cork.
has been promoted to vice president of
ARNOLD H. CAPLAN, Lehigh Valley, has National Seating Co.
been elected corporate controller, Air
THOMAS W. BREWER, Oakland County,
Products and Chemicals, Inc.
has been elected vice president and asWILLIAM G. BURDICK, Lima, has been
promoted to director of financial analysis
department /assistant treasurer, City Loan
MANAGEMENT ACCOUNTING /MAY 1976

sistant secretary at D'Arcy- MacManus &
Masius Advertising. . . . ROBERT F.
STONER has been appointed vice presi-
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dent and treasurer of Kelly Services, Inc.
FRANK L. PIERCE, JR., Orange Coast
California, is now assistant controller at
Georgia Pacific Corp.

Time Off

RUSSELL F. KRAUSE, Pennsylvania Northeast, has been elected secretary and assistant treasurer of Grove Textiles, Inc.
WILLIAM R. MINN IG, Pennsylvania
Northwest, has joined Airco Temescal,
Berkley, Calif., as vice president of fin a n c e . . . . JOHN W. WALDEN has been
appointed county auditor for Cameron
County.
Four Piedmont Winston -Salem members
have been named at R. J. Reynolds Industries, Inc. HAROLD W. HAYES was
named manager, foods cost accounting,
C. MEL HUCHEs has been promoted to
development manager in the corporate
planning and development department,
JARRELL W. STOCKDALE has been promoted to manager, foods accounting,
services, and MARY LYNN WHITE was
named supervisor, foods, general accounting.
JOHN M. BoPP, JR., Pittsburgh, has
joined Basic Technology, Inc., as a consulting associate.. .. HUGH L. MARSH
was named manager of the Fixed Capital
Div., Alcoa.
JAMES L. KALTENSCHNEE, Racine -Kenosha, is now assistant plant controller —
accounting and procedures, J. 1. Case,
JOHN A. GRECO, Reno Area, has been
elected secretary- treasurer of Parise and
Sons.
LORENA L. MOORE, Richmond, was promoted to assistant vice president, personnel, at Data Systems Corp. . . . C.
CARTER SHUMAN has been elected services group controller at United Virginia
Bank.
JOSEPH T. BURKE, Rochester, has been
elected secretary- treasurer, Postler & Jaeca
kle Corp. . . . STEPHEN J. SECORD has
been appointed controller of Rando Machine Corp.
LONNIE A. EICHINGER, Saginaw Valley,
is now vice president of finance with
Svbra, Inc.
VICTOR E. MUEHLEIS, Sheboygan Lakeshore, has been promoted to president of
Sheboygan Paper Box Co.
LAWRENCE E. DELGRECO, Springfield,
has been promoted to treasurer of Burt
Printing Co. . . . JAMES RUSSELL has
been promoted to vice president of Third
National Bank Financial Corp.

"Due to some heavy physical duties, I am forced to promote Mr. Smyth instead of you, Ms. Carter."

Goodbye, Rat Race —
Hello, Jungle
Both the national office and the chapters try to follow up on members who
resign in an attempt to find out the
reason or reasons why. Most of the
responses fall into a few categories: the
member has retired or he has moved or
he has taken on increased responsibilities and doesn't think he has time
to participate in NAA activities any
more. Perhaps the most unusual reason
for a resignation recently came to the
attention of the NAA office. The
member wrote: "I'm not leaving NAA
because of any failing on its part or the
chapter's part. On the contrary, I have
only the highest regard for both.
"The simple fact is that I'll have no
accounting interest any longer as I return to my first love and career —lion
taming."

Accountants' Full
Employment Act
The Federal Election Campaign Act
of 1971 has been dubbed the "Lawyers
and Accountants Full Employment
Act." Writing in the March 1976 of
The Journal of Accountancy, Barry
E. Wagman capsules in one paragraph

the basic truth of this observation:
"The professional opportunities in
the field of campaign accounting are
nearly limitless. There are more than
520,000 federal, state and local elective offices in the United States. Over
a four -year period, approximately five
candidates run for each of these offices.
This means that each calendar year,
approximately 650,000 candidates have
active political campaign organizations
in operation. Each of these 650,000
organizations must comply with the
new tax statutes, and each of them,
with the exception of those in North
Dakota, must also comply with complex accounting and reporting requirements."

Accounting Winds of Change
The winds of change are blowing
through accounting circles in every advanced country. Countries have been
responding in different ways to similar
challenges. The Netherlands Institute
of Registered Accountants, for example, is not awed one bit by the challenging movement toward standardized
accounting. The theme of their Act
countantsdag 1976 (Accountant's
Day), held this month, is expressed
breezily: "Storms about norms."

