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PRESIDENT'S PERSPECTIVE

Bureaucradde
A recent visitor to Washington while riding along Constitution
Avenue noted this inscription on one of our government
buildings: "The past is prologue." When asked what it meant, the
taxi driver quickly replied, "All that says is, 'Brother, you ain't
seen nothin' yet!' " The rapid proliferation of government forms
and reports alone warrants such a comment. Our country, in its
200th year, is in fact in an advanced stage of committing
"bureaucracide."
It has been estimated that it costs our economy $20 billion
annually to fill out government forms —and another $20 billion
for the government to print, process and store them. More than
one million reports are filed each year which report only that
there is nothing to report!
These figures disturb me as they should disturb every
businessman and every American citizen. There is a movement
on foot to measure the real cost and time burdens of government
information requirements against their benefits, using what is
known as the value /burden or cost 'benefit technique. The
General Accounting Office is doing some work in this area but
much more remains to be done. The Federal Paperwork
Commission has been formed to identify the most burdensome
paperwork problems and to solicit ideas for reducing the burden.
What we really need are effective methods of "birth control"
over new forms and reports —and effective methods to enable us
to get rid of them when they have outlived their usefulness. Your
suggestions are encouraged. Just send them to the following
address:
Federal Paperwork Commission
1111 20th Street, N. W.
Washington, D. C. 20582
In order to ensure the survival of our business system as we
know it, we must find the proper balance between constructive
competition and responsible regulation. As accountants and
businessmen, we can contribute to this crucial effort by assisting
in the development of criteria which will lead to a more rational
and less emotional approach to governmental regulations.
Both business and the public will benefit from such a dedicated
effort.

GEORGE D. GEE
President, 1976 -77
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PEER REVIEW, ILLEGAL PAYMENTS, AND LAWYERS' LETTERS
&

By Walter E. Hanson
This article is adapted from a speech by Walter E. Hanson, Senior Partner of Peat,
Marwick, Mitchell Co. It was presented at a joint meeting of NAA's St. Louis
Chapter and the Missouri Society of CPA's, and it reviews three areas of accounting
responsibility that continue to be of vital concern to the profession.
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MATERIALITY —AN ILLUSIVE CONCEPT
By Dianne P. Barnes
A need to define materiality pervades the whole field of accounting. We must
define it ourselves, warns the author, before government agencies do it for us and we
have to live with their decisions.
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By David C. Howard
The Cost/ Schedule Control Systems Criteria can provide a better approach to
income recognition on long -term contracts. In this article C /SCSC is compared
to the "percentage -of- completion" method, recognized by ARB No. 45 and the
AICPA's Industry Audit Guide, Audits of Government Contractors.
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By Robert L. DeWelt
As a business grows and becomes more complex, its management faces an
ever - increasing variety of problems. Among these are labor measurement and its
control. The author discusses the necessity of establishing exact measuring techniques.
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By Paul Anthony
The purpose of this article is to outline a comprehensive procedure which will enable
company management to determine toward what ends the data processing dollar
has been applied.
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The beef cattle business is a marginal business. All costs, states the author, should be
reviewed as managed costs and they should be evaluated in term of their contribution
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As more and more companies expand their commercial activities beyond national
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this article, the author describes some of the issues facing international financial
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You/ too, Can Write —and Well!
Would you believe it possible to write a bestseller about a rabbit?
Or a seagull? Or, say, one man's expense account?
Believe it or not, it has been done and will be done again and
again and again. Bestselling books written about "boring" subjects
are living proof that any topic can be treated in such a way and style
that it will be interesting to a wide audience.
If you think that articles in Management Accounting make dull
reading, why not try writing one yourself? All you have to do is
string together a series of words that not only inform but keep the
reader's interest from your byline to the endmark. It's the same
challenge we offer every NAA member every month.
There are no secrets to good writing, only a few pointers that the
experts have been preaching for centuries. Start with the generic
heading: HARD WORK and under that subsume: Rewrite, rewrite,
rewrite, and rewrite.
Recall some article you admired. We're willing to wager that that
article went through at least three revisions and probably more than
five.
The Number One fallacy is to assume that everybody is familiar
with your favorite technical topic and that writing about it would
be an exercise in redundancy. Of course, that assumption has been
proven wrong time and time again. Gold nuggets have been mined
in veins that many thought were thoroughly exhausted.
Another fallacy is that because you never have written before it
is impossible for you to write an article. With persistence and by
taking one step at a time anybody can write and write well. A paraplegic, for example, became a bestselling author.
You can write a better, more lucid article if you believe you can.
And the editors of this magazine welcome such articles on any
accounting topic. If you think it can't be done, listen to the
cash registers as they ring for Watership Down (rabbits), Jonathan
Livingston Seagull (a bird), and George Washington's Expense Acccunt ('null sed).
Are you a believer —and a potential writer now?
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We make Loans in a BIG WAY.
All the way from
X50,000 to
$20 million.
Usually, we advance considerably more
cash than other sources, such as a bank.
That's the reason why American business
turns to us for more than one and one -half
billion dollars annually in long and short
term money.
If any of your present or potential clients
engaged in manufacturing or wholesale
distributing needs more outside cash than
a bank line provides, we will welcome the
opportunity to see whether we can fill the
void.
For instance, many loan applications that
fail to win bank approval are acceptable to
us, since our criteria is cash flow rather
than net worth. In other cases, a bank is
willing to go only part of the way. We advance the remainder, giving the borrower
a larger line than the bank alone will extend.
It's also common for us to pay off and
take over a loan balance when a bank asks
for repayment instead of renewing its com-

mitment.

Besides advancing cash for expansion,
equipment and working capital, we regularly finance mergers and acquisitions.
The true cost of our services bears comparison with the cost of many bank loans
since we do not ask for deposits, so a
borrower pays us no interest on dead balances. Ask for a fact sheet or phone us,
charges collect, for a confidential discus-
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Loans and cash advances geared to
sales vo fume linventories /fixed
ass , fs /ac counts recei vable. Equipmenf
leased and f inanced.

sion.

National A c c e p t a n c e C o m p a n y
of America
C O M M E R C I A L F I N A N C I N G S IN C E 1 9 2 2
Bankers Building / 105 W est Adams Street
Chicago, Illinois 60603
National Acceptance Company
312/236 -5532
105 W. Adams S treet / Chicago, III. 60603
Send Fact Sheet.

REGIONAL OFFICES
Beverly Hills (Los Angeles) Cal.
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Letters

TO THE EDITOR

plex that never obtains a reasonable level
of
occupancy, or the oil venture that
Let's see more articles like Stephen F. drills
only dry holes, will generally not
Chase's "Is Hospital Accounting Difbe a sound economic investment. The
ferent?" March 1976, that stress simiprofitable tax shelter combines both the
larities between nonprofit and profit organizations; and that provide a basis for tax loss features and cash distributions
eliminating differences between fund ac- to investors in generating an attractive
counting and accrual accounting. Other- return on investment to the high income
tax bracket individual.
wise, what is there "to bring us together"
Mr. Jackson also points out the "negaas a profession common to all accounting?
tive basis" concept in the limited partnerThe examples that he uses from
ship shelter. All too often, the indivia hospital to illustrate his concepts are
dual
is so concerned with the significant
just as valid for school districts, colleges
tax
losses
flowing through from a shelter
and universities, or churches. The formal
in the early years of the investment, that
definition of responsibility within edthe income tax consequences of a later
ucation is as well- defined as it is in
disposition of the individual's equity
hospitals. Typically, however, the definitions are couched in academic terms, interest is unjustly not given due consideration.
which tend to be subjective qualities more
Mr. Jackson's article could be condifficult to measure than objective quansidered a primer on tax - sheltering investtities for accumulation and reporting
ments. The general concepts explored in
purposes.
the article should be reviewed and underA comparison with churches, however,
stood
by every individual considering incannot be quite so generous. A church
vestment
in a tax shelter.
possesses possibly the most amorphous
Larry N. Shaub
structure of any organization because
Indianapolis
Chapter
there are comparatively few paid emSpeedway, Ind.
ployees; most labor is contributed. Consequently, there is no basis for developing
the right discipline that responsibility accounting requires if it is to attain success. Valuable Timesaver
Another quality worth mentioning is
The article, "Do Tax Shelters Reallv
the author's writing style, which indicates
Reduce Taxes ?" by Mr. Jerry B. Jackson
a sly sense of humor, a quality more acin the May 1976 issue Of MANAGEMENT
countants could possess according to the
ACCOUNTING, should be required reading
non- accountants with whom I associate.
for all top executives.
During the years that I have been a
R. H. Schueler
Tax Manager, I can not even estimate
Reno Area Chapter
the hours that I have spent attempting
Reno, Nev.
to explain this highly complex subject to
my executives. I have made copies of
this article for them; and in the future,
I plan to have a copy of it in my desk for
The Mystique of Tax Shelters
ready reference as a valuable time saver.
Mr. Jerry B. Jackson's article, "Do Tax
Shelters Really Reduce Taxes ?" in the
W. Howard Wells, Jr.
May 1976 issue, pointed out a few often
Tax Manager
overlooked factors in an individual's
The Bibb Company
evaluation of the tax - shelter investment Macon, Ga.
decision. Foremost is the tendency of
the individual to be so imersed in the income tax savings attributes of the shelter
that the total economics of the shelter Very Timely Article
are overlooked. Very few shelters generHats off to Mr. Jerry B. Jackson's
ate an investment return unless cash dis- article, "Do Tax Shelters Really Reduce
tributions are made to the investor along Taxes ?" in the May 1976 issue of MANwith the tax loss flow - through character- AGEMENT ACCOUNTING. It is a very timely
istics of the shelter. The apartment com- article and has been presented in a
Bring Us Together

6

manner that is easily understood and
comprehended by people other than
those in the accounting field. It should
be recommended reading for the average
layman who would have little difficulty
understanding it.
I would like to encourage MANAGEMENT ACCOUNTING to give more consideration to articles of this type rather
than publish so many from the academic
field.
Vance A. Goble
Polk County Chapter
Lakeland, Fla.

Development of Staff—
First Priority
Mr. Lary L. Axline has written an
excellent article titled, "A Strategy for
Personal Growth," in the May 1976
issue, which emphasizes the importance
of a well- defined recruiting program of
a professional firm. The necessity of such
a program is highlighted in the current
economic situation in which most of the
major fines arre being extremely selective
in their hiring practices. This selectivity
is required in order to obtain the best
talent available while minimizing total
costs.
However, a good recruiting program
contributes only indirectly to the growth
of a professional firm. Without an adequate program of professional development for the current staff, a professional
firm cannot expect to have more than a
marginal growth (its ability to seek new
clients will be seriously diminished). Indeed, its ability to maintain existing
clients would be questionable if the staff
is not knowledgeable of current develop•
ment in its profession. Recruiting of new
graduates cannot be relied on to maintain the professional capacity of a firm
since even the best graduates have, as
Mr. Axline states, "only a threshold competence".
Just as a manufacturing company cannot sell products still in a "blueprint
stage," a professional firm cannot obtain
new clients by promising competent professionals at a future date. Human resource accounting does recognize the
value of the existing personnel within a
firm, but it does not attempt to value the
future staff of a firm.
Therefore, the first priority in a proMANAGEMENT ACCOUNT ING /OCTOBER 1976

,
fessional firm's strategy for personal
growth should be the development to the
fullest of its existing staff. The direct
result of such a program will be an increase in the firm's ability to obtain new
clients and provide additional services for
existing clients.
R. Horace Johnson
Raleigh- Durham Chapter
Raleigh, N.C.
Standards
The article, "Using Standard Costs
With LIFO and FIFO," by Robert L.
DeWelt, in the May 1976 issue, actually
reviews the criteria of why standards are
established and how they are to be used.
His approach was good and his example
of using inventories as a subject was ideal
because inventories are subject to substantial valuation problems. His examples
were also excellent, but the real importance of the article was his reasons for
the existing of standards and the understanding of variances. These reasons are
so important for the standard cost concept to work successfully in the system
that they cannot be overestimated.
The primary reason for the existence
of standards is to provide a realistic goal
or objective. In order to establish this
goal or objective, management must have
more than an adequate understanding
of its business operations, both its strong
and weak points. Then management
must analyze the company's relationship
to its particular operating environment.
In each case this understanding and
analysis of its own system along with the
incorporation of its management philosophy will result in a unique standard
cost concept for the business. Of course,
by establishing the standard cost concepts, the following benefits will be derived:
1. A formal identification and recognition of the manufacturing procedure
will be obtained.
2. There will be improved operational
control and reduced costs.
3. Current cost data for pricing decisions
will become available.
4. Continuity of transactions will be
maintained.
5. Reduced clerical effort will be needed.
The resulting variances will indicate
performance within the operating system and bring realism to the operating
policies and objectives of the business
and as a result, the understanding of the
MANAGEMENT ACCOUNTING /OCTOBER 1976
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Tools for todav's decision makers

Here's a new,
better way to manage all
your fixed assets.
The new computerized M &S Fixed Asset
Management SYstem gives you total control
over your fixed assets. Handles all financial reporting and tax
requirements. Offers important advantages over existing systems
including: 1) Replacement cost accounting capability. 2) Annual
updating of insurable values. 3) 385- character asset description.
For information without obligation call or write: Jack Heath,
Vice President, or contact your area M &S office.

1

Phone: (800) 421 -8436
In California, call collect: ( 213) 385 -1515.

appraisals by
Marshall and Stevens
Corporate headquarters:
600 S. Commonwealth Avenue, Los Angeles, California 90005
Offices around the world

W A Unionamerica Company

Circle 3 on Inquiry Card.
variances will be enhanced. The key then
is to have reports timely so that management can identify the problem and take
appropriate action.
Joe Seaman
Ohio Western Reserve
Chapter
Painesville, Ohio

electricity for example) would have a
profound impact on the overall performance against budget.
In spite of this flaw, looking at the
corporation as a whole, there is a great
deal of merit and practicality to the system presented by Mr. Wells.

A Great Deal of Merit

Ambler, Pa.

The article, "Costing for Activities,"
by Mr. Murray C. Wells, in the May
1976 issue, appears to be well- conceived,
with possibly one very important flaw.
He proposes to adjust the budget for
price changes. This may be a satisfactory
solution for measuring a production
manager's performance, but ultimately
this budget change has to be absorbed
by cost cutting somewhere else in the
corporation or the profits, dividends, and
cash flow will suffer. Obviously minor
shifts in prices will fall within the normal
range of profits, dividends and cash expectations; however, the major price
shifts experienced in the recent past in
petroleum related products and services
(petro - chemicals, oil, natural gas, and

F.K. Liedtke
Princeton Chapter

Taking On the Challenge
The article, "Metrication and the Accountant," by David Webber, June 1976,
brings up a very timely topic in the expanding list of challenges facing the
modern accountant.
The article mentioned that the estimated cost of converting to the lnetric
system would be as high as $500 billion.
This amount may undoubtedly show up
in the financial statements of American
businesses and could have a material
effect on those statements in two major
problem areas:
1. The need to write -off, or reduce the

THIRD ANNUAL
TEXAS COUNCIL OF NAA
PROFESSIONAL DEVELOPMENT
CONFERENCE
PROFESSIONAL DEVELOPMENT INSTITUTE
NORTH TEXAS STATE UNIVERSITY
DATES AND TIMES November 19 (2:00 -7:00 p.m.) and November 20
(8:30 -12:30 p.m.)
PLACE Union Building, North Texas State University Denton, Texas
PROGRAM
General Sessions - Jack Jackson, American Airlines -"Chief, Indians and Acc ountants "
Robert Donachie, Earth Res ources, Inc, -- "A Return to Com mon
Sense (Cents)"
Conc urrent Ses sions - "Orientation for the CMA Exam ination"
"Values for W ork ing ", "Financ ial Statem ent Checklist,"
"Cas h Managem ent ", "Bus iness Planning"
FEE $40 for NAA Members and $50 for non - members
This conference has been approved for eight (8) hours continuing education c redit.
For more information please write or call: Ellen B. Coulam,
2600 Northaven Road, Dallas, Texas 75229
Phone: 2141243 -4251

value, of fixed assets and inventory
which were built to standard
(English) measurements and which
would now become "obsolete "; and
The question of comparability of
financial statements. Additional investments in the business, through increased amounts of capital stock, liabilities or appropriated retained earnings,
would be needed, merely to maintain
the productive capacity of goods as it
was under the old system.
The need for a write -off would result
from the great difference between the
two systems of measurement. For example, referring to conversion tables, a
United States quart is equal to .9463
liter under the metric system. Or a pound
(avoir.) is equal to 453.59 grams. Such
odd differences would drastically reduce
the chances of interchangeability of component parts, of capital equipment producing such parts, of containers, and of
measuring devices. In fact, just to replace
the many containers and measuring devices would require a significant investment.
The article also pointed out the problem of accounting for the cost of con-

verting figures from one system to the
other and for retraining people to handle
it. This should not be quite as difficult
as it might seem. The public is already
becoming familiar with the conversions,
from those shown on the sides of food
packaging to those taught in high school
science courses (scientists use metric
measurement almost exclusively). Also,
many common measurements are already
part of the metric system such as kilowatts and dollars and cents. And, many
electronic calculators have built -in conversion tables.
Converting to the metric system is inevitable and will provide another challenge to the accounting profession. However, taking on such challenges has
caused our profession to grow as it has.
Ian Langsner
New Haven Chapter

to see someone suggesting that management also needs more information in
order to meet its primary responsibility of
managing the company. Mr. Allen H.
Seed's article, "Utilizing the Funds Statement," in the May 1976 issue, on the
utilization of the Statement of Changes
in financial Position points out to us that
we in managerial accounting positions
must not devote 100 percent of our efforts
to compliance reporting and disclosure.
We also have the responsibility of developing management information that is
useful in the day - today operations of
our companies.
The restructuring of the traditional
"funds statement" is a good example
of useful management information. Mr.
Seed has taken a seldom used financial
statement and expanded its use to cover
both the areas of responsibility reporting
and strategic planning. This particular
approach is most intriguing since most
of us have had responsibility reports designed around budgeted income and expense areas with the traditional measurement factor, such as "return on assets,"
"inventory turnover," "days outstanding
in receivable," etc., but we have not developed an analysis of cash flow that incorporates responsibility budgeting or
projections.
Mr. Seed's article offers us a challenge
to develop this management too] and
present it to our management, complete
with guidelines on its potential use in
managing the company cash. As lie pointed out, the future of most companies is
dependent on how well its cash management program is developed.
W.R. Temple
Manager, Accounting
Systems Development
Royster Company
Norfolk, Va.

Copper— Another Look

"A Look At The Copper Industry," by
JaInes H. Krilich, MANAGEMENT AcCOUNTINc, March 1976, contains certain
assertions from which mistaken inferences
could easily be drawn. Three of these in
particular warrant another look:

Milford, Conn.

Utilizing the Funds Statement

In a period of increased emphasis on
disclosure through expansion of footnotes
to financial statements, it was refreshing

1. "The Copper Industry "is a misnomer
because it is too broad a categorization.
Actually, several major industries are
based on the red metal. First of course
is mining which includes removal of
the ore from the ground and separatContinued on page 18
MANAGEMENT ACCOUNTING /OCTOBER 1976

My company's sales are
❑ ❑under❑❑ ❑over❑$500,000❑a❑year
and❑we❑employ❑❑ ❑under❑❑ ❑over
50 people.

Get fast relief
from Paperwork Pain.
SEND FOR THIS
FREE BOOKLET NOW.
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The Service Bureau Company
500 West Putnam Avenue
Greenwich, Connecticut 06830
Attn: P. Ianuly

in a series of problems your business can do without)

"I'm afraid I won't be in to do the payroll today."
Who can yo u depen d on to get
your checks o ut when y ou r depend able pay roll clerk can 't m ake it in ...
or goes on vacatio n ... or retires?
You co uld sp end a lot of time and
money to train ano th er payro ll clerk.
Or yyou could let The Serv ice
Bureau Com pan co mp uterize y ou r
payroll for as little as $25 a week.
With SBC h an dlin g yo ur p ay ro ll,
yo u can spend m ore
tim e h an d lin g yo u r b u siness.
SBC has a pro ven 4 -point system
to help take th e h assles ou t o f y our
payroll.
That mean s yo u can cut d own on
profitless p ap erwo rk. An d redirect
your best peo ple's efforts into areas
where they can help make y ou m on ey
Plus, yo u get accu rate m an agement inform atio n to help y ou control
your biggest op era ti ng exp ense —
labor costs.