JOHN M. ELIAS, Trenton, has joined
64
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Thriftway Leasing as vice president of
administration.
ROBERT R. SEELYE, Western Wayne,
has been promoted to field vice president
and regional manager for Kelly's Detroit
Group, Kelly Services.
CHAND B. VYAS, Wheeling, is now the
regional controller, Eastern Division of
Consolidated Coal Co.... WILLIAM B.
WERT was named property administrator
for Wheeling- Pittsburgh Steel.
SANDRA L. MCPHAIL, Wichita, is now office manager with Central Business College.... MELVIN H. VOTH recently was
promoted to vice president of finance
and chief financial officer of Hesston
Corp.

in Memoriam
ROBERT J. BAUSINGER, 51, East Bergen Rockland, 1970.
C. T. BIEHLER, 48, New York, 1958.
LOYAL A. BROWN, SR., 72, Pittsburgh,
1938. Emeritus Life Associate.
C. H. BURGER, 79, Greater Youngstown
Area, 1939. ELA.
W. C. BURNHAM, 70, Columbus, 1950.

S. F. CALHOUN, 78, Boston, 1935. ELA.
EDWARD V. CAREY, 73, Connecticut
Gateway, past president, 1939. ELA.
JAMES M. CRAIG, 52, Chicago, 1973.
THOMAS J. CRATER, 49, Piedmont Greensboro, past president, 1957.
A. J. D'ARCANGELO, 77, Niagara, 1929.
ELA.
F. C. DOUGLAS, 84, Buffalo, 1934. ELA.
ARCHER W. FOWLER, 60, Polk County Florida, 1946,
GRADY GOIN, 73, Corpus Christi, 1964.
N. T. GREER, JR., 61, Richmond, 1973.
ELA.
R. K. GUINN, 82, Dallas, 1945. ELA.
ROBERT R. HEAD, 62, Baltimore, 1954.
C. I. ISKALIS, 48, Milwaukee, 1953.
W. M. JETER, JR., 67, Houston, 1945.
J. M. KEENAN, 38, Michiana, 1967.
JOHN W. KERCHER, 60, Atlanta Central,
past president, 1946, Stuart Cameron
McLeod Society.
H. S. KNIGHT, 80, Boston, 1920.
RALPH W. LAWLOR, 81, PortlandWillamette, 1939. ELA.
T. M. LIEUPo, 43, San Diego, 1973.

WILLIAM J. MARKWIESE, 79, Milwaukee,
1948. ELA.
HENRY P. MATTHEWS, JR., 68, Dallas,
1948. ELA.
PAUL A. MATTINGLY, 61, Houston, 1947.
M. MCGILL, 83, Philadelphia, 1924.
ELA.
M. A. NELSON, 46, Hagerstown, 1968.
C. DON O'CONNOR, 53, Hagerstown,
past president, 1944. SCMS.
GEORGE D. PERRINE, 77, Louisville,
1943. ELA.
DAVID K. PHILLIPS, 74, Greater Youngstown Area, 1943. ELA.
ROBERT P. POPE, 60, Polk County Florida,1968.
LYLE E. PRITCHARD, 66, Phoenix, 1971.
HERMAN K. REGESTER, 74, Grand
Rapids, 1951. ELA.
V. E. RlzzoNE, 47, Erie, 1964,
FRANK A. SALINA, 42, New York, 1970.
M. SANow, 66, Rochester, 1942. ELA.
ROBERT T. WHITTAL, 65, Grand Rapids,
1947. ELA.
S. B. WEGREN, 54, Nashville, 1963.
HOWARD F. WICKERT, 41, Ann Arbor,
1967.

WILLIAM B. McCLOSKEY (1902 -76)
William B. McCloskey, NAA President, 1950 -51,
died early this year at the age of 73.
A well -known accountant whose career included
both management and public accounting experience, Mr. McCloskey passed his Certified Public
Accountant examination in 1925, becoming, at
23, the youngest applicant in Maryland to pass the
examination. During his early career, he worked for
a CPA firm and then set up his own practice.
He completed his education in the early 1920's
while holding a number of jobs, including one in
the accounting department of Davison Chemical
Corp. He graduated from the Pace Institute in
Baltimore in 1922. He later served on the board
of the Institute and of the Eastern College of
Commerce and Law.
From 1927 until 1930 he was affiliated with the
National Fertilizer Assn., where he was instrumental in developing a uniform cost accounting
system for the fertilizer industry. In 1930, he
joined Davison and when that company was
merged into W. R. Grace & Co., he was elected
a corporate vice president of Grace.
He retired in 1964 but remained with the firm
as a financial consultant in Europe in charge of
the acquisition of a number of food companies.
After his retirement, he served as executive director
of the Maryland Assn. of CPAs for five years.
Mr. McCloskey joined the Association in 1927,
affiliating with the Baltimore Chapter. He was
elected president of the chapter during 1940 -41.
MANAGEMENTACCOUNTING/MAY1976