An d when you're ready, SBC can
get yo u up and running in as little as
on e week.
We're the computerized
bookkeeping experts. Since 1932.
Which m eans you profit from our 40
years ex perience. (That's why they
named th e whole service bureau
indu stry after us — The Service
Bureau Com pany.)
We han dle Payroll, Accounts
Receivable, Sales Analysis, Labor
Distrib utio n, General Ledger, and
Accoun ts Payable for businesses just
like you rs.
Send the coupon and we'll send
you a valu able booklet, "6 Things You
Can Do Tod ay That Can Help You
Make Yo ur Company More
Profitable."
But better hurry. Because the
soo ner yo u mail us the coupon, the
faster we can solve your payroll
pro blems.
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NAA Committee Comments on Proposed Standards for Accounting Schools
The AICPA Board puts over - emphasis on public accounting in the discussion draft on
"Standards for Professional Accounting Programs and Schools," a special NAA committee
said in a nine -page letter of comment
the draft. Headed by Herbert C. Knortz, the NAA
Professional School and Accreditation Committee wrote "The major concern Of our committee with respect to the draft is its over - emphasis on the public accounting segment of
the profession and the inadequate recognition of the other components of the accounting
profession: management, government, not - for - profit and teaching accountants." The comments should not be construed as opposition to the concept of accreditation of accounting
programs and schools, the Committee noted. Its remarks were addressed to Dr. Herbert E.
Miller, chairman of the Board on Standards for Programs and Schools of Professional Accounting. The Board was recently established by the AICPA to set standards for accounting
schools and programs. In an earlier report to the NAA Board of Directors, the Knortz
committee favored accreditation of accounting programs and schools if all segments of the
profession were represented in the development of accreditation standards and in the
administration of the accreditation process.
Arthur Andersen Loses Round in Challenge of SEC Rulings
A federal judge in Chicago has rejected an Arthur Andersen motion for a preliminary injunction barring the enforcement of two SEC pronouncements. The "Big 8" firm went to court
to challenge ASR No. 177 which requires that when a corporation changes its accounting
methods, the auditor must state whether or not the change is to a "preferable method." The
firm also challenged ASR No. 150 in which the SEC recognized FASB statements as a source
of "substantial authoritative support" in determining accounting practice. As Management
Accounting went to press, Arthur Andersen had not said whether or not it would appeal the
ruling. Judge Prentice H. Marshall, who denied the motion, said he saw little chance of
Andersen's position prevailing. Meanwhile, in a related development, the Financial Accounting
Standards Board submitted a position paper to the SEC on the issues raised by the public
accounting firm. The Commission expects to hold a public meeting on the issues.
John C. Burton Will Join New York City Government as Deputy Mayor for Finance
The controversial chief accountant of the Securities & Exchange Commission has been named
deputy mayor for finance in the New York City municipal government. Mr. Burton, who joined
the Commission staff in 1972, earned the reputation of being one of the most active chief
accountants in the history of the agency. He will succeed Kenneth S. Axelson, a senior vice
president of J. C. Penney Co. and NAA member, who had been serving the city at $1 a year
during its financial crisis.
FASB Issues Discussion Memorandum on Business Combinations Accounting
A 352 -page discussion memorandum on "Accounting for Business Combinations and Purchased
Intangibles" has just been issued by the FASB. The memorandum discusses 38 issues and
alternative solutions to them within the framework of historical cost -based financial statements.
A public hearing in New York on May 17, 1977, has been scheduled on the issues.... In an
action relating to the Board's fund - raising body, the Financial Accounting Foundation announced that the Securities Industry Assn. will become the Foundation's sixth sponsoring
organization, effective this month. NAA is one of the six sponsors of FAF.
Typical New Outside Director Comes from Finance Function
The typical new outside director is a man of 52 with an advanced degree in law or business
and whose major career experience has been in the finance function. These were some of
the facts revealed by an analysis of recently elected outside directors in a study by Heidrick
and Struggles, a management consulting firm based in Chicago. The study also showed that
just five percent of "freshmen" directors are women and only two percent are from minority
races. Some 555 recently elected outside directors of major companies were included in the
study.
Retired IASC Chairman Talks about Standards
"What are Accounting standards ?" asked Sir Henry Benson, the first chairman of the International Accounting Standards Committee (IASC) in a recent address. "There is confusion even
in the name because they are called various things: principles, norms, recommendations, codes
of practice, guidelines and other names. I hope the word 'standards' will come into international use to cover all these descriptions. An accounting standard is a clear definite directive
as to how financial statements should be presented; what should be contained in them; and
how the multifarious items which go to make up financial statements should be dealt with."
12
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CPA
It's enough
to make a
mother cry.

You owe it to your mother to be a CPA. After all,
she's done so much fo r you and she expects
that you'll be somebody.
A CPA Is more than lust somebody.

A CPA is a professional who has
unlimited opportunities.
In these days of intense competition
you owe it to your mother (and yourself)
to put yourself into the best position
to rise to your full unlimited potential.
Call our local counselors and they will
tailor a realistic approach to help you
pass the CPA exam.
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Become a CPA and make your mother
happy enough to cry.
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70% paUss
those parts of the next CPA
exam af ter taking our co urses.
Students may enro ll in any
one or combination of the tour
parts. 2600 o f our fo rmer
students successf ully
completed the CP A exam,
from one to f our parts, in
No vember 1974 which represents

1/3 of USA

CPA
REVIEW
Natio nal Headquarters
15760 V entura Boulevard
Encino, California 91436
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TALK ABOUT INVOLVED
WHAT IS DATA RESEARCH, INC.
DOING ABOUT SMALL BUSINESS
INFORMATION NEEDS?
Investing in it. In the past five years we spent
well over $250,000 on new production facilities
and equipment and research and development.
Many years of research effort to develop high
grade information processing systems, for example, have led to an extensive management
and data processing agreement being awarded
to Data Research, Inc. by Dr. Esther N. Keller, a
former government expert and internationally
renowned economics adviser specializing in
small business.

WHAT'S NEW IN DATA
RESEARCH, INC. PRODUCTS?
For starters, we have developed what we consider to be the most powerful and cost - effective
management tool for small business in the nation. It is the long- awaited intelligent, scientific
approach to small business information needs.
The AMRICO utility brings to small businesses
vital elements of management and computer
technology. The utility combines integrated small
business recordkeeping and management systems and services, a remote terminal and print
system, and large, economy -of- scale, Data Research System VM /1 computer power. The service is installed a module at a time. This permits
us to build systematically for clients a fully integrated and personalized information processing
system. A most definite possibility for the future
contemplates our firm manufacturing custom
computer peripherals for clients.

ARE DATA RESEARCH, INC.
PERSONNEL INVOLVED
THROUGH THE INSTALLATION
AND BEYOND?
Definitely yes. Our people are responsible professionals. We achieve results initially and on
an on -going basis yet without compromise in
terms of quality or confidentiality. We plan
shortly to offer instructional courses in business
systems, data processing and management
techniques at our San Mateo education center.
We have defined small business management
requirements in terms of practical needs —optimum performance at realistic prices; operational reports that are timely and accurate. In
short —value for dollars.
Before you subscribe to any recordkeeping or
financial advisory service, or allocate resources
towards the purchase of an in -house computer
system, send us a request for preliminary information.
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1
A Data Research Consultant
1
Technical info rmation o n automated recordkeeping systems.
1

PLEASE SEND
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Inf ormatio n as to why clients vo ted against co mputer ownership and subscribed to AMRICO
services.
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Executive Headquarters located
at 1710 S. Amphlett Boulevard
One Peninsula Place
San Mateo, California 94402
Telephone (415) 573 -8364
Ci r cle 5 o n I nqui ry C ar d .

PEER REVIEW,
ILLEGAL PAYMENTS,
AND LAWYERS' LETTERS
We can see that the government is ready, willing and able to fill
the void when those of us in the private sector cannot settle
our differences or initiate programs for reform.

lines? The reviewers spent more than 12,000 hours
on the task. More than 150 partners, principals,
In the Spring of 1975, we engaged Arthur Young and managers were used in the management. They
& Co. to perform a peer review of our audit quality brought a wide range of expertise to the review.
control. The scope of the review was determined After a thorough analysis of our Executive office
by Arthur Young. It encompassed all the proced- procedures, teams visited 18 operating offices and
ures called for in the AICPA plan for implemen- reviewed in depth our work on a significant numtation of a voluntary program for reviews of multi - ber of audit engagements.
Now that we have undergone peer review, these
office firms, but was carried out in considerably
are some of the conclusions we have reached about
greater depth.
I would like to focus on a few procedures be- the process. First of all, it doesn't hurt. Second,
cause they represent the concerns which one hears I can tell you that we have profited professionally
about peer review. The AICPA plan suggests that from Arthur Young's comments. But more basic
than this, the review gave us a sense of renewal of
there be three general stages:
1. Review of quality control procedures at the the whole concept of professionalism. When the
firm's national office and, if applicable, at some board of directors at the AICPA raised questions
about our desire to make the results of the review
or all of the regional offices,
2. Review of quality control procedures at selected public, they were missing a very important point,
that professional conduct must be subject to public
practice offices, and
scrutiny. As a profession, our power, our authority,
3. Review of selected audit engagements.
What are some of the things which the re- must be based on the fact that we are accepted by
viewers should look for in the national office? The our publics.
AICPA Guide says, "Documentation should be
Self Regulation
available at the national office as evidence that the
From a legal standpoint, state laws require that
described quality control procedures are in operations. For example, the national office would the public have the best of services and that it be
probably have certain statistics, correspondence and protected from the shoddy and the incompetent.
other data relevant to procedures regarding client We argue that this protective shield can best be
acceptance and retention, hiring, training, promo- provided if we, as professionals, are permitted to
tion, independence, and internal inspection. In regulate our own affairs.
Historicallv, we have tried to regulate ourselves,
addition, the national or regional offices would
probably have data useful in judging the effective- by enacting our ethics code and punishing transness of the reviewed firm's practices with respect gressors. Is this enough in today's environment?
The answer is clearly "No." We must continue to
to supervision, review and consultation."'
How did Arthur Young respond to the guide- educate ourselves, which I am pleased to see we
are doing, with the enactment of continuing education laws in manv states, and we must adopt a
i P lan fo r Ini lementation of AICPA Voluntary Program for Reprofession -,,vide peer review program.
views of Q uality Control Procedures of Multi -office Firms, AICPA,
New York, April 26, 1974, p. 9.
As long as we continue to submit ourselves to
By Walter E. Hanson

MA NA G EM EN T A C C O UN TI N G / O C TO BE R 1976

W. E. HANSON
is the Senior Partner
of Peat, Marwick,
Mitchell & Co. and
Chairman of its
Executive Committee.
He is a graduate of
Lafayette College
where he is Chairman
of the Board of
Trustees. Mr. Hanson,
who is very active in
many areas of the
Accounting Profession,
is also a member of
the Advisory Council
of the Stanford
University Graduate
School of Business.

15

"For some
time now, the
SEC... has
been
pressuring for
peer review."

public scrutiny, voluntarily, we need have little fear
that the government will take upon itself police
powers to monitor our conduct, or to set standards.
After saving this, I must add, however, that the
issue is not without a sense of urgency.
For some time now, the SEC, speaking through
Chief Accountant John C. Burton, has been pressuring for peer review. He feels that there must be
public information about the regulation of firms,
and that the public must be aware of who is accredited and who is not, and what steps are being
taken to assure adequate performance.
We have also seen pressure for peer review from
another direction, the Congress. A piece of legislation which was originally attached to the Energy
Bill signed by President Ford, had specified that
the General Accounting Office (GAO) would
exercise review rights over the audits of energy
companies and their independent auditors. I think
it significant to note that when the GAO -audit
legislation came before the House, the members
voted 233 to 166 to thrust the GAO into the role
of overseer. That vote tally is really instructive. It
was only through the massive educational campaigns by the AICPA and various state societies
that the thrust of this legislation was blunted. However, we should not let our success in this one
issue distract us from the clearly defined straws in
the wind. Peer review is coming, one way or another —let's do it voluntarily —let's do it our way.

Illegal Payments
Now, what about illegal payments which, of
course, include bribery, political contributions, aiding and abetting tax avoidance, and the whole
range of post Watergate business dealings which
have been crowding the headlines. Where are we
now? While the SEC has taken the initiative, they
have set no official guidelines for corporate behavior or, better said, misbehavior. A seminar held by
the Practicing Law Institute in New York City
helps to illustrate this point. The seminar brought
together SEC officials and staff members, members
of the securities bar, and law professors. Among
some hypothetical questions posed for the panelists
were the following:
1. If a candidate for the board of directors helped
file a false tax return in a country where that
practice is illegal but not unusual; must it be
disclosed?
2. Suppose a construction company gives some
$100,000 in so- called grease money to building
inspectors; must it be disclosed?
3. Suppose a company has a substantial contract
subject to cancellation in a foreign country and
the contract was signed only after a substantial
bribe was paid; must this be disclosed?
The panelists' answer to all three problems was an
unqualified maybe. The general feeling of those in
attendance was that the SEC officials provided
little guidance and one practicing attorney said that:
"We are in a state of great confusion."

is

I think most of us would share that feeling, too.
The state of confusion is reflected in speeches by
SEC members, and by Chief Accountant John Burton. In speeches in Portland, Oregon, and in New
York, some time ago, Sandy (Burton) found it
shocking that major corporate executives were running back and forth carrying cash to the Bahamas
and to Switzerland. He questioned how well our
system was working, but gave no guidelines. He
suggested that auditors look into vulnerable areas,
but not make illicit payments the primary focus of
the audit.
Last year, Commissioner A] Sommer suggested in
a speech that companies should be required to disclose foreign payoffs and bribes without identifying
the country. This was a modification of an earlier
SEC stand.
Before he left the SEC, Chairman Ray Garrett
confessed to a quandary about disclosure. In
speeches he said that material disclosures should
be made, but he recognized the political and economic impact such disclosures might have. He said
that if petty bribes conform to custom and usage,
disclosure need not be made.
But the question remains, how do you make your
distinctions? Those of you who know Ray Garrett
might find amusing the title he put on one of his
speeches on the issue. Speaking to The American
Society of Corporate Secretaries at the Greenbrier,
he called his talk, "A Homily on the Glories of
Right Conduct and the Wages of Sin." But in the
speech, he took a much more sober view. He spoke
of the State Department's concern that many foreign countries resent our entire approach. Some
regard us, lie said, as arrogantly presuming to protect them from the venality of their own officials.
A year ago, Al Sommer, questioned whether
"... it's time we assess the extent to which we wish
the Commission to police corporate conduct."
Have you noticed what I have been doing here?
I have been looking to speeches and newspaper reports of speeches to tell you what I think the SEC
thinks about disclosure of illicit overseas payments.
Let me now present a case to you. Suppose an
auditor, following the suggestions made in SEC
members' speeches, tells his client that if he has
made illegal overseas payments he had better disclose the fact. By that time the client has had his
legal staff research the problem and he tells the
auditor that he can find nothing in the securities
laws or releases that tells him how to go about this
disclosure. The auditor says, "But look at the
speeches . . ." The client, quite rightly, says,
"Speeches don't count. ASRs (Accounting Series
Releases) count." "And besides," he adds, "I find
no consistency in the speeches." The SEC Commissioners themselves admit that they are in disarray
over the issue and there is no single SEC position.
SEC Chairman Rod Hills, once told a Congressional Committee, "There are no clear guidelines, but
we are working on them."
The real facts are these. The Securities and Exchange Building in Washington is eight stories high.
On the eighth floor sit the Chairman, the ComMANAGEMENT ACCOUNT ING/OCTOBER 1976

missioners, and Mr. Burton. And down on the
fourth floor, the Enforcement Division works. Let
me assure you, there is no disarray on the fourth
floor. The uncertainty on the eighth floor has not
sifted down very far in the building.
An example. A year ago, the SEC invited companies to volunteer data on illicit payments and
thus lessen their chances of facing enforcement
action. There were few takers. Only two or three
companies accepted the invitation. One Commissioner said the invitation was too complicated
perhaps.
...
But lawyers told reporters that uncertainty about
the SEC position was too widespread and that
they did not know what to advise their clients to
do. Bristling in response, Stanley Sporkin, the head
of the Enforcement Division, declared, "The only
people who have any difficulty interpreting what
we're trying to do are the lawyers. Morality needs
no guidelines." And so we are back on square one.
Let me share with you what we have found to be
the materiality guidelines based on our knowledge
of client and non - client experience with the SEC
over the last year and a half.

in

I. Was top management aware of or involved in
the transaction?
2. When made aware of the illegal transaction,
what did top management do to: condone, condemn, and disclose it?
3. Were the funds illegally paid, concealed or dispersed outside the established financial control
or reporting system, by way of "slush funds"
or otherwise?
4. Were the transactions properly recorded on the
books and records, and properly classified in the
accounts?
5. Were tax returns properly filed?
6. Would disclosure of the transaction result
expropriation of assets or loss of significant business?
7. What would be the future impact on earnings
if the transaction ceased in the future?
If there is no question of the integrity of top
management, no question regarding the fairness
of the financial statements filed with the SEC, or
tax returns filed with the IRS, no suggestion of
expropriation, and no significant effect on future
net income, a good case for non - disclosure can be
made even if illegal transactions were entered into.
This is true, of course, provided they were
stopped when brought to top management's attention.
Right about now you may be asking, "What does
Peat, Marwick, Mitchell & Co, tell clients ?" We
tell them, "Get your house in order. If there have
been any illicit payments, they had better be
stopped." If the payments are "material," as defined by the SEC, we insist on some form of disclosure.
In grey area situations, we recommend voluntary
disclosure to the SEC, because three years after
the fourth floor people bring an action, it does
MANAGEMENT ACCOUNTING /OCTOBER 1976

little good to learn that a judge agreed with you "... uncerthat there were no published guidelines. Because
for those three years, you will have had a tough tainty
time in the newspapers and at your stockholders'
about the
meetings.
Lawyers' Letters
My third area of concern is lawyers' letters.
Those of you who know about this know that up to
now the discussion has been on a highly technical
plane. Crucial arguments turn on precise definitions of terms. The Organized Bar and the AICPA
have been wrestling with the problem for several
years.
There's a story I want to share with you that's
not on such a high intellectual plane. It has to do
with a jail cell in Tulsa, Oklahoma, and the experience of a CPA who spent a night in that jail
partly over the issue of lawyers' letters.
The CPA is the managing partner of the Tulsa
office of a major accounting firm. A federal grand
jury was taking testimony about a corporate client's
admission that the company maintained a secret
$1.4 million fund from which it made political
contributions. The grand jury asked the accounting
firm to produce its tax accrual work papers and
copies of the client's lawyers' letters. The firm's
counsel told reporters that the strategy at this point
was to refuse the grand jury request and accept the
fact that the CPA would be cited for contempt of
court. Thus, the case would be moved into a higher
court for final decision. The firm emphasized that
it had already given the grand jury 12,000 pages of
work papers from the audit, and the fine fully
expected to argue its case further in the higher
court.
But, to the dismay of both the firm and the CPA,
a federal judge took the issue off the high intellectual plane. The judge ordered the CPA handcuffed
and led away to spend the night in the Tulsa
county jail.
There are those who say that accountants lead a
neat and orderly existence, dealing only with abstractions, always with numbers. This action, and
the issue of attomey- client privilege and the overall
litigation jitters affecting both professions, have
brought about a near impasse on this very important
issue. Accountants have the responsibility of independently verifying the impact of litigation on their
clients' financial statements, and the only independent source of this information is the legal profession.
Guidelines drawn up by an American Bar Association Committee were criticized by both trial
lawyers and accountants. About a year ago the Bar
Committee published an amended guide. But the
amended guide created problems. It has been sug.
gested that if all lawyers were to follow the ABA
guide, accountants would have no other course but
to issue limited scope opinions.
Now, what are the issues? Three really. First,
how much information about unasserted claims
should an attorney give to the auditor who asks
about contingencies? Second, should the attorney

SEC position
was too widespread. . ."
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" , I'M
skeptical that
the new
procedures
will work in
practice. .

express an opinion about the outcome of litigation
or unasserted claims? And third, should an attorney
estimate damages which might be asserted after
litigation?
FASB Opinion No. 5 gives accountants guide lines on contingencies. These are quite clear and
unyielding. Speaking about the Bar Committee's
stand on this issue, Al Sommer of the SEC said,
"If this standard becomes widely used by the legal
profession, auditors quite rightly can foresee a drying up of opinion type information in response to
their letters to counsel." What if the Bar adhered
closely to the Committee standards? Mr. Sommer
thinks that we would see a larger number of qualified opinions as to uncertainty.
Suppose the auditor does not get a response or
is dissatisfied with the response he does get? Well,
I don't have to tell you that the CPA's opinion
would have to be qualified as to scope.
Thus, under the 1933 Act, registration would
be denied. Under the 1934 Act, a Form 10 -K,
which included a scope qualification, would not be
in compliance. The issuer would be in default under Section 13(a), and in this reference, Mr. Sommer said, "a circumstance that might lead to a
number of untoward consequences, not the least
of which could be the suspension of trading."
Hopefully, we will not reach that point, since a
compromise has at least temporarily been reached.
In the compromise, the legal profession has explicitly accepted greater responsibility to advise
client companies as to when securities law requires

disclosure of unasserted claims. The accounting
profession, in turn, has agreed that a lawyer needn't
comment on an unasserted claim unless the client
company already has disclosed it to the auditor.
This procedure doesn't infringe on lawyer - client
privilege, because it is assumed the client waived
that privilege in disclosing the items to the auditor. The audit letter also would state explicitly the
company's understanding that the lawyer will advise it whenever he considers a disclosure necessary.
The lawyer also is asked to confirm that understanding in writing to the auditors.
Personally, I'm skeptical that the new procedures
will work in practice because it's Mickey Mouse,
but I'm at least willing to give it a try in the interest of preventing our clients from getting caught
in the middle of an inter - professional squabble just
prior to closing their accounts.
Conclusion
In each of these issues, we've shown interaction
between government, the legal profession and the
accounting profession. We can see that government
is ready, willing and able to fill the void when
those of us in the private sector cannot settle our
differences or initiate programs for reform. Clearly,
this impacts not only the professions, but those
whom we serve. It is vital, therefore, that the private
sector stop quibbling about finite issues. We must
take a leadership position which will be so impressive that the public will not need to turn to government.
❑

LETTERS
Continued from page 8
ing out the bulk of the impurities to
beget concentrates, the first commercially marketable mineral product.
Next comes smelting and refining
whereby remaining impurities in the
concentrates are removed by heat treatment and electrolytic treatment; this
is a separate industry called Primary
Copper (Standard Industrial Classification #3331). There then follow several separate alloying and fabricating
industries which use copper as one of
their raw materials; these include Copper Rolling and Drawing (SIC 3351);
Brass, Bronze and Copper Foundries
(SIC 3362) and Plumbing Fittings
and Brass Goods (SIC 3432). A few
companies are engaged in all three
industrial categories (example: Kenne-
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cott), but the majority of them in just
one or two (e.g., Revere Copper and
Brass only in the third, Cyprus Bagdad
only in the first, and Inspiration Consolidated Copper only in the first and
second) .
"Most of the production comes from
small mines ..." is not a tenable statement. The days of small high -grade
copper mines is past. Only the economies of large -scale mining have been
able to overcome ever lower grades of
ore. Consequently virtually all United
States copper comes from very large
mines, some of course being larger (or,
if you will, smaller) than others. Take
the mines responsible for 99 percent
of United States or world copper production; none of them is small.