He was a National Director of the Association,
1941 -47, including service as the "Director of Constitution."
Even after his retirement as executive director
of the Maryland Assn. of CPAs, Mr. McCloskey
remained active in the Association and other
organizations. A Stuart Cameron McLeod Society
member, he refused Emeritus Life Associate status
to which he was entitled upon his retirement.
In a post- retirement letter to Executive Director
W. M. Young, Jr., he reiterated his interest in
the Association and went on to add: "As to my
own plans, I expect to continue several associations
which are really of a non - business nature but which
have stimulated interest over the years. Also, I
plan to do a reasonable amount of just plain
loafing."
He also was a member of the Financial Executives Institute, the AICPA and Alpha Beta Psi.
At one time he served as a member of a Special
Committee to Survey Accounting Systems of the
State of Maryland.
He is survived by his wife, Evelyn; a son, William
B., Jr., and two grandchildren.
Although not well known to the present generation of NAA members, Mr. McCloskey was one
of the outstanding accounting leaders whose talents
and wisdom contributed so much to the growth
of the Association. His death reminds members
again of the Association's past outstanding leadership. He will not be forgotten.
❑
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"Everything CONFERENCE SPEAKERS
You've Always
Wanted to
Know About
Investments

Continued from page 61
of the session. He is the J. M. Tull Professor of
Accounting in the College of Business Administration.
Robert J. Donachie, executive vice president,
Earth Resources Co., will speak on "Living with
Accounting Standards." Mr. Donachie, a former
chairman of the Management Accounting Practices
Committee, has an intimate knowledge of the continuing development of accounting standards.
"Accounting for Value in Inflationary Times"
is the topic of Russell E. Palmer's address. Mr.
Palmer, managing partner of Touche Ross & Co.,
New York, N.Y., is spearheading a campaign to
persuade accounting leaders to adopt current value
accounting to reflect the impact of inflation on
financial statements.
E. W. Kelley, president of Fairmont Foods Co.,
New York, N.Y., is the third speaker on Tuesday's
technical program. A prominent accounting executive, Mr. Kellev will speak on "Financing Business
in Times of Uncertainty."
Investments for Spouses
The technical session for spouses on Tuesday
features Douglas McCartney, deputy manager,
Brown Brothers Harriman & Co., New York, N.Y.,

WRISTON

KELLEY

discussing "Everything You've Always Wanted to
Know About Investments ... But Were Afraid to
Ask."
The Wednesday program consists of a series of
concurrent sessions in both the morning and after.
noon. Topics of the sessions are "Effective Business
Utilization of Computer Resources," "Shaping a
Strategy to Improve Cash Flow," "Effect of Inflation on Management Planning, Control and Reporting," "Standards and Budgets for Planning and
Control," "Capital Budgeting- Planning and Evaluation"; "People Create Profits "; "Operational Auditing"; "Fitness for Busy People ", and "Increasing
Professionalism in Management Accounting." ❑

11th
International
Congress of Accountants
MUnnden
1977

0

10th to 14th October 1977 in Munich
For further information, please contact:

W. M. YOUNG, JR.

Executive Director,
National Association of Accountants
919 Third Avenue
New York, N. Y. 10022
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NOTICE OF ANNUAL MEETING
Notice is hereby given to all members of the Association that
the Annual Meeting of the National Association of Accountants
will be held at the Hotel Fontainebleau in Miami Beach, Florida,
on Monday, June 21, at approximately 10:15 a.m., or immediately following the conclusion of the opening session, to receive
the report of the Nominating Committee and to transact such
other business as may properly come before the meeting.
New York
May 1, 1976

William M. Young, Jr.
Executive Director

Nominating Committee Report
To Members of the National Association of Accountants:
As the Constitution and By -Laws of the
Association provide, the President, 12
Vice Presidents and the Treasurer are
elected each year to serve a one -year
term of office. In addition, 50 National
Directors are elected to serve a term
of two years, their terms to overlap
with 50 directors elected the year before.
In accordance with these requirements, we present the following nominees to fill the offices of President, Vice
President, Treasurer and National Director. These members are presented for
election to national office at the Annual
Meeting of the Association to be held in
Miami Beach, Florida, Monday, June 21,
1976.