The several referances to "specifications" and "brands" are likely to confuse. Brand names apply only to alloyed or fabricated products; for example,
"Revereware ". Refined copper, on the
other hand, is governed by strict specifications laid down by the American
Society for Testing and Materials.
Thus electrolytic copper wire bars
(A.S.T.M. Designation B5 -73) must
have a chemical composition of 99.90
percent copper, silver counted as copper, and have a resistivity at 68 degrees
Fahrenheit not exceeding 0.15328
ohm.
Dixon Fagerberg, Jr.,
ELA
Phoenix Chapter
Sedona, Ariz.
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MATERIALITY -AN
ILLUSIVE CONCEPT
If the accounting profession is to progress, the criteria and
processes of judgment in accounting matters must be studied,
analyzed and described as fully as possible.

By Dianne P. Barnes
There are many factors that affect materiality.
There are, for example, external environmental factors over which the company has little or no
control, and there are external environmental factors over which the company does have control.
The ones over which it has no control would include the state of the national or world economy,
the availability of resources for the firm's product,
the nature of the competition, governmental regulations, and the overall political environment of the
country in which the company operates. The external environmental factors over which the company does have some degree of control would include
the position of the company within the industry
and the response to the competition in the industry
to hold on to that position.
In an industry where the company holds a strong
position and the competition is not a factor, materiality becomes a big item. Where a firm becomes
almost the entire industry, its actions definitely
have an impact on stock prices and must be kept
under close scrutiny by the regulatory bodies. In
the same light, however, some industries (such as
steel, oil and aluminum), have so few firms producing the product that any action by one of the
firms becomes material. This is where government
regulation comes into the picture.'
Another factor that affects materiality is the degree to which an item affects the firm as a whole.
Here again, this is a relative term. Something that
is material to one company, may not be material to
another because of the volume of business it does
or to the nature of business. Some of the differences
that would affect materiality are whether the enterprise is labor or capital intensive, whether it is
horizontally or vertically integrated, whether it is
concentrated in one geographic area or widely dispersed, whether it is dependent on a single source
To prevent monopoly situations, price fixing, and to promote
free enterprise and competition, the government sets regulations
over whic h the firms have little or no c o ntro l, but mus t b e co mplied with.
FASB Discussion Memorandum, An analysis o f inues related to
"C riteria fo r Determining Materiality, " March 21, 1975, p. 75.
s Ibid., p. 78.
Ibid., p. 68.
I
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of supply, whether it is dependent on a single
customer, whether it is dependent on the development of new products and technological change
rather than a well- established product, and whether
it has a high inventory turnover.a

Uncertainty
Uncertainty is another factor that affects materiality judgment. "In weighing the effect of uncertainty on a matter's materiality, preparers and
auditors seek to assess the probability of the occurrence of a future event and of the amount and timing of its potential financial effect ".g Creditors, also,
are most concerned with the risk associated with
uncertainty. Generally, creditors worry about the
return on their investment. Materiality to these
people means the extent to which an item affects
the ratios which they use to judge the solvency of the
firm.
Uncertainty also affects estimates of depreciation,
depletion, and amortization. All of these will have
an effect on financial statements of future periods.
When it becomes apparent that an estimate is not
accurate, it can often be a material event.

Accounting Changes

D. P. BARNES
New Haven Chapter,
is a member of the
Credit Staff,
Remington Arms Co.,
Inc., Bridgeport,Conn.
She holds a B. S.
degree in Accounting,
magna cum laude,
from the University
of New Haven, where
she is presently
working toward an
M. S. degree in
Accounting.
This article was
submitted through the
New Haven Chapter

Another factor to be considered when determining materiality, is the magnitude or financial effect
the decision will have on the firm, not only today,
but in the future as well. "With respect to magnitude and financial effect, some preparers and auditors believe that, absent unusual circumstances, an
item generally should be considered material if it
affects net income by ten percent or more and not
material if it affects net income by five percent or
less. They believe that the materiality of matters
whose effect on net income falls between five and
ten percent should be determined through a careful
analysis of the nature of the matter and the surrounding circumstances." 4 Accounting changes fall
under this category. There are four classifications of
accounting changes; errors, changes in estimate,
changes in accounting principle, and changes in an
accounting entity. Accounting errors affect the present and prior periods, and if material enough, must
19

" Most of these
accounting
changes are
the result of
judgment
decisions."'

be corrected through a prior period adjustment. An
accounting error results from either a bad judgment
decision or an outright mistake. Some of these
include, use of an unacceptable accounting principle when recording the item, use of an unrealistic
accounting estimate, recording of incorrect
amounts, failure to recognize accruals or deferrals,
wrong classification of an item, and incorrect allocations of an item.
Changes in an estimate affect present and future
periods. These changes are caused by updated
knowledge or changes in circumstances surrounding
the item in question, such as, a change in the useful
life of a depreciable asset, a change in the rate or
recovery of bad debt losses, a change in the expected
recovery of a deferred charge, a change in the expected realization of a deferred revenue, and a
change in cost of warranty obligations for goods sold
under guarantee.
A change in accounting principle affects the
present period by way of a catch -up adjustment. It
is usuallv in the form of an extraordinary item on
the income statement and a footnote disclosing the
justification for such a change. Prior periods should
not be restated except for the net income and
earnings per share, which should be shown pro
forma. Some of these accounting principle changes
include a change from a FIFO to a LIFO method
of inventory pricing, a change in depreciation
methods (as from straight line to accelerated), and
a change in the method of reporting construction
contracts or research and development expenditures.
The other classification of an accounting change
is that of a change in the accounting entity. In
this regard, APB Opinion No. 20 states, "A different group of companies comprise the reporting
entity after each change." Some of these include,
presentation of consolidated statements instead of
individual ones, change in subsidiaries reporting on
a consolidated basis, and the addition of new entities reporting on a combined basis. These changes
affect the financial statements only prospectively.
Most of these accounting changes are the result
of judgment decisions. In all the cases, management
has either made a correction because of a bad judgment decision, altered a previous estimate, changed
from one approach to another, or changed from
one method of reporting to another more favorable
to the particular enterprise. It is all a matter of
judgment. If the judgment is sound, the concern is
a "going concern," if not, it fails. This seems to
be the central issue of the controversy over materiality. "... what is material in a particular instance is a matter of judgment; the ultimate test
of what is material can only be gauged by events
of the future. "s
John V. Van Pelt, I1I, "Materiality, " Management Account ing June 1975, P. 15.
Sec Leopo ld A. Bernstein, " The C oncept of Materiality, " Th e
Accounting Review January 1967, p. 91.
/bid., p. 93, "Tite SEC, in areas where a decis ion was made
necessary by the need for clear directives, has als o c learly des ignated the borderline of materiality. For examp le , Rule 1.02 of
Regulation S -X indic ates that a significant subs idiary (for purposes
of the regula tions ) is one whose assets or whose sales and revenues
exceed IS percent of the cons olidated assets."
L

9
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Objectives of Fi nanci al St at e me nt s, AIC P A , Oct ober 1 97 3, p. 66.

Because of the importance of these judgment
decisions by management, professionals are called
in to assist with the task. The problem here is, that
although the professional accountant has had much
training, he too is making judgment decisions
based Upon the facts at hand, his own expertise,
and his own biases. If the accounting profession is
to progress, the criteria and processes of judgment
in accounting matters must be studied, analyzed,
and described as fully as possible. While this may
not be an easy task, it is an essential one. It does
not mean that all judgment processes can be described completely, or that there is a full substitute
for experience. However, it does mean that the
processes leading up to professional conclusions
should be described wherever possible.°
Border Zones
There are definite advantages to having some
established border zones for determining materiality. For one thing, border zones provide a cutoff
point, a point bevond which an item is considered
immaterial. They serve as a guide and help maintain consistency and conformity. This still leaves
room for judgment decisions (which may or may
not be a good idea). Also, border zones put the
burden of proof on the person who deviates from
it. But, most important, the users of the information can relv on a certain criteria which must be
adhered to when deciding what information should
be disclosed in the financial statements.'
The User - Oriented Approach
Although a number of guidelines have been
proposed, the most popular approach has been the
"user- oriented" approach. The expression, "to satisfy user's needs," is used again and again to describe
what the ultimate goal of the financial statements
should be. "Information contained in financial
statements to satisfy User's needs should possess
the qualitative characteristics of relevance and materiality, reliability, freedom from bias, comparability, consistency, understandability, and the recognition of substance over form. Information is not
useful unless it is relevant and material to the user's
decision. In making decisions, users should be able
not only to understand the information presented,
but to assess differences in its reliability, to rely
on its fairness, to compare it with information
about alternative opportunities and to assess its
consistency with previous presentations,""
Who are the users that are referred to so often
in accounting literature? APB Opinion No. 4 states
that users are divided into two groups; (1) those
with direct interests in a business enterprise (present and potential owners, creditors, and suppliers,
as well as management— including directors and
officers, taxing authorities, employees and customers) and (2) those with indirect interests (financial
analysts and advisors, stock exchanges, lawyers, regulatory or registration authorities, financial press
and reporting agencies, trade associations, and labor
unions) . With the diverse backgrounds of the
Continued on page 32
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COSTISCHEDULE
CONTROL SYSTEMS
In the C /SCSC approach, sales and income figures, and
percentage completed are derived from a systematic
measurement of actual progress against the same baseline used
to determine contract price, target cost, and income.

By David C. Howard

".

Among businesses with long -term contracts, the
"percentage -of- completion" method of income determination is the most popular,, since, except for
tax purposes, few firms want to wait until the end
of a long -term contract to show their earnings.2
Under the percentage -of- completion method, recognized income is a percentage of total estimated income for the contract. The percentage, according
to Accounting Research Bulletin No. 45, would be:
. that percentage of estimated total income
that incurred costs to date bear to estimated total
costs after giving effect to estimates of costs to complete ... "sThis could be stated as follows:
ACTD
PC _ AC TD +E C TC
where

ported results can be misstated if such data is
unreliable." 4
Estimating First Year Income
Let us look at a simple example of how reported
results can vary. Suppose the Ajax Company has a
three -year negotiated defense contract for a fixed
price of $3,360,000. This price consists of estimated costs of $3,000,000 and profit of $360,000
(12 percent of estimated costs, per "weighted
guidelines "). At the end of the first year of this
contract, what should Ajax put in its year -end report for revenues? For income?
The two elements we need are actual costs to
date and estimated costs to complete. Let us assume different values for these two elements in
Cases A and B below, for financial reporting at the
end of the first contract year.
CASE A

PC = Percentage complete
ACTD = Actual costs to date
ECTC = Estimated costs to complete

If actual costs to date are $900,000 and estimated cost to complete is now taken as $2,400,000,
then:

However, the AICPA Audit Guide quite correctly cautions that:

Percentage complete =

"The principal disadvantage of this [per centage-of- completion] method is that its use
is dependent upon obtaining reliable estimates of total costs at completion and a
sound assessment of the current stage of completion of the contract. A contractor's rer A recently reported survey of 43 listed firms with long -term
contracts found that 32 used the p ercentage -of- co mpletion method,
and three more used it together with the completed contract
method. Richard J Freeman, "Revenue Recognition on Long Term Contracts," Afanagern,nt Accounting, January 1976.
z Accounting Research Bulletin No. 45 recognizes two methods
for long -term construction -type contracts: the "percentage-ofcompletion" method and the completed c ontrac t" metho d. The
recent AIC PA Ind us try Audit Guid e, Audits of Government Contractors recognizes the same two methods. It also recognizes a
third, the "[)nit o f Delivery method, but this app lies only to a
limited category o f contracts.
Acc ounting R esearc h Bulletin No, 45 Sect. 4(a).
' Au dits of Government Contracts, Off, Cit. , p . 12.
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$900,000
$900,000 + $2,400,000

= 27.27 percent
First year revenue = $3,360,000 x .2727
= $916,000
Estimated total
contract income = $3,360,000 — $3,300,000
= $60,000
First year income = $ 60,000 x .2727
= $16,000
21

". .. th e
estimate -tocomplete
approach lacks
a yardstick ...
to measure
cost overrun or
underrun..."'

CASE B

Now let us assume the worst. Ajax has overspent on first year work and underestimated cost
to complete. The actual costs to date are $ I,
000,000, and the estimate to complete is $2,000,000, therefore:
Percentage complete =

$1,000,000
$1,000,000 + $2,000,000

Estimate -to- Complete Approach
= 3 3.3 3 percent
First year revenue = $3,360,000 X .3333
= $1,120,000
Estimated total
contract income = $3,360,000 — $3,000,000
= $360,000
First year income = $360,000 X .3333
= $120,000
In these two cases, income to be recognized by
Ajax can be a profit of either $120,000 or $16,000,
depending on the figures for the first year's actual
costs and estimated cost to complete. A quick look
at the formula shows that percent complete may be
increased either by increasing actual costs or by-

Exhibit 1
ESTIMATED COSTS TO COMPLETE

■

■

Dollars

/ Estimated costs
to complete

/t

Actual cost
to date

Contract year
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reducing estimate to complete —or, as in Ajax
Case B, by doing both. But do these really mean
increased completion? The higher costs in Case B
may be due to being ahead of schedule, by having
completed more work. But they may also reflect
inefficiency or overspending— hardly a sound basis
for recognizing an increased percentage of completion.

Now what about estimates of costs to complete?
The AICPA Audit Guide (page 18) lists ten factors to consider. But understandably it is able only
to raise the questions, not to answer them. Estimating costs to complete can be a complex technical job as illustrated in Exhibit 1. Even with the
best of intentions and techniques —which may not
always be present, as Ajax Case B suggests —estimates to complete must often be based on the
judgment of those responsible for original estimates and for performance against them. This
judgment must sometimes be exercised under circumstances in which complete independence may
be impractical to realize.
Even with a valid cost estimate to complete, the
estimate -to- complete approach fails to distinguish
between past and future overruns or underruns.
Mathematically, this approach will distribute part
of yesterday's overrun to tomorrow's operations —
or vice versa. Exhibit 2 shows that the estimate -tocomplete approach lacks a yardstick or baseline
with which to measure cost overrun or underrun for
the reporting period. Consequently, the total contract cost overrun or underrun is estimated and
distributed in proportion to past actual or future
estimated costs — irrespective of the period in which
the overrun or underrun is incurred. This is not
only of questionable accounting merit, but may run
afoul of the spirit, and perhaps the letter, of
Securities Act Release No. 5263 (Exchange Act
Release No. 9650), which imposes on the contractor an obligation to reflect overruns in financial statements — presumably for the period in
which they are incurred.
In accordance with long - established accounting
practice, the AICPA Audit Guide recommends that
an estimated loss for the entire contract be provided for in full in the current year and not be
allocated to future periods. This may also require
the current year to be charged with the estimated
future contract overruns —but only if the total
estimated contract overrun is large enough to result
in a loss for the total contract. (The estimate -tocomplete approach does not require a measurement
of cost overrun to date, but only of estimated overrun for the total contract.) If there has in fact
been a cost overrun for the current period, it may
be ignored in current year reports so long as the
estimate to complete predicts a future underrun
large enough to prevent a loss for the total contract.
In Case A, above, total contract costs are estimated at $3,300,000. This means an eventual total
estimated overrun of $300,000 over the original
contract cost estimate of $3,000,000. The estimateMANAGEMENT ACCOUNTING /OCTOBER 1976

to- complete approach allocates to the first year
27.27 percent of this amount, or $82,000. Deducting this amount from $98,000 (27.27 percent of
the total target contract profit) results in a net
profit of $16,000 for the year. But Ajax may or may
not have incurred a cost overrun of $82,000 in the
first contract year. It may in fact have already incurred the entire $300,000 contract cost overrun;
or it may have incurred no overrun at all so far.
There is thus little logic behind the $82,000 overrun figure, or the $16,000 net profit figure for the
first contract year.
Estimates to complete are of course essential to
contract management and to the reporting of financial outlook; they may also be required to
identify any total estimated contract loss to be
provided for in the current year; but their use for
determining income for past periods is open to
question. All in all it is an untidy situation for accountants to have to rely on a subjective and
perhaps non- independent look into tomorrow to
evaluate the results of yesterday's operations. It
may be necessary sometimes, as in evaluating provisions for bad debts or for warranty claims; but
it is still untidy, and to be avoided if we can find a
more objective and factual alternative way of
obtaining a "sound assessment" of contract status.
The Value -of- Work - Completed Approach
In the search for such an alternative it is worth
taking another look at some of the approaches
which have been worked out in defense contracting
—and reported in earlier issues of Management
Accounting. For many years, defense contracting
has been plagued by chronic overruns, contract cost
growth, and unhappy cost surprises. In their early
search for possible solutions, defense analysts began
to wonder if there weren't some way to determine
at any time during a contract, the "value" of work
actually completed. Not the "cost" for work completed, but its "value" in terms of contract or
target cost dollars. If there were some such wav, it
would be possible to tell where a contract really
stood —how much overrun or underrun to date —
without relying on subjective guesses about future
events. Many management information systems
were conceived with this objective in mind, among
them "Pert /Cost" and "Earned Value." Although
these varied widely in detail, all of them followed
one general concept. That was that the contract
was to be subdivided along natural functional task
lines, until the result was clearly identifiable as
manageable components bits or "work packages."
Each work package would be assigned its own
schedule and its own budget, representing its share
of the total contract schedule and target cost.

Work packages would have to be short -term, to
minimize in- process work subject to percentage
complete estimates. They would also have to result in events or outputs that could serve as hard
evidence of their completion. Work packages
would, in effect, be basic units of contract work
whose completion could objectively measure progress against plan for both cost and schedule.

contracting
has been
plagued by

Enter Cost /Schedule Control

overruns ..."

For further information , refer to the following Department o f
Defense publications:
• DoD Instruc tio ns 7000.2 and 7000.10
• Cost /Schedule Conlrol System Criteria Joint Implementation
Guide (AFSCP /AFLCP 173 -5; A.'vfCP 37 -5• NAVMAT P5240)
• C /SCSC j oint Surveillance Guide (AFSCP /AFLCP 173-6•
AMCP 715 -10; NAVMAT P5243; DSAH 8315.1; DCAAO
7641
anagement
for Small Proj ec ts (AF SC P 173 -3)
764146_
)
.
•
•� Ac quisition Manage ment —Cate Performance Reporting and
Baseline Management (Broc hure on presentation by R o b ert R .
Kemps , OASD C omptro ller).
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chronic cost

In 1967, the lessons learned in the past were
consolidated by the Department of Defense into
Instruction No. 7000.2, "Performance Measurement
for Selected Acquisitions," which was issued together with an accompanying document, "Cost,/

Schedule Control Systems Criteria" (C /SCSC).5
These documents laid down the groundrules to
be followed by the armed services in their surveillance of contractor cost performance on major
negotiated systems contracts. They did not seek to
impose a standard system on all contractors, but
did establish the criteria for acceptable internal
contractor control systems. In an over - simplified
summary, the contractor's system would:
Break down the contract effort into short -term
work packages.
Schedule each work package.
Assign a budgeted cost to each work package
so that the budgeted cost of all packages, plus
management reserve, plus fee or profit would
equal the fixed or target contract price.
Exhibit 2
OVERRUN (UNDERRUN) TO DATE
Estimated cost at
completion

Dollars

Estimated total
contract overrun

••••

••••

Contract
target cost

Actual cost
to date

Underrun
to date

■
•

"... defense

�

Estimated cost
to complete

/

Possible plans
•�•�•�•�•�•�•�•�• or "baselines"

/
/—
_— —
/

' � �—

Overrun
to date

- --

Contract year
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4. Establish a time - phased "Budgeted Cost of
Work Scheduled," or "baseline," representing
the cumulative total of work package budgets,
totalled by the periods in which they were
scheduled.
5. Provide for accumulation and summation of the
budget value of contract work completed. (This
would be based on the established budget value,
not actual cost, of all completed work packages,
plus a completion percentage of the budget
value of in- process work packages.)
6. Provide periodic (usually monthly) reports
throughout the contract comparing "Actual
Cost of Work Performed" (ACWP) with
"Budgeted Cost of Work Performed" (BCWP)
and with `Budgeted Cost of Work Scheduled"
(BCWS or baseline). Exhibit 3 illustrates how
a measurement of cost or schedule variances
could be made at any point in time from these
three elements of information.