This report includes nominees for the
Nominating Committee to report in
1977 who are also elected at the Annual
Meeting.
Each member has been selected in
accordance with the objectives of the
National Service Development Program.
They have served not only as President
of at least one chapter but also in many
other chapter and national positions.
We are proud to present this outstanding group of men and women,
knowing that their past performance in
Association and chapter positions ensures that NAA will enjoy excellence in
leadership during their terms.
Respectfully Submitted
Nominating Committee, 1975 -76

Nominating Committee
Chairman —A. P. BARTHOLOMEW, JR., New York
ETTORE BARBATELLI, Milwaukee
ROBERT G. CHAPMAN, Los Angeles
JAMES J. CORBOY, Dallas
BRUCE L. DAVIS, JR., Miami
MICHAEL P. GRANIERI, Akron
JULIAN G. HOFFMAN, 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

Honorary Member — ROBERT BEYER, Colorado Springs - Pueblo
MANAGEMENT ACCOUNTING /MAY 1976
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Nominee for President

GEORGE D. GEE
Kansas City (1950). He served in several
chapter posts before being elected President, 1957 -58. He was elected a National
Director, 1958 -59, and for a second term,
1967 -69. His second term was interrupted
when he was elected National Vice President, 1967 -68. Subsequently, he was appointed to the Committee on Finance and
named Chairman of the Subcommittee on
Insurance. He was an Appointed Member
of the Executive Committee, 1970 -71, and
1974 -75, and served as Chairman of the
Committee on Finance, 1975 -76. A member of the Stuart Cameron McLeod Society,
he served on the Board of Governors,
1973 -75. He is Chairman of the Board
of ISC Financial Corp., Kansas City, Mo.
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Nominees for Vice Presidents
WILBERT S. ANDERSON, JR.

ROBERT J. JOHNSTON

St. Louis; Beaver Valley (1957). He served
as National Director, 1962 -64, and 197072. He is Vice President- Finance, Treasurer
and Secretary, LaClede Steel Co., St. Louis,
Mo.

Portland Columbia; Portland (1965). He
served on the Committee on Socio -Economic Programs, 1973 -74, and was a National Director, 1974 -76. He is Controller,
Bingham- Willamette Co., a division of
Guy F. Atkinson Co., Portland, Ore.

JOHN C. ARME
Southeast Los Angeles County; Phoenix
(1960). He served as National Director,
1965 -66, and 1973 -75. He was Program
Chairman for the 1975 Annual Conference
in Anaheim, Calif. He served as President
of two chapters and was Chairman of
the Organizing Committee, Milan, Italy
Chapter. He is a Partner, Arthur Andersen
& Co., Los Angeles, Calif.

LESLIE J. KNOX
Rochester (1950). He served on the Com mittee on International Chapters, 1973 -74,
and was a National Director, 1974 -76. He
is Coordinator, Procedures and Records
Services, Comptroller's Division, Eastman
Kodak Co., Rochester, N.Y.

,
t

'

J;'

RICHARD E. BERGQUIST

RALPH W. NEWKIRK, JR.

Waterbury (1953). He served on the Committee on New Chapters, 1972 -73, and the
Committee on International Chapters,
1975-76, and was a National Director,
1973 -75. He is a Cost Analyst, The Torrington Co., Torrington, Conn.

South Jersey; Philadelphia (1951). He
served on the Comm ittee on New Chap tern, 1972 -73; MAP Subcommittee on Ter minology, 1973 -76, and Committee on
Membership, 1975 -76. He was a National
Director, 1973 -75. He is Partner -in- Charge,
South Jersey office, Haskins & Sells, Cherry
Hill, N.J.

Dallas (1965). She served on the Committee on Operations, 1973 -74, and was a
National Director, 1974 -76. She is Secretary, Assistant Treasurer and Controller,
AIRSCO, Inc., Dallas, Texas.

ROBERT F. STONEROCK
-"

ELLEN B. COULAM

L
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MICHAEL TEACH

'

DONALD C. JENSEN
Cleveland (1963). He served on the Committee on New Chapters, 1972 -73, and
was a National Director, 1973 -75. He is a
Partner, Ernst & Ernst, Cleveland, Ohio.

Mid - Florida (1966). He was a National Director, 1974 -76, serving on the Committee
on Education. He is a Senior Partner, Arthur Young & Co., Orlando, Fla.

'

Pittsburgh (1949). He served on the Committee on Chapter Operations, 1969 -72,
and on the Committee on Education, 1973 76, and was a National Director, 1971 -73.
He is Manager— Accounting, Eastern Steel
Div., U.S. Steel Corp., Clairton Works,
Clairton, Pa.
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Nominees for Vice Presidents
JAMES H. TOY

JOHN W. WIELDE

Spartanburg Area; Atlanta (1950). He
served on the Committee on Chapter Operations, 1973 -74, and on the Board of Directors, 1974 -76. He is Assistant Secretary
and Manager of the Corporate Planning
Dept., Deering Milliken, Inc., Spartanburg,
S.C.

St. Paul (1956). He served on the Committee on Membership, 1971 -72, and as a
National Director, 1972 -74. He is Corporate Secretary, American Hoist & Derrick
Co., St. Paul, Minn.