"The CISCSC
approach can
also raise a
serious
question . . .

have all C /SCSC systems been optimally designed,
implemented or used. But C /SCSC has introduced
and tested system disciplines that deserve serious
consideration by the accounting profession as a
better approach to income recognition on longterm contracts.
For a simple illustration, let us return to the
Ajax Company, Case A. Using the estimate -tocomplete approach, we found that the estimate to
complete of $2,400,000 resulted in a 27.27 percent
completion, sales of $916,000, and a net profit of
$16,000 for the first contract year. Now let us try
the C/ SCSC approach. See Exhibit 4. Based on
the facts shown, we find that:
Percentage complete = $660,000
$3,000,000
= 22 percent
First year sales = $3,360,000 X .22

In their implementation of C /SCSC, the procuring services were to review contractor systems.
Each contractor was to conduct a "demonstration"
of his system as evidence of its compliance and
operational effectiveness.
Since the original release of DoD Instruction
7000.2, C /SCSC has been widely implemented.
Regrettably, it has not proved to be a panacea for
eliminating defense contract overruns and cost
growth, the problems it was intended to solve. Nor,
Exhibit 3
COST /SCHEDULE PERFORMANCE TO DATE

Dollars

Cost schedule plan
(BCWS)
(baseline)

Actual
cost
(ACWP)

Spending
variance
- -j S che d ule
1} variance

Cost overrun
to date

Value completed
(BCWP)

1

2
Contract year
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3

= $739,200
First year income = $739,200 — $900,000
= $(160,800)
The C /SCSC approach thus shows that the
contract is 22 percent complete, not 27.27 percent.
Revenues to date are $739,200 not $916,000. Income to date is a loss of $160,800, not a profit of
$16,000. And, the cost overrun is $240,000 (actual
costs of $900,000 less BCWP of $660,000). This
overrun should be assigned to the first year, when
it was incurred, not pushed ahead into future
periods. As we saw earlier, the estimate -to- complete
approach would assign to the first year only $82,000
of this $240,000 cost overrun to date. Tliis would
materially undervalue the influence of overrun to
date on income reported in the first year.
The C /SCSC approach can also raise a serious
question about the credibility of the original $2,400,000 estimate to complete. During the first
year it cost Ajax $900,000 to complete a $660,000
"budget value" of work. This is a cost overrun of
$240,000, or 36 percent over the budget value.
There is $2,340,000 "budget value" of work remaining to be done ($3,000,000 — $660,000).
The estimate to complete this work is $2,400,000
—an excess over budget value of $60,000 or 2.5 percent. To meet its estimate to complete, Ajax will
thus have to make a radical improvement in its
performance against budget. just what does Ajax
plan to do differently to achieve this leap in efficiency? If the cost estimate to complete is indeed
too low and must be raised, will it be increased
enough to result in an estimated loss for the total
contract? If so, provision for this eventual loss will
have to be made in the current year.

Cost Plus Fixed Fee Contracts
CPFF (cost plus fixed fee) contracts are a bit
different, and the estimate -to- complete approach
MANAGEMENT ACCOUNTING /OCTOBER 1976

"The concept
underlying

Exhibit 4
COST /SCHEDULE CONTROL SYSTEMS CRITERIA APPROACH

$660 ,000

has more logic. The costs are in fact sales, if allowable, allocable, and within contract limits. But how
to allocate the fixed fee between periods? If Ajax
had a CPFF contract instead of a fixed price contract in Case A, it would report sales and income
as shown below, tinder the estimate -to- complete
approach. We will ignore the fact that a C P F F contract would normally have a fee rate lower than 12
percent. Also assume all costs are allowable, then:
Percent complete = 27.27 percent
First vear revenues:
Allowable costs
Fee earned (27.27% of $360,000)
Total sales
First near income

$900,000
98,000
$998 000
$ 98,000
1

Under the C /SCSC approach, all costs would
still be included in sales. But a question arises on
the percentage of fixed fee earned in the first year.
Under the estimate -to- complete approach, the fee
is apportioned among periods based on the amounts
of money spent. But should the fee be earned by
spending money or by performing contract work?
If we assume for the moment it is earned by performing contract work Ajax first year results would
be:
Percent complete = 22 percent
First vear revenues:
Allowable costs
Fee earned (22% of $360,000)
Total sales
First year income:
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$900,000
79,000
$979,000
$ 79,200

C /SCSC is
not new"

—

—

—

Budgeted cost of
work remaining

90 ,0 00
25 0,00 0
1,300 ,000
700,000
$2,34 0,0 00
$

Budgeted cost
of work
performed
$10 0,0 00
200 ,0 00
300 ,0 00
60,000
—

status at
year end
Completed
Completed
Completed
4 0 % Completed
Not started
Not started
Not started

—

Budgeted
cost
(value )
100,000
200 ,0 00
300 ,0 00
150,000
250,000
1,300 ,000
700,000
$3,0 00,000

—

Year scheduled
for c omple tion
1
1
1
1
1
2
3

$

Work
package
A
B
C
D
E
F•M
N•U
Total

At least in fixed price contracts, and probably in
cost plus fixed fee contracts, the C /SCSC approach
will produce more realistic reported results than
the estimate -to- complete approach which relies on
forecasts of future costs, and on the questionable
assumption that total estimated contract overruns
and underruns will be proportional to past and future costs. The estimate -to- complete approach is
also based on the dubious premise that the percentage complete used to determine recognized income
is a function of actual costs to date —the higher
the costs, the larger the percentage complete.

Conclusion
The concept underlying C /SCSC is not new. It
was developed as a tool for contract management,
rather than for financial reporting. Nevertheless,
auditors of contractors with C /SCSC systems can
and do make effective use of its contract status
measurements in their examinations of contractor
financial statements. In a conventional production
environment, assessment of in- process inventory
values has long been made independently of actual
costs or estimates by using the tools of standard
costs or hours. C/SCSC applies this concept to
in- process long -term contracts, substituting for engineered standards budget values based on target
contract costs.
In the C /SCSC approach, sales and income figures, and percentage completed are derived from a
systematic measurement of actual progress against
the same baseline used to determine contract price,
target cost, and income. Estimates of future events,
with their inherent uncertainty, play no part in the
determination of basic financial reporting infonnation, except to test for an estimated total contract
loss to be provided for in the current year.
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In a small business, management can be personally
involved and can monitor just about every activity.
But as size and complexity increase, so does the
need for better controls and improved measuring
techniques. The management of a growing business
must determine the areas of operation that need to
be monitored, and must develop effective techniques
for determining when their special attention is required.

The Need for Labor Control
Nearly all businesses have one common denominator: a need for people to perform the functions
necessary to produce and distribute the products
they offer in the market place, and a means of
monitoring the productivity of these people. A
labor measurement and control system is necessanv
to control costs and increase profitability for the
following reasons:
1. Payroll costs, fringe benefits and associated employee costs usually represent about 60 to 70
percent of total manufacturing expenses.
2. A good labor reporting system is aimed at measuring the effectiveness of the employee as well
as the effectiveness of the systems supporting
that employee. Large inefficiencies usually can
be attributed more to the support systems than
to the individual employee's productivity. If the
employee is not provided with the proper tools,
equipment, and materials, at the proper time,
he will be unable to perform according to the
prescribed methods and within the allotted time.
A good labor reporting system measures an op-

eration's ability to meet production and shipping
schedules, and helps to identify unfavorable
operating trends before they become too serious.

Measures of Labor Performance
Labor is normally broken down into two major
categories: direct and indirect. Direct labor employees are those who perform functions which
become an integral part of the product produced
and which can be identified and measured with the
product: for example, assemblers, machinists, and
painters. Indirect labor employees are those employees who perform functions not directly assignable to each product manufactured, and therefore
do not directly become a part of standard cost. Such
employees would include material handlers, janitors,
toolroom employees, and shipping department employees.
To measure and control direct labor performance adequately, three basic measurements are currently in use: utilization, efficiencv, and effectivity.
UTILIZATION

Utilization is a measure of how much of a productive labor employee's time is spent performing
the normal operations needed to produce a product
for sale. It measures the amount of the employee's
time spent on normal productive operations and the
amount of time spent on various non - productive operations.
Utilization measures how effectively the production foreman is able to use his direct labor employees to perform productive functions, and whether
or not there is sufficient productive work available
to support adequately the available direct labor
employees assigned to productive functions.
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The following example assumes a product labor
base of $4,000,000. A one percent improvement in
labor utilization for the year will result in a $40,000
savings in labor cost. To this we added burden at
either a full burden rate or a variable burden rate,
depending on the circumstances.

$
$

Savings with variable burden
Labor savings
Variable burden savings
(125 percent variable burden rate)
Total savings

$

Savings with full burden
Labor savings
Full burden savings
(250 percent full burden rate)
Total savings

$

Product labor base
(standard labor dollars plus variance) $4,000,000
Labor savings
(one percent improvement in labor
utilization)
$ 40,000
40,000
100.000
140,000
40,000
50,000
90,000

If your facility is operating at capacity, either
because of space and equipment limitations or your
inability to acquire the manpower needed to meet
production requirements, and sales are being lost
when shipments cannot be made, each improvement in utilization will result in an increase in output and, therefore, greater profit from the increased
customer sales.
On the other hand, if your facility is operating
against a fixed shipment schedule with onlv limited
production required, an increase in utilization will
result in a decrease in the number of employees
needed to get that production. This reduction in
employees eliminates the labor cost plus the support
and operating costs associated with that worker.
These include items such as fringe benefits, overtime, supplies, and safety equipment.
The question is often asked, "When labor is not
charged to the product, what happens to it ?" Most
companies develop an annual business plan to cover
all aspects of each location's operations for the
coming year. The plan represents a total management commitment and summarizes the location's
operating objectives. Within the plan, those costs
not directly chargeable to the product are governed
by departmental budgets. To assure adequate control, most locations should use a fixed and variable
budgeting technique. Those departments directly
involved in production should have variable budgets.
Expenses not directly identifiable with the manufacture of a specific product are recorded in the
monthly budget performance statements and are
controlled through the departmental budgets. Expenses recorded in the departmental budgets are
added to product cost through a burden rate. This
burden rate is applied against standard labor or
some other base, and all support costs for plant operations are allocated to each product manufactured.
The trend of your labor utilization percentage is
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an indicator of what your budget performance will
be. As your labor utilization percentage increases,
less of your labor cost is being charged to expense;
therefore, your budget performance will improve.
The major categories of expenses involved in the
utilization calculation are rework, late stock or
shortages, training, and idle or indirect by a direct
employee.

Efficiency as a Measure
The next category of labor measurement is efficiency. The term "efficiency" is often misunderstood
since it has a different meaning or is handled differently in a daywork vs. incentive environment. In
a daywork environment, efficiency is synonymous
with variance from standards. The actual reported
time or actual payroll cost is compared to the standard, and the difference between the actual and
standard is termed variance. In an incentive environment, the term efficiency is normally used to
express the average level of performance against
standards established for payroll purposes. This
efficiency percentage is not normally comparable
between operations because of the different labor
contract provisions involved. As an employee's performance against standard varies, so do his earnings.
With this thought in mind, one might ask, "Why
would you ever have a variance from standard in an
incentive system ?"
One answer is that sometimes an operation is
forced to set temporary or estimated standards for
payroll purposes which differ from the standards
shown on the current routings or the standards
used in product costs due to tooling defects, added
operations, substitute equipment, or a lack of manpower to maintain 100 percent engineered standards coverage. Another reason is that most incentive systems do not contain a "cap" on incentive
earnings, but rather establish a "base" at which an
employee must be paid whether or not he achieves a
level of performance equal to the incentive standard.
The difference between what the employee must be
paid according to the labor contract, and what he
actually eams according to the standard is termed
"make -up" pay or wage guarantee and becomes a
part of labor variance. For these reasons, unfavorable variance in an incentive shop can run as high
or higher than the variance level in a daywork shop,
unless it is closely monitored and controlled. In an
incentive environment, you pay more for favorable
performance, and you are forced to guarantee a
minimum level for poor performance.
In a daywork environment, favorable performance will often offset unfavorable performance, and
the standards are not always as precisely established.
Another point to be considered in an incentive
environment is that in many cases there is a base
rate payable on earned hours plus an override (often
cost of living increases not rolled into the base rate)
payable on elapsed hours. To establish a rate for
standards purposes, the portion payable on elapsed
hours must be factored by the plant efficiency to
standards to develop a single rate per earned hour
for use in establishing standards.

"... most
locations
should use a
fixed and
variable
budgeting
technique."
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"... labor rate

variances do
not warrant
separate
measurement."

Efficiency or labor variance then measures how
effectively you are able to perform the productive
work reported in the allotted time and in accordance with the prescribed methods. It also measures
the level of interference being encountered in the
operation to determine if and when corrective action
is needed. Stated differently, efficiency means doing
something right and utilization means doing the
right something.
Establishing standards for what constitutes good
performance provides strong day - today control.
When employees and foremen clearly understand
what is expected, they don't have to wait for
variances to be developed and reported to identify
and correct problems. If each individual standard
is realistic and attainable in itself, some variances
will result when evaluating the total combined output of an operation. Use of realistic and attainable
rates will tell what it cost to manufacture a product, if the manufacturing process is totally efficient.
Management must then decide what level of
efficiency is most appropriate at their location, or
in other words, at what point the cost to prevent
or eliminate inefficiency exceeds the cost of the
inefficiency.
For this reason, it is expected that a location
will incur unfavorable variances because of unplanned occurrences inherent in the manufacturing
environment: for example, the use of substitute materials, production on alternate equipment or with
alternate tooling, multiple set -ups, and operator
inefficiency. The level of anticipated variances can
fluctuate from year -to -year due to operating considerations such as the level of capacity utilization,
expansion or contraction of the labor force, and
new product introductions for a given year. Once
the optimum level of variance has been determined,
it should be incorporated in the annual business
plan and used as a guide in day - today operations.
To provide sufficient detail for analysis of variances, the following minimum breakdown should
be available:
LABOR RATE VARIANCE

It is said that labor rate variance is minimal and,
when it does occur, it is the result of a foreman
assigning a man to another productive function that
carries a lower wage rate than the man's normal
pay rate. It is an alternative to putting the man on
a non - productive function, where his entire pay
would be charged to expense. For this reason, the
foreman should not be penalized for choosing this
lower cost alternative. With this logic in mind,
many locations have decided that labor rate variances do not warrant separate measurement. However, in today's economic environment with the
cost of living clauses in many labor contracts, this
variance has become a more significant factor. It is
usually a noncontrollable economic variance which
results from the cost of living clause in a labor
contract or a timing difference between the date of
setting standards and the effective date of a labor
rate increase. To measure the performance of your
manufacturing area properly, this variance must be
28

separately identified and reported, and should be
excluded from your normal efficiency calculation.
Where a variable budget system is in use for
measuring manufacturing spending, and standard
labor is currently used as a budget determinant, the
system should be modified to use standard labor
plus wage rate variance. This change in the determinant is necessary if the budget statement is to be
used as a control document.
"MAKE -UP" PAY /WAGE GUARANTEE

This variance occurs in an incentive shop where
there is a guaranteed minimum rate at which an
employee is paid, regardless of his level of actual
performance. It is normally a foreman- controllable
cost that results from inadequate employee training,
faulty tooling, or faulty equipment.
MULTIPLE SET -UP VARIANCE

This variance occurs when a shop order is released to the floor to run a specific quantity in one
lot, but because of material shortages, machine
breakdown, excessive scrap, or scheduling problems, the lot is run in several segments with a set -up
performed for each segment. This variance is a
measure of the effectiveness of the production and
inventory control support functions.
SHOP ORDER QUANTITY VARIANCE

This variance is created by running shop orders
in lot sizes different from those used in establishing
product costs. Where appropriate lot sizing techniques are used to minimize costs, this variance will
normally provide an evaluation of the effectiveness
of the overall production and inventory control
functions.
LABOR PERFORMANCE OR EFFICIENCY VARIANCE

This is normally a foreman- controllable variance
and is a reflection of actual operator efficiency, industrial engineering rates, and equipment maintenance. For ease of analysis, reports should be broken
down into variances from permanent engineered
standards, estimated or temporary standards, day work standards (if an incentive shop), and added or
substitute operations. In a daywork environment
this variance would usually include all deviations
from standard on productive operations. In an incentive environment the "make -up" pay or guarantee should be added to labor performance or
effciencv variance to be on a comparable basis.
METHODS CHANGE VARIANCE

This variance identifies the change resulting from
revisions to the current routings due to methods or
rate changes. Normally, it is the responsibility of
the industrial engineering department. Current
routings should be used for measuring manufacturing performance to avoid the frequent criticism that
standards reflect a method that has not been used
for several months. Use of current routings permits
a true measurement of performance in the manufacturing area, using the latest rates and methods
established for the productive operation. Methods
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change variance then permits reconciliation of the
current routings used for performance measurement
to the base routings used for inventory valuation
and charging cost of sales.

profits, since this cost increase is only justified if
it results in increased incremental profits. Reviewing the alternate situations we find:
LIMITED SHIPMENTS

Measuring Effectivity
For adequate control of direct labor cost, the
measurement system should include three major
factors: utilization, efficiency, and effectivity. Effectivity relates the factors of utilization and efficiency together to determine if performance is actually
improving, or if inefficiencies are being shifted from
one category to another.
The basic formulas for the development of these
three factors are:
Product D/ L hours or dollars
Utilization = Total D/ L hours or dollars

Efficiency =

Effectivity =

Standard labor dollars earned
Product direct labor dollars
(standard labor dollars + variance)
Standard labor dollars earned
Total direct labor dollars

Calculations of efficiency and effectivity are made
on a dollar basis rather than an hour basis to eliminate the distortion that will arise in incentive operations where normal efficiency for payroll purposes
is in excess of 100 percent. In such locations, earned
hours would be inflated and would distort the calculation. For this reason, cost efficiency or effectivity would differ from employee efficiency which is
calculated using earned hours in an incentive operation. At this point, it is appropriate to observe
that no labor measurement and control system is
complete unless it includes procedures for controlling overtime and provides an accurate measurement
of absenteeism. Large amounts of overtime have
become common at many locations. This overtime
is frequently used to level departmental workloads
or to handle unusual non - recurring situations. This
is a normal use of overtime, and is often desirable.
In other cases, overtime is used as an alternative to
adding shifts or purchasing additional capital
equipment. This approach should only be used as a
temporary measure. If you consistently schedule
your shop so that you must rely on overtime to
make the normal shipping schedule, you have no
opportunity to make up for those problems and
"unusual" occurrences that inevitably occur in a
manufacturing environment. As a result, in the long
run you will have great difficulty consistently making your shipping schedule.
The use of overtime to handle short -term situations requiring an immediate shift in production
or shipment plans will sometimes result in increased
volume and higher profits. In evaluating whether
to work overtime in a given month to increase output, each location should evaluate the short term
market potential or shipment contraints on its
products. This evaluation is necessary to maximize
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If the anticipated product shipments for a given
period (say one year or one quarter) are limited to
a specific quantity, then the profit potential from
those shipments is limited to the contribution from
that quantity only. Profit can be maximized by
reducing as much as possible the costs associated
with the production of that limited quantity.
Where there is a constraint on production, excessive
costs of production —such as overtime— should be
minimized in order to maximize profit.

"in many
cases,
overtime is
used to
compensate
for problems
in labor
variance ..."

UNLIMITED SHIPMENTS

If an unlimited short -term market exists for
products, and everything that can be built in the
near future can be shipped, then profits can be
maximized by maximizing output, but only provided the profit contribution from that additional
output exceeds the additional costs incurred in its
production.
When evaluating the overtime situation at your
location, try to determine the true causes and
evaluate the ways available to reduce or eliminate
it. In many cases, overtime is used to compensate
for problems in labor variance, late stock, and
absenteeism. Each location must regularly measure
its performance in these areas. To emphasize the
relative importance of labor measurement and control from a manpower on -roll standpoint, let us review the impact of changes in manufacturing
performance from an equivalent manpower basis.
This approach is an effective way to visualize the
impact of a change in performance levels, because
everyone readily understands a head count. Exhibit
1 shows the effect on equivalent manpower on roll
at two different levels of performance.
It illustrates that an improvement in utilization,
efficiencv, or absenteeism can have a dramatic effect on reducing costs, and that a swing in these
factors can create an immediate need for additional
manpower or overtime. The additional 298 people
(level 2) necessitated by the decline in that
performance level must be provided by adding personnel or by working overtime in order to maintain
a given level of output.
When you work overtime you pay the operator a
50 percent premium plus the fringe benefits attached to that premium. This is in addition to the
normal variable costs associated with his production.
You must also pay support personnel such as foreman, production control clerks, expeditors, timekeepers, material handlers, inspectors, storeroom
personnel, and tool crib attendants. Since these
people are working overtime and are being paid
their regular wages, a 50 percent premium, plus
fringe benefits, the premium cost of working overtime is much more than the 50 percent premium
paid to direct labor employees. Normally, the least cost approach to working overtime is to extend a
shift and work overtime during the week. Al29

"A myth often
develops in a
manufacturing
env►ronment . . . "

though premium costs must still be paid for direct
labor, support personnel can usually be minimized
by forcing additional preparation during normal
work hours by various support functions.
Reducing Overtime Costs
With these ]sigh costs in mind, one might ask
— "What alternatives are available to increase output and reduce overtime?' The following are some
possibilities:

quired number of employees needed to meet file
daily quota of production are not available. If the
same level of output is to be maintained, additional
manpower must be added or overtime worked to
make up for the production lost due to excessive
absenteeism, Whether excessive absenteeism causes
overtime or excessive overtime causes absenteeism,
no one can answer, but what can be said is that
where one exists you will usually find the other. For
that reason, control is a necessity.

IMPROVE UTILIZATION AND EFFICIENCY

IMPROVE MACHINE UTILIZATION

As shown in the equivalent manpower exhibit,
an improvement in the level of manufacturing
performance will substantially reduce the need for
additional manpower or overtime.

A myth often develops in a manufacturing environment that once you have established standards
for your operation, the foreman no longer need
concern himself with the supervision and control of
his employees because the labor measurement and
control system will monitor their effectiveness. Let
us counter this myth with the observation that

CONTROL OR REDUCE ABSENTEEISM

Rising levels of absenteeism mean that the re-

Exhibit 1
EQUIVALENT MANPOWER

&

Stand ard lab or
Utilization
Rework
Late sto ck s hortages
Idle time
indirect
Training

Level 1
Performance
No. of
Percent
employees
431

*

Effic ienc y to standard
Absenteeism
Total direc t em ployees
Ratio indire ct to dire ct ( 1 to 1 ) '
Total manp ower on roll

85
90
6

Level 2
Performance
No. of
Percent
employees
43 1

17
40
20
8
85
48
36
600
600
1,200

80
80
10

25
70
30
10
135
108
75
749
749
1,498

Include s hourly and salary indirec t bas ed o n an op e rating go al o f o ne indirec t to one direc t.

Exhibit 2
COST OF POOR MACHINE UTILIZATION IN A MEASURED DAYWORK SHOP
Assumptions
Stand ard - 1 6 .0 0 00 P R o r 5 0 p ie c es /8 ho urs
Attainab le pro duction level is 6 0 piec es /8 ho urs
Re quire d p lant o utp ut is 60 pie ce s /8 ho urs
Emp loyee rate of p ay is $4 .5 0 /elaps ed hour
Fring e be ne fit rate is 40 p erce nt
Overtim e prem ium & supp ort c os t (us ing 1 112 ove rtime p ay) is 100 pe rce nt

Five day prod uction
Overtime
6th day wages
O/T and s upp ort co st
Added employees
Wages
Fringe benefits
Total cost
Increased cost of
poor m achine
utilizatio n

Cos t to ge t req uire d p lant outp ut of 3 00 piec es
Em pl. wo rking
Employee working at standard level
at attainab le
Added
prod, level
Overtime
emp lo yee s'
PCs.
Cost
PCs.
Cost
PCs.
Cost
300
$180 .00
250
$180 .00
250
$18 0.00
50
36.00
36.00
50
36 .0 0
14.40
$180 .00
$252 .00
$23 0.40

40%

28 %

• Ig nores the added supp o rt co sts whic h mig ht re s ult fro m ad d ing e m p lo ye es and the po te ntial c os t of acq uiring
unneeded cap ital e q uip m e nt if add itio nal wo rk s tatio ns o r s hif ts are no t availab le .
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manpower utilization and equipment utilization are
not svnonvmous.
What happens to costs when an employee starts
work fifteen to twenty minutes after the start of the
shift —or quits working a half -hour before the end
of the shift —or is away from his work station because his job has a "loose rate ?" It is often thought
that once an employee reaches 8, 10, or even 12
earned hours a day, that's all that is expected; he is
free to do as he pleases. This is not true. No matter
how good the production and industrial engineering
departments are, there will be some jobs that have
"loose rates ". By not requiring each employee to
work at a reasonably attainable production pace for
his scheduled number of work hours, the location
fails to achieve adequate machine utilization. This
happens when the employee is not producing the
parts that he could be producing if the machine
were properly utilized. It means that the parts
needed for production that could have been produced during this period must now be manufactured
on an overtime basis, or with additional people and
possibly even additional capital equipment. Exhibit
2 shows what this does to the cost of manufacturing.
Basically the same situation exists in an incentive
shop. However, the benefit of improved machine
utilization is reduced since the employee will
actually be paid more for higher output. Exhibit 3
shows an example of the cost calculation in an
incentive shop. What does the incentive exhibit
reveal when compared to the measured daywork
exhibit? First, if you are not careful to establish
incentive standards that insure a reasonable level of

attainment, you will pay a substantially increased
cost of production for every part produced in the
future. In addition, when you find a job with a
loose rate, it is to your advantage to pay the emplovee whatever he can legitimately earn by giving
you a good day's work, rather than peg earnings at
a particular efficiency level. You are bound by the
labor contract to pay the established rate, but there
is no reason for you to further increase your cost by
letting the employee idle your equipment when he
reaches a certain level of efficiency, and thereby
force you to buy additional equipment, work overtime, or add shifts.

"... added
personnel
should be
considered
instead of
overtime."

METHODS IMPROVEMENTS

Substantial reductions in overtime can often be
accomplished by reviewing methods and procedures
in bottleneck areas, and by rebalancing production
from one line to another, or from one machine to
another to get more effective utilization of existing
equipment.
ADD EMPLOYEES

For sustained higher production over a long
period of time (three months or more), added
personnel should be considered instead of overtime.
Normally, these added employees will result in increased fringe benefit costs equal to 30 to 45 percent of wages, plus additional training and hiring
costs. However, fringe benefit costs may be minimized somewhat by using decision dates for the
addition or reduction of manpower that reflect the
labor contract provisions covering eligibility for
holidays, casual days, and vacations.

Exhibit 3
COST OF POOR MACHINE UTILIZATION IN AN INCENTIVE SHOP
Assumptions
Standard- 16.000 PR or 50 pieces /8 hours
Attainable production level is 60 pieces /8 hours
Required plant output is 60 pieces /8 hours
Employee rate of pay — incentive is $4.00 /earned hour, override (COL) $.50 /elapsed hour
(Incentive rate based on efficiency of 100 percent to be comparable with the measured daywork shop example)
Fringe benefit rate is 40 percent
Overtime premium & support cost (using lr/ 2 overtime pay) is 100 percent

Five day production
Incentive wages
Override (COL)
Overtime
6th day incentive wages
6th day override (COL)
0/T and support cost
Added employees
Addt'I. Incentive wages
Addt'l. override (COL)
Fringe benefits
Total cost
Increased cost of
poor machine
utilization

Cost to get required plant output of 300 pieces
Empl. working
Employee working at standard level
at attainable
Added
prod. level
Overtime
employees*
PCs.
Cost
PCs.
Cost
PCs.
Cost
300
250
250
$192.00
$160.00
$160.00
20.00
20.00
20.00
50
32.00
4.00
36.00
50
32.00
4.00
14.40
$212.00
$252.00
$230.40

18.9%
8.7%
• Ignores the added support costs which might result from adding employees and the potential cost of acquiring
unneeded capital equipment if additional work stations or shifts are not available.
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"One hears a
lot of talk
today about
planning..."

INCREASE CAPACITY

When an operation is efficiently utilizing its
facilities on a three -shift basis and finds that it will
not be able to achieve the required level of output,
it should attempt to acquire the needed additional
capital equipment or facilities. As previously stated,
most operations will have a difficult time consistently making their shipping schedule if they
must continuously rely on overtime to meet the
normal schedule. When overtime is used in this
way, there is no opportunity to makeup for unexpected occurrences.

Indirect Labor
No discussion of labor measurement and control
would be complete without a discussion of indirect
labor. This is the area most often neglected because control of indirect labor through finely defined measurements has normally not proven practical. There are, however, useful methods available
for measuring indirect labor performance. You can:
Measure the ratio of total standard labor to total
hourly labor cost. This identifies the amount of
total hourly labor cost that actually becomes a
direct part of product cost and bypasses the
distortion that can exist due to the improper
classification of direct and indirect employees.

2. Establish an indirect -to- direct employee ratio
which measures the number of indirect labor
employees needed to support a given level of
direct labor employees.
3. Use salary and indirect hourly manning tables
to provide a formal system for authorizing salary
and indirect hourly manpower by department
and position for various volume levels. Basically, such manning tables would assist in the
orderly addition or removal of employees in
line with changes in production volume, and
provide a basis for the manpower required in
planning for expansion or divestment.

Conclusion
One hears a lot of talk today about planning and
its usefulness in operating a business. Any plan is
only as effective as management's ability to carry it
out. Planning in and of itself is not an end. To be
effective, management should have the ability to
measure performance against the plan, determine
where deviations from the plan are occurring, and
take corrective action. Knowing what the planned
actions are and how effectively they are being
carried out is part of achieving the plan. Proper use
of a labor measurement and control system can assist in meeting the goals and objectives of your
operation.
❑

MATERIALITY —AN ILLUSIVE CONCEPT
Continued from page 20
varied users, it is no wonder that the accounting
profession is confused over what the "average
prudent investor" or other users want from the
financial statements. Ultimately, it is the auditor
who must decide what the user of the firm's financial statements will or will not comprehend.
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Conclusion
A need to define materiality pervades the whole
field of accounting. We can't bury our heads in
the sand and wait for it to define itself. We must
do it before government agencies define it for us
and we have to live with their decision.
❑
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FUNCTIONAL
COST ACCOUNTING
FOR D. P. CENTERS
The aim of functional cost analysis is the reporting of costs on a
per system /program basis for systems under development.

By Paul Anthony
Accounting control of the data processing function
should begin with a functional cost analysis. Meaningful reports can then be prepared which would
be based on functional activities. This in turn
would lead to effective control of data processing
costs. All that is required are the simple, basic techniques of analysis currently used in industry.
The first step in the control process is to translate the budget expense items into functional costs.'
The functions are integrated activities that can be
classified as "main functions" and "supporting
functions." Main functions are those activities
which justify the existence of the computer center.
They consist of systems development and systems
operations functions. Support functions exist to
facilitate the efficient performance of the main
functions. They are of two types, technical and
non - technical, and they are distinguished by the
amount of computer science expertise required in
each case. Budget expenses are distributed to both
the main and support functions on the basis of
direct requisitions or with respect to the time that
individuals spend in the performance of their functional responsibilities. See Exhibit 1.
The next step is to distribute the support function costs to either the main functions or to other
support functions. Eventually, however, all of the
support function costs are allocated to main functions. Generally, the function performing the service is taken into account ahead of the function
receiving the service.
Allocation of support costs requires a careful
analysis of the support activities. Bases of allocation
for some functions, once determined, are used without change for each period; others have their rates
changed for each period based upon the amount of
service extended to the main functions. Once the
costs have been prorated, a formal statement is prepared showing the costs, in functional terms, of
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developing systems, operations, and overhead. Ultimately, the main functional costs are allocated to
individual entities, showing the costs of developing
individual systems and /or programs, or servicing
the user departments.
Accounting for Data Processing Activities
Essentially, the procedure to be described segregates costs into two main categories, systems development and systems operations. All costs incurred
before a system is installed are development costs;
all costs incurred after installation are operations
costs. Within each area are certain activities, functions, which must be defined. The costs that these
activities incur must then be allocated either to
systems and programs under development or to
user departments.
SYSTEMS DEVELOPMENT ACTIVITIES

Systems analysis and design for a computerized
installation is a relatively recent innovation. Generally, it proceeds through seven distinct phases. They
would include the following:
Request for system service —In this phase service
requests are initiated by department heads, including the head of the computer center. The
request, and its reply, should be formally reviewed by a company -wide systems review committee.
Planning the system project —In this phase a
how and who plan of investigation (manpower
and machine requirements) is detailed within
a report which includes the project plan, procedures, and estimates.
Gathering the data —In this phase data is gathered which provides an analysis of the present
system, including details of interviews, on -site
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' Determination of the activities peculiar to the computer center
requires an intensive analysis of the center's operations and a
firm definition of the scope of the functions performed there.
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"Printed
outputs are
compared with
the written 4
specifications ."

observations, flow - charts, volume estimates, etc;
an d the new sy stem req u irem ents, outlining the
man datory , o ptional, and d esired features for in-

program is coded according to its written specifications, then tested and debugged on test data
especially compiled for the program and system
components. Printed outputs are compared with
the written specifications.
System�conversion�and�implementation�—In�this
phase old records are converted to their new
formats, files are generated, etc., all according to
pre -set plans which are recorded in a "system
conversion procedures" document. As part of
the new system documentation there would also
be required user manuals, computer run books,
and transmittal procedures for forms and printed outputs.

corporation within the yet -to-be designed system.
Designing�th e�new�system �—In this phase m ilestone repo rts are p repared which describe: (1)
th e n ew system d esign , co ntaining one or more
pro po sals to o vercom e the o bserved defect; and
(2) the new system co st, a co st /benefit summ atio n fo r each d esign pro p osed. At this juncture

the design and cost documents are presented to
the potential user for his approval and the systems review committee would make a formal,
critical analysis of the proposals to appraise their
impact upon current systems. After approval,
contracts are let for the additional hardware/
software that may be included in the new design.
5. Written specifications�—In this phase two important documents, which ultimately determine
the success or failure of the new system are developed: the first, "System Specifications" shows
what is to be done, and the second, "Program
Specifications" details how it will be done. The
operating department head would then review
them to determine if they conform with his expectations.
6.�Program�coding�and�testing�—In�this�phase�each

SYSTEMS OPERATIONS ACTIVITIES

Operations activities, and overhead, make up the
remainder of the cost - incurring functions of the
data processing department. Operations costs include all work performed in maintaining present
systems and providing services from them. The
number and variety of services rendered is a function of the managerial policies of the company.
The systems operations functions are sometimes
divided into data management functions (also
known as data administration), and operations
I In a school envi r o nm e nt a thir d maj o r se 5m ent of oper ati ons
act ivi ty will inc lude ac adem i c suppo r t func ti ons to identi fy ac tivities de vot e d to me et ing st ude nt cur ri c ul a nee ds an d faculty
research.

Exhibit 1
EXPENSE DISTRIBUTION ANALYSIS SHEET
Collect
columns

.4

Support functions
Non- technical
C

cc. 0

Month
Budget expense items
Various space charges
Depreciation — general
Forms and supplies
General administrative expenses
Group personnel charges
Leased lines — data phones, etc.
Rentals — machines
Machine maintenance

Salaries and wages
Total
Distribution — group personnel
Distribution — group space
Distribution — hardware installation
Distribution — project planning
Distribution — job scheduling
Distribution — support programs
Distribution — forms design
Distribution — documentation
Total main functions
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Sch.

Amount
3,585
165
1,200
250
1,065
455
4,550
3,150

� ,

C
0 o

a

3—

. c
0.2
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Technical

Q,
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y

E
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E

o

O

5

23

1,075 333

650

49
12
144
15
37
1 222 111

30
45

a

tm
c'n a

1°

3,585
25

5

10

7
50
35

9
50
35

50
35

1,065

28,800
43,220

1,261 1,901 524
1,065
3,585

42
180
1,483

60
99
37
2,214

19
55
37

111

734
1,641
476

94
953
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functions.2 Tlie sub - division is made to obtain a
good perspective of the activities involved on the
operations side of the data processing function.
OVERHEAD FUNCTIONS

Overhead includes activities not directly related
to systems development or to systems operations
functions. It would include, for example, a supervision function representing the cost of overseeing
personnel in the performance of their jobs. Supervision does not include managerial decision - making
which is a component of the management and
general administration function of overhead.
Main Functions and Support Functions
The main focus of the procedure is upon the
individual function rather than the usual budgetary
expense item classifications. Each function is an
integrated activity having an input, a processing
througliput, and a resultant output to show what
has been done. Main functions are those for which
the computer center exists, either to develop new
system s o r to p rovid e services from existing ones.
Support functions, on the other hand, help make
the endeavors of the main functions more efficient
and exist solely to facilitate their operations. It is
convenient to classify main functions as "direct
cost" functions, and support functions as "indirect
cost" functions.

DIRECT COST FUNCTIONS

"Th e ma in

Direct costs are those identified by activities directly related to the performance of a function
included within the main - function category, . They
are clearly traceable to system development activity
or operations as follows:

focus of the
procedure is
upon the
individual
function ..."

1. Systems development costs
a. System investigation
b. Systems design
c. Specifications
d. Program coding
e. Program testing
f. System testing
g. System conversion
2. System operations costs
a. Data management costs
(1) File review
(2) File correction
(3) Report generation
b. Operations costs
(1) Keypunching
(2) Request preparation
(3) Job Set -up
(4) Job run
(5) collating/ bursting
Not all possible functions have been included
in the illustration; many others can be easily de-

Main functions
System development
C
O
.�

Operations

O
1
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L
y
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a
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>�
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Q)

C

>

(L)

cn .

24

12

18

98
225
155
1,865 1,141 1,615 1,183

52
225
155
566

56
225
155
941

19
113
98
111

30
136
100
111

39
100

5

24
66

5

60
105

C

1=

N
C

42
279
98
330

� '

cn

i

} ,

D1

U

0

6

4

28
25
225
50
155
35
518 714

14
21
28
42
595
18
222
222
222
331
110
985
238
810
2,231 1,458 2,007 2,434 1,351 1,772 4,043 909
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Overhead
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C

N

G)
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Data
management

131
3,400
2,355
2,478 798

1,446

3,624

120 32
46
117
1,112 155
266
444
221
551
328
48
48
48
95
1,178 12,093 985 1 1,492 4,447

35

"Support
function costs
...are
distributed to
the main
fu n cti o n s . . . "

duced by the experienced accountant and computer
center manager.
INDIRECT COST FUNCTIONS

Support functions are those upon which the main
functions rely for certain skills and services. Support costs are analogous to indirect labor and indirect material of factory cost accounting —they
are not directly traceable to the final product. The
two primary categories of support functions are:
1. Non - technical support costs
a. Hardware installation
b. Project planning and control
c. job scheduling
2. Technical support functions
a. Support programs
b. Forms design
c. Documentation
The support program costs include the writing
of sort and utility programs used to interface the
main computer programs within a system, and the
compilation of user manuals, production run books,
and other items of a facilitating nature. Translating
Budget Expenses Into Functional Costs
The next step is to distribute the budget expense
items among the several functions on an equitable
basis. Distribution can be based on direct requisition, as for office supplies, blank keypunch cards,
or on estimates of time spent by individuals performing the function.
Budget expense distributions are supported by
schedules of the type shown in Exhibit 2, which
shows how the month's expenses for salaries, wages,
space charges, and personnel costs have been distributed. The position of each person employed in
the center is listed along with his monthly salary,
the functions with which he is charged (based on
an analysis of the person's activities or responsibilities), and the percent of time and dollar
amounts allocated. For instance, the data manager
estimates that 35 percent, 15 percent, and 40 percent of his time is spent for file review, file correction, and report generation activities, respectively.
Thus, in proportion to these percentages, his
monthly salary of $1,800 is allocated as $630,
$270, and $720 to these functions. The remaining
10 percent, or $180, is for supervision, an overhead
cost. The prorations of the salaries and wages, once
determined, remains fixed. However, managerial
policy associated with an individual company really
determines for what period of time this expense
item can be expected to be fixed. With the passage
of time these percentage prorations can be expected to change.
Distribution of the space charges would follow
the same line of reasoning. The group space charge
is assumed to be made up of four budget items:
$1,800 from building repairs service, $225 from
heat and light, $210 from insurance- building, $125
of real estate taxes, and $1,200 from rent - building.
Their total, $3,585, is allocated to the functions
according to the square feet of building space
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occupied by the individual performing the function. For example, the activities of the data manager, mentioned above, are normally conducted
within 150 square feet of space. Therefore, his
function would be charged with 150/5,800 times
$3,585 or $92. The function space charge would
then be allocated to each function in proportion
to the amount of time spent at the functional activity. However, in the case of the data manager,
as well as that of other managers and supervisors,
where supervision is one of the functional activities, no space charge is made for supervision. In
those cases, the functional space charge would be
based on the ratio of functional salary allocation
to the total salary less the amount allocated to
supervision. For the data manager the three functional space charges would be: $630/ ($1,800
—$180) times $92 equals $36; $270/($1,800
—$180) times $92 equals $15; and $720/($1,800
—$180) times $92 equals $41.
In the same way, we may calculate group personal charges. For instance, we may assume that
this item consists of $415 from the group insurance
and $615 from personnel benefits for a total of
$1,065. This is distributed to the functions on the
basis of the number of employees, or proportion
thereof employed in performing the function. For
example, Exhibit 2 lists 23 positions. The charge
per person, or position, would be $1,065/23 equals
$46.30. This amount would be prorated and
charged to each function on the basis of the percentage of time the employee spends at the function.
The charges to each function are then collected
into a summary of distributions as shown in Exhibit 3. As an example, the function, "Project
planning and control" would require the services
of the Director (10 percent), the Assistant Production Manager (20 percent), and the Project
Director (100 percent) . Exhibit 3 would then show
for "Project planning and Control" the sum of
the appropriate fractions of the three monthly
salaries, e.g., $333 plus $238 plus $1,330, respectively, or $1,901. In the same way, the allocated
Group space charge would be $99, and the Group
personnel charge would be $60 for a total of $2,060.
Pro- Rating the Support Function Expenses
Support function costs (indirect costs) are distributed to the main functions (direct costs) in
proportion to the amount of benefit received by
the latter group, in the same way that overhead is
distributed in factory cost accounting. Also, some
of the indirect costs can be applied to other support functions which, in turn, are finally distributed
to the main functions.
The order in which the support functions are
accounted for is important. First, the non - technical
functions are accounted for, then the technical
support functions. Second, the function providing
a service is accounted for prior to the function receiving the benefit. Once the costs of a function
providing a service are totaled and distributed, its
account is considered closed. It receives no other
MANAGEMENT ACCOUNTING /OCTOBER 1976