Nominee for Treasurer
D O N A L D H. CRAMER
New York; Wabash Valley (1945). He
served in various chapter posts, culminating in the presidency of the New York
Chapter, 1966 -67. Elected a National Director, 1968 -70, he subsequently was
elected
He
s erved
National
tw o terms
Vice as
President,
Chairman
1973
of the
-74.
Committee on Research, 1974 -76, and was
Program Chairman for the 1976 Annual
Conference in Miami Beach. He is a Partner, Touche Ross & Co., New York, N.Y.

V
IA

Nominees for Directors
ROBERT W . BACKES

EDW ARD W . BINSHADLER

Essex County (1963). He served two
terms on the Com mittee on Chapter
Operations, 1974 -76. He is Assistant
Manager, Plant Costs and Analysis,
Schering Division, Schering - Plough
Corp., Kenilworth, N.J.

New York (1959). He was a Member of
the Committee on Chapter Develop ment, 1974 -75. He served as National
Director, 1975 -76. He is a Director,
Management Services Div., Arthur
Young & Co., Athens, Greece.

N O R M AN W. BERGEMANN

I

BACKES

BERGEMANN

BERGQUIST

JOHN E. BR OWN

Milwaukee (1955). He served two
terms on the Committee on Publications, 1974 -76. He is Assistant Treasurer, Pabst Brewing Co., Milwaukee,
Wis.

Eugene; Lansing - Jackson (1959). He
served on the Committee on Membership, 1975 -76. He is Treasurer and
Director of Accounting- Finance Division, Eugene W ater & Electric Board,
Eugene, Ore.

ELROY A. BERGQUIST

JAMES N. BROWNE

Portland - Willamette; Portland (1967).
He served on the Committee on Education, 1974 -75, and the Committee
on Public Relations, 1975 -76. He is
Controller, Portland Division, Georgia Pacific Corp., Portland, Ore.
BINSHADLER

Piedmont Winston - Salem; Piedmont
(1961). He served on the Com mittee
on Education, 1973 -75. He is Budget
Director, Piedmont Aviation, Inc.,
Smith - Reynolds
Airport,
Winston Salem, N.C.
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Nominees for Directors
EUGENE H. COBAUGH

VANCE A. GOBLE, JR.

Fort Lauderdale (1970). He served on
the Committee on Chapter Operations, 1974 -76. He is a Partner, Haskins
& Sells, Ft. Lauderdale, Fla.

F

Polk County- Florida; Florida West
Coast (1970). He served on the Committee on Socio- Economic Programs,
1974 -76. He is Supervisor of Account ing, Publix Super Markets, Inc., Lakeland, Fla.

r

RICHARD K. COSTELLO
Minneapolis -North Star; Twin Cities
(1953). He was a National Director,
1960 -61, and served on the Committee
on Chapter Operations, 1975 -76. He is
Controller, Barry Blower Division,
Weil- McLain Company, Inc., Minneapolis, Minn.

LACY W. HANSON
COBAUGH

COSTELLO

COX
Roanoke (1964). He served three terms
on the Committee on Publications,
1973 -76. He is a Partner, Andrews,
Burket & Co., Roanoke, Va.

_

WILLARD COX

-

North Texas; Dallas (1964). He served
two terms on the Committee on Education, 1974 -76. He is Controller, Oil
City Iron Works, Inc., Corsicana, Texas. CRANKSHAW

DeHAVEN

DUNLAP
7

CARL D. CRANKSHAW
Ann Arbor; Cleveland (1956). He
served on the Committee on Publications, 1975 -76. He is Group Controller
- Autom otive Group, The Bendix
Corp., Southfield, Mich.
FORZANO

Committee on Membership, 1974 -76.
He is Vice President, Finance, and
Secretary, Peter Eckrich and Sons, Inc.,
Fort W ayne, Ind.

FURLOW

GAINER

Reno Area (1968). He served on the
Committee on Chapter Operations,

Y.,I&]

MILTON J. KEENE

2

COBLE

Scottsdale Area; Phoenix (1968). He

HANSON

HARRIS

.

.iw

New Haven (1966). He was a Member
of the Committee on Public Relations
for two terms, 1974 -76. He is Assistant
Treasurer - Secretary, American Tube
Bending Co., New Haven, Conn.

4%

MACK V. FURLOW, JR.

Nashville (1961). He served two terms
on the Committee on Chapter Development, 1974 -76. He is Corporate
Controller, State Industries, Inc., Ash land City, Tenn.
MAN AG EM EN T AC C OU NTI N G / M AY 1976

Pittsburgh; Albany (1960). He is Treasurer at Jessop Steel Co., W ashington,
Pa.

LOUIS A. KEMPTER

served two terms on the Committee
on Public Relations, 1974 -76. He is
Vice President and Treasurer of Electri- onics, Inc., Phoenix, Ariz.

TYRUS R. GAINER

JOHN W. JONES
Charlotte Gold; Piedmont (1963). He
served two terms on the Committee
on Socio- Economic Programs, 1974 76. He is Division Controller, Charlotte
Upholstery Division, General Interiors
Corp., Charlotte, N.C.

ROBERT A. DUNLAP

t

CHARLES R. LEONE

r:

Indianapolis; Chattanooga (1963). He
served on the Committee on Membership, 1973 -74, and the Committee on
Chapter Operations, 1975 -76. He is
Vice President, Finance, and Treasurer
of Huber, Hunt & Nichols, Inc., Indianapolis, Ind.

served two terms on the Committee
on Membership, 1973 -75, and the unexpired term of a National Director
who resigned, 1975 -76. He is District
Manager, The American Appraisal Co.,
Los Angeles, Calif.

St. Paul (1960). He served on the Committee on Public Relations, 1975 -76.
He is a Partner, Ernst & Ernst, Min neapolis, Minn.

Fort W ayne (1960). He served on the

SERAFlNO M. FORZANO

Los Angeles; Cincinnati (1957). He

GEORGE D. JEDDELOH

WILLIAM L. DeHAVEN

1975 -76. He is a Partner, Elmer Fox,
Westheimer & Co., Reno, Nev.

RICHARD W. HARRIS

_
JEDDELOH

JONES

KEENE

RAY F. LEUTZ

Lansing- Jackson; Detroit

y

KEMPTER

San Jose; San Francisco (1947). He
served two terms on the Committee
on Chapter Operations, 1974 -76. He
is Secretary- Treasurer and Director,
Burke Industries, Inc., San Jose, Calif.

LEONE

LEUTZ

(1960). He

was a Member of the Com mittee on
Chapter Development for tw o term s,
1974 -76, and Chairman, Michigan Area
Council, 1975 -76. He is Treasurer, Teer,
Wickwire & Co., Jackson, Mich.
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LEO M. LOISELLE
Bangor - Waterville (1965). He was a
Mem ber of the Comm ittee on Public
Relations, 1975 -76. He is a Partner,
Laeger and Loiselle, CPAs., Bangor,

NA THA N J. NA D DE O
C
F

Me.

Washington (1963). He served two
terms on the Committee on Chapter
Development, 1974 -76, and as Treasurer, Mid - Atlantic Council, 1975 -76.
He is a Partner, Arthur Young & Co.,
Washington, D.C.

THOMAS J. MADDOX
Charleston; Mobile (1960). He served
on the Committee on Public Relations
for two terms, 1974 -76. He is a Manager in the Charleston office of Ernst
& Ernst, Charleston, S.C.

LOISELLE

MADDOX

MANTHEY

EDWIN R. NELSON
Boston (1962). He served two terms
on the Committee on Membership,
1974 -76. He is a Partner in the Boston
office, Ernst & Ernst, Boston, Mass.

PHILIP S. MANTHEY
Akron (1961). He was a Member of
the Committee on Chapter Operations,
1975 -76. He is Assistant to the Vice
President and Provost, University of
Akron, Akron, Ohio.
W ILL IAM

J.

PAUL R. OKEN

MAUS

McCLAIN

MAUS

Erie (1966). He served on the Committee on Socio- Economic Programs,
1974 -75. He is Corporate Controller,
Lord Corp., Erie, Pa.

Long Island- Nassau (1968). He served
on the Committee on Chapter Development, 1974 -75, and the Committee
MsDERMOTT
on Chapter Operations, 1975 -76. He
was Chairman, Downstate New York
Area Council, 1974 -76. He is a Partner,
A. M. Pullen & Co., Garden City, N.Y.
� .
,

BILL G. Mc CL AIN
Central Texas (1965). He served two
years on the Committee on Public
Relations, 1974 -76. He is Corporate
Controller Texas Farm Bureau & Affiliated Companies, W aco, Texas,

MERCER

MINNEAR

MORRIS

MALCOLM PARKER
South Birmingham; Atlanta (1958). He
was a Member of the Comm ittee on
Chapter Operations, 1975 -76. He is
General Internal Auditor, South Central Bell Telephone Co., Birmingham,
Ala.

WILLIAM T. McDERMOTT

MELVIN M . PECHON

B ro o klyn (1968). He served as a M em-

New Orleans (1965 ). He was
per of the Committee on
Operations, 1972 -73. He is a
Director, Robbert, Favaloro &
New Orleans, La.

ber of the Committee on Socio -Economic Programs, 1974 -76. He is Principal, William T. McDermott, CPA,
New York, N.Y.
NADDEO

NELSON

OKEN

W ILLIAM R. MERCER

CLAIR M. RAUBENSTINE

Alameda County -South (1969). He
served three years on the Committee
on Chapter Operations, 1973 -76. He
is Audit Man ager, San Fran cisco/Oakland Office, Ernst & Ernst, Oakland,
Calif.