Exhibit 2
DISTRIBUTION OF SALARIES AND CHARGES BY FUNCTION

1,330

Data Manager

1,800

Asst. Data Manager

830

666
1,500

Systems Programmer

1,500

Programmer

1,166

Production Manager

1,666

Asst. Production Manager

1,190

Support Programs
Programmer
Project Director
Keypunch Supervisor

1,000
1,330
11000

100.0
100.0
80.0
20.0
100.0
60.0
20.0
20.0
100.0
100.0
80.0
20.0
50.0
50.0
20.0
30.0
50.0
20.0
30.0
50.0

Keypunch Operator
Service Coordinator

916
1,166

Senior EAM Operator
Stenographer

Typist

666
830
666
1,330
836

750

1,000
1,330
800
200
916
700
233
233
666
830
533
133
665
665
167
251
418
150
225
375
$28,800

100
150

62
92

100

62

150

92

100

62

100
150

62
92

500

309

500

309

300

185

100

62

32
12
18

225
100
300

139
62
185

139
62
185

124
25
48
25
25
62
36
18
18
5
5
10
15
15
16
16
36
15
41
6
46
10
62
5
23
23
23
18'
124
46
46
93
155
62
62
30
148
37

-225

139

104
35

150
1,750

92
1,082

92
973

150

92

225

79

225

79

5,800

$3,585

23.15
4.63
9,23
4.63
4.63
46.30
18.52
9.26
9.26
2.32
2.32
4.63
11.60
11.60
11.60
11.60
16.24
6.96
18.52
4.63
4.63
34.73
6.96
46.30
2.32
11.60
11.60
11.60
9.26
18.52
6.96
6.96
13.92
23.15
9.26
9.26
4.63
23.15
4.63
18.52
23.15
9.26
13.92
46.30
46.30
37.04
9,26
46.30
27.84
9.26
9,26
46 30

109
46
46
15
24
40
15
24
40

46.30
37.04
9.26
23.15
23.15
9.26
13.92
23.15
9.26
13.92
23.15

$1,949

$1,065.00

•

Total salaries and wages
No space charge for supervision

&

&

Asst. to Service Coordinator
Computer Operator
Asst. Computer Operator

666
75
375
375
375
300
600
225
225
450
583
233
233
117
833
167
666
595
238
357

$247

Group
personnel I
$

Support programs
Project planning control
Keypunching
Supervision
Keypunching
Request preparation
Job set -up
Supervision
Job set -up
Job run
Job run
Collating /bursting
Job run
Collating /bursting
Documentation
Specifications
General adm•overhead
Documentation
Specifications
General adm. - overhead

&

Asst. to Data Manager
Systems Manager

400

-

Asst. Systems Analyst

&

1,166
2,166

&

Asst. Director
Systems Analyst

1,665
333
666
333
333
1,166
866
433
433
108
108
218
333
333
333
331
630
270
720
180
84
622
124

$

50.0
10.0
20.0
10.0
10.0
100.0
40.0
20.0
20.0
5.0
5.0
10.0
25.0
25.0
25.0
25.0
35.0
15.0
40.0
10.0
10.0
75.0
15.0
100.0
5.0
25.0
25.0
25.0
20.0
40.0
15.0
15.0
30.0
50.0
20.0
20.0
10.0
50.0
10.0
40.0
50.0
20.0
30.0

Function
charg
space
e •

-

Management - overhead
Project planning control
System investigation
Report generation
System design
Management general adm.
System investigation
System design
Specifications
Program testing
System testing
System conversion implem.
Forms design
Documentation
System Investigation
Specifications
File review
File correction
Report generation
Supervision
File review
File correction
Report generation
File correction
Support programs
Specifications
System design
System testing
System conversion implem.
P r o gr a m c o di ng
Program testing
System testing
Job run
Program coding
Program testing
System testing
File correction
Hardware installation
Scheduling
Supervision
Hardware installation
Project planning control
Scheduling

Total
charge
s ce

-

$3,330

Amount

Sqq ft
office
area

-

Director

Allocation
percent
of time

Functions charged

$

Monthly
salary

&

Position
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Exhibit 3
SUMMARY OF DISTRIBUTIONS

180
99
55
144
15
45
100
66
105
279
113
136
28
42
153
76
185
104
127
1,112
155

&

entries even though it may receive a benefit from a
function not yet closed. Distributing the functional
expenses is accomplished in a practical, straightforward manner which avoids "cyclical" prorating.
Thus, the function providing the greater service is
accounted for prior to a function providing a lesser
service. See Exhibit 1.
The expenses are also divided between systems,
i.e., development functions and systems operations
functions. In the short term, the percentage of
proration to the systems/ operations functions remains fixed however, in the long run tltcv change
in accordance with managerial policy. Periodic inspection of all functions is required to detect significant changes in the amount of support given to
system development activities and system operations functions.
As an example of the distribution process, note
in Exhibit 4 how the job scheduling costs of $734,
shown in Exhibit 1, were distributed to the main
functions: 15 percent or $110 to the system conversion function, 10 percent or $73 to the report
generation function, and 75 percent or $551 to the
job run function, in accordance, sav, with the number of jobs scheduled for each during the month.9
In the same schedule note that some of the
hardware installation function costs ($1,483), a
non - technical support function, were allocated
either to other non - technical support functions
(project planning and control, $37; job scheduling,
$37), to a technical support function (support
programs, $37), and the remainder to several of
the main functions.
s Collecting the statistical data to support the dis tribution o f the
supporting function costs can be expensive and time-consuming.
simplification may be required, using average annual percentages
or "rules of thumb" which are revised when deemed necessary.
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266
$3,585

Total
distribut on

42
60
19
49
12
30
39
24
60
42
19
30
14
21
93
30
83
27
56
120
32
46
117
$1,065

1,483
2,060
598
1,268
360
725
2,004
1,231
1,780
1,504
698
1,107
560
777
1,921
1,283
1,984
831
1,082
3,700
985
1,492
4,007
$33,450
$

1,261
1,901
524
1,075
333
650
1,865
1,141
1,615
1,183
566
941
518
714
1,675
1,177
1,716
700
899
2,478
798
1,446
3,624
$28,000

Group
personnel
charges
ges
$

Hardware installation
Project planning control
Job scheduling
Support programs
Forms design
Documentation
System investigation
System design
Specifications
Program coding
Program testing
System testing
System conversion implementation
File review
File correction
Report generation
Keypunching
Request preparation
Job set -up
Job run
Collating/ bursting
Supervision
Management general admin.
Total Salaries and wages dirt.

$

Group
space
charges

$

Function

Salaries
and
wages

&

expense
statement is an
invaluable
to ol .. ."

&

"A functional

Functional Expense Statement
Completion of the functional expense distribution process leads naturally to the preparation of an
important statement, the "Administrative Functional Expense Statement," Exhibit 5. It reports
the costs in terms of functions performed rather
than budgetary expense classifications. To highlight
the significance of this statement there has been
provided both the customary budget expense items,
totalling $43,220, and their translated functional
figures.
A functional expense statement is an invaluable
tool in the control of costs. Note how much more
meaningful it is to speak in terms of activities
costs rather than budget expense items. For instance, total systems development costs came to
$15,296, or 35.39 percent of the total budget. Systems operations costs are divided between two segments; $4,841 or 11.20 percent going for data
management activities, and $17,144 or 39.67 percent to operations. The latter amounts to $21,985
or 50.87 percent of the total, while overhead comes
to $5,939 or 13.74 percent of the data processing
budget.
ASCERTAINING COSTS BY INDIVIDUAL ENTITIES

The Functional Expense Statement represents
an advance over the traditional budget listing of
expenses. However, for effective managerial analysis
and control, the data should pinpoint costs by individual budget entities within the major groupings
of systems development and systems operations.
That is, it is extremely useful in the contol of costs
to know which particular user department is incurring, say, request preparation costs at an aboveMANAGEMENT ACCOUNTING /OCTOBER 1976

1. Number of instructions delivered (program
coding, program testing)
2. Number of requests processed (request preparation, job set-up)
3. Number of programs in system (system design,
specifications)
4. Number of on -site observations (system investigation)
5. Elapsed time per program run (job run, program testing, system testing, system conversion)
MANAGEMENT ACCOUNTING /OCTOBER 1976

Amount

2.5
2.5
2.5
6.67
6.67
6.80
40.0
1.25
1.26
30.0
100.0

37
37
37
98
98
100
595
18
19
444
$1,483

increased
usage by the
entity will
affect the
factor so as to

$

Project planning and control
Job scheduling
Support programs
Program coding
Program testing
System testing
System conversion
File review
File correction
Job run
Total distribution

2. Project planning and control - $2,214
Distributed to:
Support programs
10.0
Forms design
5.0
Documentation
5.0
System investigation
10.0
System design
10.0
Specifications
10.0
Program coding
15.0
Program testing
5.0
System testing
5.0
System conversion
15.0
Job run
10.0
Total distribution
100.0

cause an
increase in the
amount of the
function's cost
prorated to it."

$

222
111
111
222
222
222
330
111
111
331
221
$2,214

15.0
10.0
75.0
100.0

Technical support
1. Support programs - $1,641
Distributed to:
System conversion
Report generation
Job run
Total distribution

60.0
20.0
20.0
100.0

985
328
328
$1,641

2. Forms design -$476
Distributed to:
Documentation
System conversion
File correction
Job set -up
Job run
Total distribution

20.0
50.0
10.0
10.0
10.0
100.0

94
238
48
48
48
476

3. Documentation -$953
Distributed to:
System conversion
Job set -up
Job run
Total distribution

85.0
5.0
10.0
100.0

110
73
551
734

$

$

$

$

3. Job scheduling -$734
Distributed to:
System conversion
Report generation
Job run
Total distribution

$

Accumulating functional costs by entities necessitates an examination of each main function to
find the linking factor associating the activity with
the entity. For instance, what is the link between
the data preparation functional cost and the user
departments? What is the tie between the program
coding functional cost and an individual system or
program? A basic characteristic of this linking factor is that increased usage by the entity will affect
the factor so as to cause an increase in the amount
of the function's cost prorated to it. The reverse
must also be true.
An example may clarify what is needed. Assume
that an examination of request preparation costs
indicates that it can best be applied to the user
departments in accordance with the number of
service requests processed for each. The linking
factor is "number of requests processed" and it becomes the basis of allocation of the request preparation function. If Department A were to have 100
requests processed in a month's total of 1,000 then
ten percent of the cost of request preparation is
allocated to Department A.
Each computer installation can develop its own
unique set of allocation bases. A listing may include
the following:

Nontechnical support
1. Hardware Installation - $1,483
Distributed to:
Percent

$

BASES FOR ALLOCATING FUNCTIONAL COSTS

"...

Exhibit 4
DISTRIBUTION OF SUPPORT FUNCTION
COSTS

$

or below - average rate. Similarly, for systems development, knowing that Program -A of Project System A is absorbing program coding costs at, for instance, double the rate for other programs under
development focuses management's attention immediately upon a potential trouble spot.
Since all the main functions are segregated into
systems development and systems operations activities, the separation becomes a key to the accounting control of the data processing function.
All of the functional costs contained within a main
category are applied to the set of entities contained
within that classification. Thus, all of the functional costs germane to systems development are applied to the systems and programs in the process
of being developed. Likewise, the functional costs
of systems operations are applied to the user departments benefiting from the computer center's
services and facilities. What is required is a mechanism that will identify the individual entities,
allocating to each its pro -rata share of the functional expenses contained within its category. Also
needed are bases of allocation and their statistical
data.

810
48
95
953

6. Compile time per program (program testing,
system testing)
7. Number of lines printed (job run, file review,
report generation)
8. Number of jobs set -up (job set -up)
9. Number of forms prepared (file correction)
10. Number of cards keypunched (keypunching)
It is possible to have different amounts of allocation units consumed in the performance of a
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Exhibit 5
ADMINISTRATIVE FUNCTIONAL EXPENSE STATEMENT
Func tional e xpenses

Budget expense ite ms

17,144

&

$

1,492
4,447

$

1,800
165

21,985

5,939
$43 ,2 20

$

&

$15 ,2 96

4,84 1

$ 2,027
861
1,178
12,093
985

Overhead (1 3 .74 % )
Supervision
Manag ement
gen. adm.
To tal func tional c os ts

Building re pairs /service
Depreciation - general
Forms
supplies:
Mac hine rib bo ns
Labels
Paper stock
Punch cards
Pre - printed cards
Printing f o rm s
Miscl. supplies
General adm. expenses
He at and light
Insurance - building
Insurance -group
Leased lines:
Data phones
Data lines
Access lines
Personnel Benefits
Real e state taxes
Rent - building
Rentals- machines
Machine maintenance
Salaries
wages
Total budgeted expenses

60
35
65 0
50
25 0
130
25

1,200
250
225
21 0
41 5

$185
250
20

455
650
150
1,2 00
4,5 50
3,15 0
28 ,8 00
$43 ,2 20

&

909
1,994
1,938

$

$

Systems operations:
Data manag ement (1 1 .2 0 % )
File review
File corre ction
Repo rt gene ration
Operations (3 9 .6 7 % )
Keyp unching
Request preparation
Job set -up
Job run
Collating /bursting

2,2 31
1,458
2,0 07
2,4 34
1,3 51
1,772
4,043

$

Syste ms d evelopme nt c osts (3 5 .39 ° /x )
System inves tigation
Syste m de sign
Specifications
Pro gram c oding
Pro gram te sting
System testing
System conve rsion

Exhibit 6
PROJECT SUMMARY - SYSTEM DEVELOPMENT COST- PROJECT LST
System
design

$2 75
59

$140

Specificat' ons

Program
coding

Program
testing

System
testing

System
converSion

Total

$

$335
1 1 .4 1 %

$ 45
167

$140
4 .7 8 %

$

January
February
March
April
May
June
July
August
September
October
November
December
Total
Percent

System
Investigation

$2 12
7 .2 4 %

22
36 8

$3 90
1 3 .3 2 %

$ 52
236

$2 16

$1 ,3 48

$2 88
9 .8 4 %

$2 16
7 .3 8 %

$1 ,3 48
4 6 .0 3 %

275
24 4
189
420
1,800

$2 ,9 28
10 0 .0 0 %
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File
correction
$ 36 0
480
360
240
140
139
210
493
530

Report
generation
$ 192
21 0
120
65
36
54
76
110
20 4

Keypunch
$ 265
340
295
165
139
165
180
214
224

Request
preparation
$ 86
12
39
41
96
83
72
56
43

Job
set -up
$ 185
52
92
84
126
110
20 6
116
145

Job
run
$1,102
498
879
67 2
902
765
1,109
1,4 36
1,612

Collating
burs ting
97
82
103
115
137
142
183
235
28 1

$1 ,9 94

$2,952

$1,067

$1,987

$5 28

$1,116

$8,975

$1,375

$

January
February
March
April
May
June
July
August
September
October
November
December
Total

File
review
$ 165
32 0
285
31 0
24 9
129
136
140
260

$

Exhibit 7
DEPARTMENT SUMMARY- OPERATIONS SERVICE COSTS- DEPARTMENT A
Total
2,4 52
1,9 94
2,1 73
1,692
1,825
1,857
2,1 72
2,8 00
3,2 99

$19,994
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particular function. A one- to-one correspondence
need not exist between the number of items processed and the number of allocation units consumed. The time taken to process service requests
can differ significantly, depending upon the work
required in fulfilling the request. For instance,
generating a report in one case may require pulling
a few control cards from a drawer —the report had
been generated at an earlier date and the control
cards saved. On the other hand, the request may
call for the writing and keypunching of new control cards, test nuns made and debugging performed
before the proper report is produced. Clearly, dif.
ferent amounts of allocation units were used, and
a weighting factor should be incorporated within
the allocation base.
COLLECTING DATA FOR THE ALLOCATION BASE

Implementation of the systems/ operations functional control procedures requires that allocation
data be collected, and recorded, at the time the
event occurs. For instance, program runs are recorded at the time they are executed stating for
whom they are being run. Also recorded is the
time for production or testing, the elapsed time of
compilation, execution, etc., so that the entity can
be identified and allocated its pro -rata share of the
costs.
Record keeping will be an activity of increasing
importance when implementing a functional cost
control system. Careful consideration of minimum
cost methods for collecting and summarizing statistical data should be exploited to their fullest extent. As much as is feasible, record keeping should
be automated, utilizing a good job accounting routine within the computer system.

Cumulative Department Service Costs
Records which summarize departmental cost
allocations aid management to detect pervasive
trends in cost behavior. Exhibit 7 presents a form
used in collecting department service costs. For
illustrative purposes, data has been summarized for
Department A, a user of the computer center's services. Inspection shows that file review expenses
are becoming an increasing percentage of costs,
varying from 4.89 percent to 28.57 percent. The
data comes from the entities in monthly systems
operations analysis sheets. Also, file correction expenses have followed the same pattern as file review. After a proper appraisal by management,
corrective action can be applied in a meaningful
way due to the highlighting of the functional activity that is known to be causing the increasing
cost percentages.

"functional
cost analysis
can be helpful
in costing jobs
to outsiders,"

Conclusion

Systems/ operations cost analysis helps resolve
the problem of capitalizing developmental costs
versus charging operations with current costs. The
analysis firmly segregates the development costs
from operations. Application of sound accounting
principles calls for capitalization of those costs
whose benefits will materialize at some future accounting period. The data processing systems development costs are of this type and should be capitalized, with amortization charges applied against
future operations. Obviously, if development costs
are not segregated, the computer center's current
operating figures will be distorted to the extent
that systems development costs have also been
charged to current operations.
Functional cost analysis can be helpful in costCumulative Systems Development Costs
ing jobs to outsiders. Price determination can be
The aim of functional cost analysis is the re- based on the number of production units (proporporting of costs on a per system/ program basis for tions of the operations functional cost elements)
systems under development.* For each system/ used in performing the work. Importantly, the deprogram under development the functional costs velopment costs, which have no bearing on the
per period are accumulated. See Exhibit 6, for an work, have been screened from the price estimating
analysis of the accumulated costs for the just com- procedure.
pleted system called Project LST. Total costs for
Similarly, contract bidding for software developthe installed system came to $2,928. The significant ment (computer program writing) is also attuned
figures, however, are the functional costs it in- to functional cost analysis procedures. By summarcurred, each accumulated on a per month basis. izing the estimated system development units reData of this type is extremely valuable. For one, quired to do the job a basic bid price can be coneach month's costs can be summed and extrapo- structed. Then, once the contract has been oblated against the project's total budget to guard tained, it can be monitored with respect to the
against an overrun in cost. For another, the pro- cost accumulations for each function; costly overject's accumulated function costs can be compared runs can be obviated by early detection of trouble
with other project costs to determine if costly spots.
bottlenecks exist, or whether a wrong decision was
Another possible benefit of functional analysis
made, when the first warning signs appeared but lies in the construction of standard cost estimates
for the defined functional segments. Similar to
were ignored.
factory operations, standards can be derived for
In the early stages of a system's development the functional
costs relative to it ca n only be applied to a system and not to
material, labor, and overhead, flexible budgets conprograms. The reason, of course, is that until a syste m has been
structed,
and the entire procedure incorporated
designed and approved, the programs contained within it are not
known. Therefore, the developmental costs of system investigation,
into
the
firm's
accounting system. Derived variances
system design, and specifications must be allocated to a specific
system. When the programs have been identified, the coats of
will
enable
the
accountant to present meaningful
program coding, program testing, and even system testing become
program costs. It should be kept in mind that system conversion
cost
reports
for
managerial
analysis and interpretacosts can become program costs in instances where the system
under development contains but a single main program.
tion.
El
I
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ACCOUNTING FOR
CALF PRODUCTION
It is vitally important that we in the profession address ourselves
to the problem of fairly representing the cost of our food
supplies.

By Dwight G. Dollison
Most beef producers are rancher - farmers, and they
are not concerned with producing financial reports
for stockholders.' Their accounting is usually done
on a cash basis and inventory valuations are generally ignored. Consequently, there is not much information available on accounting for beef operations.
D. G. DOLLISON
The beef cattle business is also a marginal
Des Moines Chapter, business. Therefore, we need to recognize the
is Director of
Budgeting and importance of using margin analysis when making
Financial Management financial decisions. We must watch the direct
for Pioneer Hi -Bred maintenance costs, since they are the ones most
International, Inc., vulnerable to market fluctuations. However, we need
Des Moines, Iowa. He also to recognize the indirect costs, since they
holds a B.S. degree in
Accounting from account for approximately one -half of the total
Drake University. Mr. production cost. We should view all costs as
Dollison was awarded managed costs and evaluate them in terms of the
a Certificate of Merit contribution margin.
for the article
(1975 -76).

This article was
submitted through the
Des Moines Chapter.
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Production Cycle
In order to develop a cost accounting system
we must first establish the production process.
The gestation period for a cow is nine months;
however, it is a full 12 months between calving
dates. This 12 -month cow cost period begins in
our system at the time the cow has weaned her
previous calf and been diagnosed as pregnant,
even though she was bred some four to five months
earlier.
This 12 -month period is broken down into two
segments: the first 160 days during which the cow
is pregnant and 205 days after birth when the
cow is with calf. At the end of this period, the
calf has accumulated 12 months costs: 160 days
cow -cost during the gestation period plus 205 days
of cow - and -calf cost to weaning.
After weaning, the young animal continues in
production as a separate unit, either as a feeder

calf or a potential breeding animal for a period
of 160 to 180 days. At the end of this period
the calves are either sold for slaughter or continue
in production as breeding stock. Heifers are approximately 18 months of age when pregnant
diagnosis is made and they enter the calf production
cycle. Bull calves may be used for production as
early as 13 -15 months of age. At this time the
breeding animals are capitalized as production
units and they are associated with the next production cycle.
The cow herd generally produces a 90 percent
calf crop. Non - productive animals may be sold or
maintained with the cow herd. If they are maintained with the cow herd, their maintenance
cost is associated with the current production
cycle until they are diagnosed pregnant.
Cost Accounting
Costs related to beef production are either
direct maintenance or indirect production costs.
Direct maintenance cost are those incurred to
maintain the animal, such as feed, veterinarian
expense, and pasture. Indirect costs are all other
costs including labor and depreciation. We identify these costs in production by the use of standards. See Exhibit 1 and 2. They are identified
for each stage of production; e.g., cows, calves,
bulls or steers on feed and heifers growing. (We
associate these costs with a group of animals, not
individuals.)
If the feed ingredients are grown on the farm,
we must first determine their production costs
as the basis for computing the standards. Veterinarian costs are analyzed in terms of usage and
Beef production is one of the most efficient methods of producing high quality protein. Millions of acres of land which can
produce only grass and forages (cellulose) can be harvested and
converted into the highest quality protein for human food.
Animals in production do not include breeding cow s and bulls.
When they reach a productive age, they are a finished product
used in the production process.
I
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Bull service cost is either recognized in the
purchase of semen or in bull maintenance. On
the average one bull can service 30 cows and 90
percent of the cows he services produce a calf. It
costs $30 a day to maintain the bull. The bull
cost related to production of one calf is $6.67,
and is identified as indirect.
Normallv, cow herdsmen are employed at a
straight salary since their responsibilities overlap
all stages of production. They are, therefore, also
identified as indirect. The standard we use for
indirect costs is determined by dividing total
indirect cost by total animals in production during
the fiscal year. Since the production cycle may
extend from 18.24 months, we can have as many
as three groups in production during one year.
Assume we have (1) indirect costs of $30,000,
(2) 100 -cow herd, (3) 90 percent calf crop and

",

applied to production accordingly. And pasture
costs are the maintenance costs incurred each year;
i.e., seed, fertilizer, and weed control. The total of
these costs is divided by the (weighted) number of
animals grazing. For example, if there are 100 cows
and 30 heifers grazing and the consumption rate
for the heifers is 3h that of the cows, the weighted
number of animals would be 120; 100 units applied
to the cow and 20 units applied to the heifers.
We normally review the standards each time
a new group starts production. If the rations or
cost should change materially during the production cycle, the standard is changed accordingly.
Generally this will not happen since most cow -calf
producers lay in their feed supplies once a year at
harvest time and generally know their ration cost
for the year. If they do not do this, they generally
lock the cost in by hedging.

, , one bull

can service 30
cows . . . "

Exhibit 1
STANDARD COSTS

10
.005
$.05

.087
$.13

.160
$.02

30
.004
$1 2

10
.005
$.05

11/ 2
.087
$1 3

.160
$.02

Pasture

Total

1/ 9

$

.02

-

$

-

-

-

-

11 / 2

.30

-

1/a

$

.02

.59

1/8

_

$

-

3
.050
$.15

-

3. Heifer growing (summer)
(balance of period until beginning of calf
production cycle)
Ration
Cost
Standard (cost day)

.087
$.05

-

6
.050
$3 0

.28

-

2. Heifer growing (winter)
(first 180 days after weaning)
Ration
Cost
Standard (cost day)

-

14
.050
$.70

-

Post weaning to end of calf production cycle
1. Bull or steer maintenance (winter summer)
(160 to 180 days after weaning)
Ration
Cost
Standard (cost day)

-

2 1/ 2
.050
$.13

$.24

.18

.160
$.02

2
.087
$.17

.160
$.02

-

-

-

1/a

.07

$1.00

-

-

$

-

-

$

.01

.56

-

.Ol

$1 5

$

$

.160
$.02

-

-

-

-

-

1/ 9

1/ 5

-

7
.005
$.04

-

12
.005
$.06

-

-

-

-

$

-

1 1/ Z
.087
$.12

-

13
.007
$.09

-

&

-

-

-

-

4. Calf maintenance (winter and summer)
(from birth to weaning)
Ration
Cost
Standard (cost day)

$

$1.02

-

-

160
$.02

_

-

-

-

-

3. Cow with calf maintenance (summer)
(remaining 180 days until weaning)
Ration
Cost
Standard (cost day)

5
.050
$.25

Mineral Veterinarian

20
.004
$.08

-

2. Cow with maintenance (winter)
(about 20 days following birth of calf)
Ration
Cost
Standard (cost day)

Protein

-

Roughage

$

Silage

-

-

-

Corn
Pre - weaning cow and calf costs
1. Pregnant cow maintenance (winter)
(first 160 days of calf production period)
Ration
Cost
Standard (cost day)

.37

Note
Rations and costs will vary from location to location. The above schedule represents a typical calf production cycle adapted to Midwestern
seasons.
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YVe
s ac ri fic e s o m e

accuracy so

(4) all calves com plete an 18 -month production
cycle, th e indirect cost standard for the fiscal
year is computed as follows:

t h a t we Co u l d

Calf crop 1 (12 -18 months of age)
90 calves x 180 days)

16,200

simplify the
accounting

Calf crop 2 (1 -12 months of age)
90 calves x 360 days)
Total animal days

32,400
48,600

pro cedures .. .❑ ❑

Total indirect costs

Cost pper day = Animal days

$.62

_ $30,000
48,000

As a practical matter we sacrificed some accuracy so that we could simplify the accounting
procedures by including all labor and depreciation
with the other indirect costs in our indirect cost
standard. Either way the total cost of production
is the same-, however, on interim reports the production cost is slightly understated because the
cow herd depreciation should be included in the first
twelve months of production.

Conclusion
It is vitally important that we in the profession
address ourselves to the problem of fairly representing the cost of our food supplies. The cost
accounting procedure outlined above is an approach
to the problem.
❑

Exhibit 2
COST OF PRODUCTION
1. Cow Mainte nance
Cos t to m aintain a c ow fo r one ye ar
No. of days
160
20
180

Standard
cost /day
$ .3 0
$ .5 9
$ .2 8

2. Calf maintenance
Co st to maintain a calf 2 05 d ays
fro m b irth to we aning

20 5

$ .1 8

$ 36.90

3. Bulls or s teers on feed
Cost of pe rformance tes ting bulls or
feeding s teers fo r market

170

$1.00

$17 0.00

180
180

$ .5 6
$ .3 7

$10 0.80
$ 66.60
$16 7.40

36 0
170
36 0

$ .62
$ .62
$ .62

$22 3.20
$10 5.40
$2 23 .2 0

Pre g nant c o w (winte r ratio n)
Cow w /calf (winte r ratio n)
Cow w /calf (sum mer ration)
Total C ost

4. Heifers gro wing
Cos t of maintaining a he ife r gro wing
to a p rod uc tive age
W inte r ration
Summ e r ratio n
Total C ost
5. Ind irec t co st all animals
Labo r, dep rec iation and f acility c ost
for ail stage s o f p rod uction
Calf to weaning
Bulls or s teers on feed
Heif ers growing

Cost
$ 48.00
$ 11.80
$ 50.40
$11 0.20

6. Total p rod uc tion co st
Total co st of prod uctio n ass uming
a 90 pe rce nt calf c rop
Cow maintenance
Bull s ervice
Calf m ainte nance
Ind ire ct co st to we aning
Cost of weane d calf
Bull or ste er on f eed
Heif er growing
Indirect cost
Total cos t o f p rod uction

Bull
$11 0.20
$ 6.67
$ 36 .9 0
$22 3.20
$376 .97
$17 0.00
$10 5.40
$65 2.37

Heifer
$1 10 .2 0
$ 6.67
$ 36.90
$22 3.20
$37 6.97
$16 7.40
$22 3.20
$7 67 .5 7

Note:
The se cos ts are rep re sentative of a bree ding herd operation. The c o sts are probably high compared to a commerc ial herd, b ut the same concep ts c an b e applied.
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MULTINATIONAL
FINANCE AND
MANAGEMENT
ACCOUNTING
In an area where change is likely to be the only constant, the
burden is on management accountants to monitor constantly
new developments on the international financial scene.

The world has entered an unprecedented era of
international economic activity. Expanded business
and investment have, in turn, called forth innovations in financial management. As information
specialists within the firm, management accountants are in an excellent position to assist in developing information systems which will help to
resolve many of the dilemmas which currently confront international financial executives.
Foreign Exchange Risks
Unique to international business is the risk of
loss due to changes in the value of national currencies in which financial transactions are denominated. For instance, a United States parent corporation operating a wholly owned subsidiary in
Gennany, whose assets are denominated in deutsche
marks, experiences a foreign currency translation
gain or loss in terms of United States dollars
whenever the value of the German mark appreciates
or depreciates relative to the dollar. Since foreign
currency amounts are typically translated to their
domestic currency equivalents, either for management review or external financial reporting purposes, the "translation" gain or loss in this case
would be reflected on the financial statements of
the United States parent.
Since currency fluctuations are often quite pronounced, a major objective of international financial management is to minimize risks in case fluctuations occur. Risk management techniques in.
elude: (1) forecasting exchange rate changes and
the magnitude of possible losses, and (2) engaging
, See Ian Ii. Giddy and Gunter Dufey, "The Random Behavior
of Flexible Exchange Rates: Implications for Forecasting," Journal
of Inlernalional Burinerr Sludies, Spring 1975.
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in compensating actions to hedge such exchange
risks. Great disagreement, however, exists as to
which device is best. Those managers supporting
exchange rate forecasting as the superior risk management technique believe that decision - makers in
the firm are able to outperform the market as a
whole in predicting exchange rate movements.
Those managers opposing this alternative, however,
argue that foreign exchange markets, in a world
where exchange rates are free to fluctuate, are
"efficient markets." They say, therefore, that attempts to predict future rate movements are, for
all practical purposes, futile.,
liedging techniques are equally controversial, as
financial managers and accountants still do not
agree on how best to measure foreign exchange exposure. For example, under conventional transla.
tion methods, a foreign subsidiary's monetary assets and liabilities are translated to their domestic
currency equivalents using the rate of exchange
prevailing at the time the financial statements are
prepared, whereas non - monetary items are translated using the rate which prevailed when those
items were acquired or incurred. Under these translation rules, a parent company's exposure would be
measured by the net monetary asset position of the
foreign subsidiary.
Assuming that the rate of exchange between the
foreign currency (FC) and the dollar were to decline from FC 4 = $1 to FC 5 = $1, the potential
foreign exchange loss on a firm's exposed monetary
assets of FC 1,000 would be $50. When a company
determines such a potential foreign exchange loss,
it will take appropriate hedging action to offset it.
Such action would involve either decreasing assets
denominated in the foreign currency or increasing
foreign currency liabilities. Any remaining exposure may then be covered in the exchange market.

F. D. S. CHOI
Hawaii Chapter, is
Associate Professor of
Accounting and
Finance at the
University of Hawaii.
He holds B.B.A. and
M.B.A. degrees from
the University of
Hawaii and a Ph.D.
degree from the
University of
Washington.

By Frederick D. S. Choi

This article was
submitted through the
Hawaii Chapter.
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controversies
such as these
have direct
managerial
accounting
implications."

Critics of such an exposure concept, however,
are quick to point out that while the foregoing
method measures "accounting" exposure, it may
not really measure a firm's exposure in an "economic" sense.2 Thus, assume that the foregoing
example applies to a foreign subsidiary which obtains all of its labor and materials in its domestic
economy and, in turn, sells its entire output abroad.
In this instance, a significant devaluation might
very well improve the subsidiary's FC revenues by
making its goods cheaper in terms of other foreign
currencies, i.e., the firm could either maintain its
product prices in terms of the foreign currency,
thereby increasing its FC receipts by the devaluation percentage, or it could lower the FC price and
presumably increase its sales volume. The devaluation in turn would have no appreciable effect on
the subsidiary's costs. Thus, the profits of the subsidiary would conceivably increase rather than decrease because of the devaluation, and there would
be little economic justification for recording any
translation loss.
Unsettled controversies such as these have direct
managerial accounting implications. If the company uses exchange rate forecasting as a promising
risk reduction technique, it must develop comprehensive information systems capable of gathering
and processing substantial amounts of information
about currency stability to ensure that financial
managers have a "superior" source of information
on which to base their forecasts. Hedging techniques, on the other hand, call for the construction
of measurements which reflect more realistic valuation of assets and liabilities after changes in exchange rates. Much, therefore, remains for the management accountant to do in dealing with foreign
currency exchange risks.
Consolidating Foreign Accounts
Coupled with the problem of measuring foreign
exchange risks is the problem of consolidating the
results of a multinational company's foreign operations. Shareholders, creditors, and other external
groups desire, in general, a single frame of reference
for examining company operations regardless of the
geographic origin. Since consolidated statements
can be presented only in terms of a single currency
unit, currency translation procedures are called for
that transform foreign currency reports into statements expressed in terms of domestic currency.
During the pre - multinational era, foreign operations were generally conceived of from the national
point of view. International activities during this
period— pre -1960s —were largely confined to import and export operations. What limited investments existed outside the home country were generally made to promote trading activities or to
participate in profits that could readily be remitted
in dollars to the United States parent company.
Under these circumstances, currency translation
techniques with a home country perspective seemed
both logical and desirable.
Assumptions such as these no longer appear tenable for the multinational company. Foreign sub-
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sidiaries are no longer being viewed as mere "stepchild" operations but as strategic components of
an integrated corporate network. Worldwide economies of operation and organizational control are
increasingly becoming primary influences affecting
the distribution policies of foreign direct investments abroad. In short, companies are viewing
foreign investments as permanent, and remittances
of foreign earnings to the home company as no
longer being a primary objective. Given these developments, existing translation methods would
appear to be somewhat suspect.3
For example, FASB Statement No. 8, which
now supersedes all prior pronouncements on the
subject of foreign currency translation, requires
that monetary items denominated in a foreign
currency be translated into dollars at the rate of
exchange prevailing as of the financial statement
date. Accounts carried at historical costs are to be
translated at historical rates while foreign balances
carried at current values are to be translated at current exchange rates.{ Statement No. 8 departs most
radically from former accounting doctrine (on the
subject of foreign currency translation) in the treatment of translation adjustments— increases or decreases in the dollar equivalents of foreign currency
balances due to fluctuations in the translation rate
between reporting periods. These adjustments are
now to be accounted for as gains or losses and
recognized in income in the period in which the
change in exchange rate takes place.5
In view of the changing nature of foreign operations, however, Statement No. 8 would appear to
raise as many questions as it answers. Thus, while
Statement No. 8 may facilitate the preparation of
consolidated financial statements in terms of a single currency framework, does it produce results
which are useful to decision- makers both internal
and external to the firm? Given that enterprise
managers and investors are interested in evaluating
the performance of foreign operations, does translating some assets and liabilities at current rates and
others at historical rates preserve the essence of the
foreign currency statements in terms of financial
position and operating performance? And, in view
of the variety of circumstances under which foreign
operations are conducted, can a single translation
method serve all statement translation purposes
equally well?
Even if one could resolve the foregoing issues,
there is still the problem of accounting for translation gains and losses. Does the accounting treatment recommended by the FASB's recent pronouncement on foreign currency translation produce
results that are generally consistent with the
economic effects of exchange rate changes; i.e., are
translation gains and losses "real" gains and losses
For an excellent description of the concept of economic versus
accounting exposure see Gunter Dufey, "Corporate Finance and
Exchange Rate Variations" Financial Management, Summer 1972.
9 Gerhard G. Mueller, " dre Traditional Foreign Exchange Translation Methods Obsolete ?" California Management Review , Summer 1965.
' "Accounting for the Translation of Foreign Currency Transactions and
Foreign Currency
Statements,"
FASB State.
lions
of Financial
AccountingFinancial
standards
No. 8, October
1975,
I

p

"Unsettled

ara. 11 -12.
Ibid., para. 16 -17.
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or merely bookkeeping fictions? For example, assume that a foreign debt of 1,000 foreign currency
(FC) units is booked on the parent company's
financial statement at $1,000 because the exchange
(translation) rate was FC 1 = $1 at the time of
the foreign currency transaction. If the exchange
rate should subsequently decline to FC 2 = $1 by
the next financial statement date, the dollar equivalent of that same debt would be only $500. However, if the foreign debt is not scheduled for repayment for the next ten or fifteen years, has a $500
translation gain actually been realized? Indeed, in
those instances where foreign affiliates have no intention of repatriating funds to the United States
parent company, does the realization concept have
any meaning at all?
Another consolidation problem which promises
to test the ingenuity of managerial accountants is
how to register the effects of foreign inflation in
the consolidated accounts. Foreign inflation is of
particular interest to readers of statements concerned with multinational operations because: (1)
it often occurs at different rates from those of the
parent country, (2) the prices that are changing
are foreign prices rather than domestic prices, and
(3) inflation abroad is related to movements in
foreign exchange rates. Under these circumstances
is it better first to restate foreign account balances
to reflect the effects of foreign inflation and then
to translate the results to the currency of the parent company? Or, is it better first to translate the
accounts to their domestic currency equivalents
and then to adjust the accounts to reflect the effects
of inflation? The issue remains unsettled, with proponents of each approach continuing to argue the
merits of one over the other.e

Multinational Taxation
Tax planning is undoubtedly one of the most
difficult, yet vitally important parts of any financial
executive's job. Tax planning becomes even more
complex for multinational business operations because it influences so many of the firm's activities.
Since taxes are instruments of national economic
policy, tax systems worldwide are understandably
as diverse as the political entities which create
them.
A company operating abroad incurs a variety of
taxes ranging from direct taxes such as the corporate income and capital gains taxes to numerous
indirect taxes including value -added taxes, border
taxes, net worth taxes and withholding taxes. In
addition, tax rates vary from country to country.
Thus, while the corporate income tax rate is close
to 50 percent in the United States, it may range
from as low as zero in Bermuda and other tax.
haven countries to as high as 60 percent in a country like Libya.' Tax collection systems also vary internationally. The most prevalent are: (1) the
' T he diminsions of this controversy are examined in Frederick
D. S. Choi, "P rice Level Adjustments and Foreign Currency
Translation•Newyweds or Reluctant Bedfellows ?" T h e InterJournal
Accountin
, Fall 1975.
of Foreign
'national
Ernst and
Ernst,
Corporate
Income and Withholding
Tax R ates, Jan ua ry 1975, Internatio nal Business Series 1975.
' J o h n F. Chown, Taxation and Multinational knierprises,
Longham G ro up Ltd ., Londo n, 1974.
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classical system —in which corporate taxes are levied
at a single rate and dividends taxed as income to
shareholders at their personal income tax rates, (2 )
the split -rate system —in which corporate taxes are
levied at two different rates depending on whether
enterprise earnings are distributed or retained, and
(3) the tax credit or inputation system —in which
a corporate tax is levied on enterprise income at a
single rate with part of the tax paid being allowed
as a tax credit against the income tax on dividends.8
Financial managers need to be aware also of
special tax provisions applicable to international
operations, since such provisions often either help
or hinder multinational companies. These special
provisions include such things as bilateral tax
treaties between countries in order to prevent
double taxation of the same corporate income by
each country, and regional tax incentives granted
by host governments to encourage certain kinds of
businesses to locate within their borders.
Any successful tax planning program, therefore,
must have an information system which is capable
of keeping financial managers informed of all relevant international tax variables. This is especially
important in international business, as tax laws and
regulations of individual countries are constantly
changing. Changes in one country's tax provisions
often affect the relative advantages and disadvantages in a multinational tax network. And since
tax minimization policies of one subsidiary can
often have unintended consquences elsewhere in
the network, the effects of such policies need to be
traced throughout the entire system before final
decisions are made. The most promising innovations in this regard are computerized tax simulation models designed to optimize a company's
global tax bill.
At a minimum, tax planning information systems should give financial managers access to information on such variables as: features of the
various domestic and foreign tax systems, tax base
definitions used by each country, tax treaties, the
legal structure of the parent company and its subsidiaries, policies on the movement of funds within the corporate system, and the risks of currency
inconvertibility. Without such support systems it
is little wonder that many managers consider the
complexities of international tax planning overwhelming. Effective international tax planning will
continue to be a major bottleneck for many multinational companies until they create good tax
planning information systems.