North Penn; Philadelphia (1965). He
was a Member of the Comm ittee on
Socio- Economic Programs, 1975 -76. He
is a Partner, General Practice, Coopers
& Lybrand, Philadelphia, Pa.

ROBERT E. MINNEAR
Atlanta Central; Dayton (1955). He
served on the Com mittee on Chapter
Operations, 1973 -75. He is a Partner,
Touche Ross & Co., Atlanta, Ga.
W ILL IAM C. MORRIS
Kalamazoo (1953). He served on the
Committee on Education for two terms,
1974 -76. He is on the accounting faculty, Department of Accountancy,
Western Michigan University, Kalamazoo, Mich.
72

a Mem Chapter
National
Pechon,

f CLIFFORD P. REEVES
PARKER

PECHON

RAUBENSTINE Raritan Valley (1967). He served on the
Committee on Chapter Operations,
1974 -76. He is Accounting Manager,
Export Division, Johnson & Johnson
i
International, New Brunswick, N.J.

lrvv

JOHN SEIFRIED

1)

REEVES

SEIFRIED

Chicago (1952). He is Manager, Cost
Accounting, E. J. Brach & Sons Division, American Home Products Corp.,
Chicago, III.
MANAGEMENT ACCOUNTING /MAY 1976

Nominees for Directors
ROBERT A. SEMENZA

76, and Vice Chairman, Operations, for
the Annual Conference in Anaheim,
Calif. He is President, Bekins Administrative Services Co., Glendale, Calif.

Connecticut Gateway (1961). He was
a member of the Committee on Chapter Operations, 1974 -76. He is a Partner, Hurdman and Cranstoun, New
York, N.Y.

DAV I D L . T H O M AS

E A

L. A. SOLOMONSON
Detroit (1964). He served two years
on the Committee on Chapter Operations, 1974 -76. He is a Partner,
DeCook & Solomonson, Troy, Mich.

SEMENZA

SOLOMONSON SOVEREIGN

WADDY L. THOMLEY

KENNETH W. SOVEREIGN

Shreveport (1962). He served on the
Committee on Chapter Operations,
1973 -76. He is an Analyst, Southwestern Electric Power Co., Shreveport, La.

Fox River Valley (1964). He served on
the Committee on Socio- Economic
Programs, 1974 -75. He is Controller,
Henrici's Restaurants, Inc., Subsidiary
of Green Giant Co., Des Plaines, III.

LUIS E. VIATELA
STEPHENS

ALVIS P. STEPHENS

SWARTZMILLER

Fort W orth (1963). He was a Member
of the Committee on Chapter Development for two years, 1974 -76. He
is a Partner, Arthur Young & Co., Fort
Worth, Texas.

THOMAS

®

Bogota International (1969). He served
on the Committee on International
Chapters, 1975 -76. He is Administration Manager, Monsanto Colombiana,
Inc., Bogota, Colombia.

WILLIAM P. YOUNG

BURNIEL O. SWARTZMILLER
Los Angeles; Columbus (1955). He was
a National Director, 1963 -64; member
of the Committee on Chapters, 196567; Committee on Membership, 1974-

Columbus; Canton (1956). He served
two years on the Committee on Chap ter Development, 1974 -76. He is Controller, Greif Bros. Corp., Delaware,
Ohio.

.

THOMLEY

VIATELA

H H
YOUNG

Kokomo Area; Indianapolis (1968). He
served as a Member of the Committee
on New Chapters, 1973 -74; and the
Committee on Membership, 1974 -76.
e
is Assistant Secretary, Penn -Dixie
Steel Corp., Kokomo, Ind.

Nominees for
NAA Nominating Committee
to Report in 1977
Chairman —LAFE P. FOX, Cleveland
A. P. BARTHOLOMEW, JR., New York
ROBERT G. CHAPMAN, Los Angeles
DONALD J. DiCLEMENTE, Harrisburg Area
BLISS R. FINLAY, Detroit
DONALD G. KERN, Baltimore
FRANCIS J. MEJSTRICK, Morristown
HARRY L. MORRIS, Kansas City
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G. KENNETH NELSON, Central Pennsylvania
ALLEN H. SEED, III, Boston
LEO R. SMENTOWSKI, Colorado Springs- Pueblo
RODERICK G. TURNER, JR., Atlanta Central
LOUIS VLASHO, Dayton
ROBERT F. WEST, Seattle
VERNON E. ZUMHAGEN, Rockford
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219.

A complete library of
every NAApublication

High on the list of NAA accomplishments has been the steady
output of Research Reports, Accounting Practice Reports,
Research Studies, and other literature developed and published
by the Association.
Now,❑you❑may❑purchase❑the❑complete❑NAA❑Superlibrary❑—
every❑title❑listed❑in❑the❑latest❑NAA❑"Publications"❑catalog❑—
at a special set -up- your - own - library price of $219.95, delivered.
(Shipping charges will be added where air shipment is
requested.) Purchased individually, these titles would cost
$334.64.
Included are 28 Research Reports, 13 Accounting
Practice Reports, 14 Research Monographs, 21 other research
studies and general interest books, 6 Cumulative Indices
identifying all material ever published in the NAA
BULLETIN and MANAGEMENT ACCOUNTING, and copies of
the 1972, 1973 and 1974 Certificate in Management
Accounting Examinations' questions and answers.
To order your Superlibrary, use coupon below, and send check
or money order (or purchase order if a company) to:
National Association of Accountants, Special Order Dept.
919 Third Avenue, New York, N.Y. 10022
PLEASE SEND SUPERLIBRARY TO:
Date
Name
Company
Shipping Address
Cit y❑—
"Country
❑ ❑NAA❑Member
❑ ❑Nonmember

State

Zip

We enclose check for $219.95 ❑ ❑U.S.A.
We enclose check for $234.95 ❑ ❑Outside❑U.S.A.
❑ ❑Purchase❑order❑enclosed.❑Please❑invoice.
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THIS CARD GETS YOU ADDITIONAL INFORMATION WITHOUT OBLIGATION.
MA N A G E ME N T A C C O UNT I NG 1 MA Y 1 9 7 6

F I RST CLASS
P E R MI T NO .
5227
NE W YO R K , N .Y.

BUSINESS REPLY MAIL
No postage stamp necessary if mailed in the United States
Postage will he paid by

MANAGEMENT
ACCOUNTING
Natio nal As s oc iatio n o f A cc o untants

919 THIRD AVENUE
NEW YORK, N.Y. 10022

at NANs
1976 ANNUAL
INTERNATIONAL
\CONFEREPiCE

People you won't want
to miss ... people you
can learn from —
Walter Wriston,
Chairman and Chief
Executive Officer,
Citicorp,
New York, New York
Herbert C. Knortz,
Executive VicePresident
and Controller,
ITT Corporation,
New York, New York
Clarence Walton,
President,
The Catholic University
of America,
Washington, D.C.

Up -to- the - minute topics ...
designed to help all
management accountants
and financial executives —
Living with Accounting Standards
Financing Business in Times of Uncertainty
Corporate Social Responsibility
What the Board Member Expects from
the Accountant
Salute to the Bicentennial
Accounting for Value in Inflationary Times
Relations Between the Accountant and
the Press
Operational Auditing
Effect of Inflation on internal Planning
and Control

and many more!

Seaquarium housing the world's largest
collection of tropical fish and marine life
Boat trip up the Inter- coastal Waterway
to Ft. Lauderdale
Luncheon in the spectacular Bahia Mar
resort complex
Parrot Jungle with amazing performing birds
Pre - teeners may participate on the
"Skipper Chuck" television show
NAA Music Hall featuring singing,
dancing, impressions and comedy

'It

Lewis H. Young,
Editor -in-Chief,
Business Week,
New York, New York
Myles L. Mace,
Professor Emeritus,
Harvard Business School,
Boston, Massachusetts

Something of enjoyment
and interest for the
entire family —

0 0

' Annual Inrernorionol
Conference /June 20-23
NATIONALASSOCIATIONOFACCOUNTANTS

At Robert Half,
our counselors are
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or employees
Whether you're
in any seeking
of these specialized
employment

es one
o know one
,

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 getti ng 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, c ompetent

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 HALF PERSONNEL AGENCIES

Specialists in Finance, Banking, Accounting and EDP.
Albuqu erque / Allentown / Atlanta / Baltim ore / Boston / Bu ff alo / Charlotte / Chicago
Cin cin nati / Cleveland / Columbus / Dallas / De n ver / De tr oit / Hartford / Houston
In d ian apo lis / Kan sas City / Lan cas ter / Long Island / Los Angeles / Louisville / Memphis
Miami / Milwau kee / Minneapolis / Newark / New York / Oakland / Omaha / Orange, Cal.
Philadelphia / Phoenix / Pittsburgh / Port lan d / Providence / San Diego / San Francisco
San Jose / Scranton / Seattle / St. Louis / Sta m f otd / Tampa / --Washington ?"Wilhiington
London, England / Toronto, Canada / Vancouver, B.C.

Circle 18 on Inquiry Card.