"A company
operating
abroad incurs
a variety of
taxes ..."

Capital Budgeting in the MNC
Financial planning in the multinational enterprise poses additional challenges for the managerial
accountant. Although the processes of financial
planning at home are similar in concept to international ones the latter are much more difficult to
administer because of the increased number of
variables that the financial manager must cope
with.
Consider for example investment planning. Owing to significant advances in financial management
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"...,sophisticated
procedures
now exist for
determining a
firm's optimum
capita!
structure . . . "

theory, sophisticated procedures now exist for determining a firm's optimum capital structure,
measuring a firm's cost of capital, and evaluating
investment alternatives under conditions of uncertainty. However, as we enter international business,
investment planning quickly becomes a mission impossible. Considerations such as differential. tax
laws, differential rates of inflation, risks of expropriation, fluctuating exchange rates, exchange controls, restrictions on the transferability of foreign
eamings, language and intercultural differences all
add complexity not usually found under more
homogeneous and stable domestic conditions. Add
to this the difficulty of measuring such data, and
the problem quickly magnifies. For example, how
does one adjust and measure the expected returns
of a foreign investment opportunity where inflation,
depreciating foreign currency, and exchange conatrols
are the rule rather than the exception? Assuming this problem is resolved, should the investing company then consider local country rates of
return, investor country rates of return, or both?
If foreign investments are evaluated according
to the present value system, then an appropriate
discount rate must be developed. While a company's cost of capital is considered in making domestic decisions, should the same hold in the
multinational case? If a substantial portion of the
money capital required to undertake a foreign investment is supplied by the parent corporation,
should the cost of capital to the parent company
be used or should this rate be altered to reflect the
additional risk associated with the foreign investment? To cite another consideration, if a foreign
affiliate's financing plan calls for more expensive
debt or equity financing than is available to the
parent firm elsewhere, should this additional cost
be reflected in a higher company -wide cost of capital or should the incremental financing cost be absorbed by the subsidiary by its requiring higher
periodic returns on its investment? Indeed, does
debt financing abroad which exceeds borrowing
norms in the home country necessarily raise the
company -wide cost of capital when such financing
is undertaken to hedge against foreign exchange
risks abroad?
Considerations such as these are far from academic. In the absence of information systems which
include these extra - national considerations, many
firms investing abroad have been forced to rely on
tools designed for domestic analyses. This would
appear to be a less than satisfactory state of affairs.

Financial Control Systems
Domestic company activities are typically organized by independent profit or investment centers.
Under these decentralized systems, subsidiary managers are given the authority to make decisions directly affecting their spheres of activity. Given these
conditions, numerical measures of performance such
as statistics on rate of return are highly useful.
9

Sidney M. Robbins and Robert B. Stobaugh, "The Bent MeasurHarvard Business Review,

Stick for Foreign Subsidiaries,"
tingwemberdktober,
1973.
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Internationally, such evaluation systems seldom
function well. In the beginning, foreign operations
are often established for strategic reasons, many of
which cannot be measured precisely and quantitatively. For example, a manager of a major oil
company might not want to risk being left out of
a foreign market that one of his competitors is
exploring even if the expected returns may prove
to be negative when discounted to their present
value equivalents. In addition, many of the major
decisions affecting the profits of the foreign subsidiary are often made by central headquarters.
Centralized control over investment policy, external financial sources, and transfer prices, are examples. Then too, many variables affecting the reported performance of subsidiary operations are
usually beyond the control of the subsidiary manager. For example, government restrictions on remittances of invested capital may greatly affect
some subsidiaries and not others. Required minimum capitalization ratios in various countries often
bias the rate -of -return calculations of the subsidiary
operation by inflating its investment base against
which earnings are compared. Finally, fluctuating
exchange rates which are beyond a subsidiary manager's control may also have a significant effect on
the subsidiary company's reported performance.
Under these conditions, alternative evaluation
schemes for appraising foreign operations appear
necessary. And yet, studies have revealed that most
companies operating abroad continue to evaluate
their foreign subsidiaries on precisely the same basis
as they do their domestic subsidiaries.s Additional
research and experimentation seem urgently needed
on the managerial accountant's methods of finan.
cial planning for the multinational company.
External Financing
Multinational investment necessitates the accumulation of massive sums of money capital. Because of a shortage internationally, planning for external financing is strategic in the competitive calculations of the multinational enterprise.
Sources of funds for direct investments abroad
can be classified as internal or external. As one
might expect, internal financing methods for international operations are generally similar to those
methods employed by single nation operations.
External financing however, quickly expands both
the number and the scope of multinational financing alternatives. In addition to borrowing in domestic financial markets, a company can find external
financing by making joint business venture arrangements with foreign owners, borrowing in the financial markets of foreign affiliates, and entering the
international capital markets.
Raising funds abroad offers certain benefits which
need to be measured and communicated to financial
managers. Foreign borrowing, however, is not without risks. Thus an Italian subsidiary of a United
States parent borrowing francs from a Swiss bank
and then converting the proceeds to Italian lira for
working capital purposes would experience a sigContinued on page 54
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LEASE VS. DEBT
PURCHASE OF
AUTOMOBILES
If the lessee thinks the actual salvage value will be higher or lower
than the salvage estimate used by the lessor to establish the lease
payments, the lessee's estimated effective before -tax rate will be
decreased or increased accordingly.

By Rodney L. Roenfeldt and James B. Henry
One of the more rapidly expanding areas in industry
is leasing. It has become, in recent years, a major
surrogate for debt financing, and is used extensively
in connection with the acquisition of automobiles.
The leasing of automobiles is generally conducted
through commercial banks which use open -end
lease contracts. An important feature of such a contract is that a guaranteed residual value on the
automobile can be established when the lease is
negotiated. If the sale value of the automobile,
when the lease term expires, is less than the predetermined estimate, the lessee will pav the difference to the lessor. If the sales value is more than
the estimate, the lessor will remit the difference to
the lessee. Under this arrangement, and assuming
no default, the yield is guaranteed to the lessor.
However, the effective interest rate for the lessee
may increase or decrease depending upon whether
the residual value of the automobile varies up or
down from the estimate.
The Before -Tax Rates
To provide information relating to the "before tax rates," data was gathered from 102 auto leasing
contracts initiated between April 1974 and September 1975 in the Southeastern region of the United
States. Of these, 74 were for 24 -month periods and
28 were for 36 -month periods. The initial costs
ranged from $6,000 or less for 86 automobiles and
' The riskiness of the estimated salvage value could be adjusted
for by multiplging the salvage value by a certainty equivalent coefficient (a ). Thu coefficient would be between 0 and 1 with a
smaller coefficient corresponding to a more risky salvage value.
I
The pretax lease rate rt.' is a monthly rate since monthly
lease payments are used. The monthly rate is converted to an
annualized value as follows: (1 + r L * ) " — 1.
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$6,001 to $12,000 for 14, to over $12,000 for two.
The contracts were arranged into groups for study
over three consecutive six -month periods.
Our first objective was to determine the pretax
rates for: (1) automobile installment loans and
lease contracts during the three separate time
periods, (2) for various ranges of initial automobile
costs, and (3) for 24 -month versus 36 -month contracts. Our second objective was to examine the
effect of the salvage value on the interest cost to
the lessee, when the salvage value increased or decreased by as much as ten percent of the initial
cost of the automobile. Since we are considering
the lessee's position, the pretax rates represent the
lessee's realized cost under three alternative realized
salvage values (original estimate, original estimate
plus and original estimate minus ten percent of
initial cost) . ( The lessor's pretax rate of return will
not vary due to the nature of the open -end lease
contract; it is equal to the lessee's pretax rate when
the realized salvage value equals the estimated
salvage value.)
The effective rates on a before -tax basis were
computed using the following formula:
N -t

Co = Lo +

E
t =t

Lt
(1 + r

+
*) t
L

S
(1 + r * ) N
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(1)

L

where:
Co = Capitalized value of asset
La = First lease payment paid in advance
L, = Lease payment in period t
S = Estimated salvage value at termination of
lease contract'.
N = Length of lease contract
r* = Effective before -tax interest rate on lease
L
contract 2
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Exhibit 1 indicates that: (1) the before -tax
rates are higher for both 24 -month and 36 -month
lease contracts than for installment loans in all
three periods when the estimated salvage value
proves to be accurate, (2) for higher cost automobiles the before -tax rates are either equal to or
lower than rates on lower cost automobiles, and
(3) the rates are higher for 36 -month contracts
than for 24 -month contracts, which one would
expect.
The prime rates were quite volatile during the
three time periods, ranging from 6.75 to 12.00
percent. They, were also very volatile within each
of the three periods, with the last period, April
1975 through September 1975, having the lowest
prime rates with the smallest variation, 6.75 to
8.00 percent. Although the prime rates were volatile, the installment loan rates on automobiles
were quite stable over the three periods ranging
from 10.51 to 11.62 percent. Stability of the leasing rates, however, depends primarily upon the
length of the contract and the cost of the automobile. For example, 24 -month contracts for automobiles costing less than $6,000 were relativelv
stable within each time period and also across the
three time periods, ranging from 14.2 to 15.6 percent. However, rates for the same cost automobiles
having 36 -month contracts varied considerably
more, ranging from 16.5 to 20.8 percent, but they
were relatively stable across time periods.
The 36 -month contracts have rates that are con-

sistently higher than the 24 -month contracts in all
three periods. Similarly, high cost automobiles have
rates that are equal to or lower than the low cost
ones in almost all cases for both 24- and 36- month
contracts.
In the bottom two sections of the Exhibit, the
salvage values were set to the original estimate plus
or minus ten percent of the capitalized cost of the
automobile. Such changes in salvage value could
have a significant effect on the before -tax rate paid
by the lessee. If the actual salvage value is greater
than the estimated salvage value by ten percent of
the cost of the auto, the effective rate for the lessee
is considerably less than originally estimated. For
example, the lowest rate for a 24 -month contract
on an automobile in the $6,000 or less category
during the first period is 15.4 percent using a salvage value equal to the originally estimated salvage
value. However, if actual salvage value at termination of the lease is equal to the original estimate
plus ten percent of the cost of the auto, the lowest
actual effective rate to the lessee drops to 8.1 percent. This results because, with an open -end contract, the lessor remits any salvage in excess of the
original estimate, thus lowering the effective lease
payments.
This type of sensitivity analysis provides the
potential lessee with additional information with
which to make an optimal decision. If the lessee
thinks the actual salvage value will be higher or
lower than the salvage estimate used by the lessor

Exhibit 1
BEFOREJAX LENDING AND LEASE RATES ON AUTOMOBILES
Time period
Finance rates(1)
Prime rates (2)

Estimated
salvage minus
10% of cost

No.
of
autos

No.
No.
36 -Month of
24 -Month
of
lease autos
lease
autos

No.
36 -Month of
lease autos

No.
24 -Month
of
lease
autos

No.
36 -Month of
lease autos

Low High
Low High
Low High
Low High
Low High
Low High
0 $6,000 15.4% 15.6% 19 18.7% 20.8% 9 15.4% 15.6% 24 16.5% 19.8% 4 14.2% 15.6% 19 16.5% 19.8% 11
$6,001$12,000 15.4% 15.4% 1 15.4% 20.8% 2 13.1% 15.4% 8
0 14.5% 15.4% 2 15.7% 15.7% 1
.. .
Over
$12,000 . . .
0
0 18.7% 18.7% 1 12.9% 12.9% 1
0 ...
0
0 $6,000 8.1% 8.3% 19 12.9% 15.2% 9
$6,001 $12,000 8.1% 8.1% 1 10.9% 15.2% 2
Over
$12,000 . .
0
0

...

7.8%

.. .

8.3% 24 11.8% 14.1% 4

6.8% 8.3%

...

...

...

.. .

8

0

012.9% 12.9% 1

...

6.9% 8.3% 19 11.8% 14.1% 11
7.5% 8.1%

2 10.9% 10.9%

1

6.4%

1

0

6.4%

.. .

...

0 $6,000 22.1% 22.3% 19 23.7% 25.7% 9 22.1% 22.5% 24 20.8% 24.7% 4 20.9% 22.5% 19 20.8% 24.7% 11
$6,001$12,000 22.1% 22.1% 1 9.4% 25.7% 2 19.0% 22.4% 8
0 21.0% 22.1% 2 20.0% 20.0% 1
...
Over
0 123.7% 23.7% 1 18.9% 18.9% 1
0
$ 12,000 . . .
0 ...
0
...
...
.

Estimated
salvage
plus 10%
of cost

24-Month
lease

April, '75- September '75
11.26 % - 11.44/,
6.75 % - 8.00%

,

Estimated
salvage

Auto cost

October, '74 -March '75
11.46 % - 11.62%
7.25%- 11.75%

.

Actual salvage
equals

April, '74- September '74
10.51/,- 11.31%
9.50% - 12.00%

...

1 Source:
Federal Reserve Bulletin, Finance rates on selected types of installment credit, (September, 1975), p. A46. These are "most common"
commercial bank rates for 36 -month direct loans with specified maturities for new automobiles.
2 Source:
Federal Reserve Bulletin, Prime rate charged by banks, (September, 1975), p. A26.
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to establish the lease pavments, the lessee's estimated effective before -tax rate will be decreased or
increased accordingly.
Although before -tax rates are useful as information, we must be cautious not to make lease or
purchase decisions on the basis of these rates. Tax
shelters available with the lease as well as debt purchase agreements must be considered to determine
the effective after -tax cost of each alternative. The
loan rate, depreciation method, salvage value, lease
payment schedule, and tax rate all have an important effect on after -tax costs.

The After -Tax Rates
Given that a final corporate decision, whether
to lease or purchase an automobile, should be made
on an after -tax basis, two methods of measurement
are suggested. The first method is based on an
equation which generates an after -tax lease rate
which can be compared with an after -tax debt rate
for the purchase alternative. The second method
discounts the after -tax cash flows of both the lease
and debt purchase alternatives to determine the
one with the lowest present value cost.
The approach outlined below is designed to
generate an after -tax leasing rate which can be
compared with an after -tax debt date to determine
the least costly financing alternative. Calculation
of the after -tax borrowing rate, rt,, is straight forward; simply multiply the interest rate by one
minus the marginal tax rate. For example, if an
automobile installment loan interest rate is 12 percent and the corporation's marginal tax rate is 48
percent, the effective debt rate is [r,, = .12(1 —.48)
_ .0624] or 6.24 percent.
The calculation of a comparable leasing rate,
however, is slightly more complex. In addition to
converting the lease payments to an after -tax basis,
the depreciation tax shield lost because the asset is
leased rather than owned, must be considered as
a cash outflow. Adding this depreciation tax shield
to the after -tax lease payments results in only the
net advantage or disadvantage of the lease payment
being considered. Introducing the tax shelter from
depreciation arising from the purchase alternative
as an additional cost in the lease analysis allows the
analyst to evaluate the leasing rate with several debt
alternatives by simply adjusting the interest rates
to an after-tax basis.
The estimated salvage value, less any tax on the
gain from sale, must also be added to the cost of
the lease in the final period. The salvage value is
an opportunity cost of leasing since the asset must
be returned to the lessor at the termination of the
lease. Using these adjustments to the lease payments, the after -tax measurement rate associated
with the leasing contract is the discount rate, r L,
which equates the after -tax cash outflows with the
initial cost of the asset, as represented by the following equation:3
'F o r a more detailed discussion of this lease cost measurement
rate approach and a comparison with other methods see Rodney
L. Roenfeldt and Jerome S. Osteryoung "Analysis of Financial
Lease," Financial Management, Sprang' 1473.
' Since cash flows are on a monthly basis, the rates displayed in
the exhibits are annualised monthly rates.
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where:
T = Marginal corporate tax rate
D, = Depreciation in time period t if asset is purchased
BV = Book value at termination of lease
r = After -tax measurement rate of lease+

generate an
after -tax
leasing
rate..."

L

The purely financial criterion would then be to
compare the alternative rates, rt, and r,,, and choose
the one with the lowest rate.
This equation can also be adjusted to incorporate
an investment tax credit which is an additional tax
shelter given up when leasing and, therefore, would
be included as an additional cash outflow in the
lease formula. In addition, if the lease contract is
not a net lease, then any estimated operating cost
(which would be incurred if the automobile were
purchased and which would be included in the
lease payments) should be subtracted from the
lease payments to make the two alternatives comparable.
Equation (2) is a general formula which can be
applied to any leasing contract. In order to deal
with each type of automobile lease, in terms of
length of time and salvage value, it can be modified
slightly to make it specific for each type of contract in our sample.
24 -MONTH LEASE CONTRACTS

The assumptions made regarding the 24 -month
leasing contracts are as follows:
1. The first monthly lease payment is made in advance and no lease payment is made in the
twentv- fourtlm month.
2. Double declining balance depreciation, a three
year depreciable life, and zero salvage value are
assumed.
3. Annual depreciation is computed and divided
into twelve equal monthly_ amounts over the
year.
4. Where the estimated 24 -month salvage value of
the asset exceeds book value at termination of
the lease due to accelerated depreciation, taxes
on the gain are paid in the twenty- fourth month
based on recapture of income.
The formulation of the 24 -month lease is:
C o — Lo (1 —T)=

N -t

m
t = 1

L t (1 — T) + D,T
(1 + r

+

)t

L

DN T +S — (S — BV)T
(1 + r

)N

(3)

L

In summary, the rate, rL, is the discount rate
which equates the cost of the asset (less the after51

"... a depreciation tax
shelter ... does
not exist for
the remaining
months of the
lease."

tax prepaid lease payment) with the sum of the
discounted lease payments after -tax, plus the depreciation tax shelter (had the asset been purchased) for twenty -three months, plus the discounted depreciation tax shelter, plus any salvage
value less the recapture tax paid in the tweny- fourth
month. The salvage value estimate at the end of
the twenty- fourth month will generally be larger
than book value, since depreciation is accelerated
on a three year life assuming no salvage value at
the end of the third year.

As can be seen in Equation (4), the thirty -sixth
month contains no lease payment, no salvage, no
gain, and no recapture tax, only the depreciation
tax shield.

36 -MONTH LEASE CONTRACTS WITH NO SALVAGE

36 -MONTH LEASE CONTRACTS WITH SALVAGE

Each of the 24 -month contracts in the sample
were depreciated over a three -year period and each
therefore had a salvage value at the end of the
term of the lease. The three -year contracts, on the
other hand, fall into two separate categories. First,
there are contracts which are fully depreciated over
the term of the lease because of a zero estimated
salvage value, and second, there are contracts with
an estimated salvage value at the end of thirty -six
months which are not fully depreciated. The formulation for the contracts with a zero salvage
value is:
C,, — L,, (1 —T) =

x
L1 (1 —T) + D1T
x
+
t =1
(1 + r )t
L

D,T
(I + r)N (4)

A zero salvage value is assumed at termination
of the lease (as indicated by the lessee and
lessor).
The depreciation method is switched from double declining balance to straight line in the third
year.

The only difference between the 36 -month leases
with a salvage value and those contracts which
don't have a salvage value is in the depreciation
schedule. Since a salvage value is assumed, the depreciation tax shelter runs out, usually in the second year. Therefore, a depreciation tax shelter
D, T, does not exist for the remaining months of
the lease. From the first month without a depreciation tax shelter to the thirty -fifth month, the
only outflow in the formula is the after -tax lease
payment. As in the other examples, no lease payment is paid the last month. Finally, there is no
loss or gain on the estimated salvage value which
occurs in the thirty -sixth month. The formula is:
N- 1

C,, — L,, (1 —T)=

L =1

AFTER -TAX CASH FLOWS FOR 36 -MONTH
AUTOMOBILE LEASE WITH SALVAGE VALUE
Inp ut d ata:
Co st $ 6,91 8
Mo nthly le ase p ayme nt $1 93 .1 5
Marginal c o rp o rate tax rate 4 8 %
Estimated s alvage value $ 1,9 37
Depreciable life thre e ye ars
Depreciation method doub le d eclining balance

OBSERVATIONS

Firs t year dep rec iation
$6 ,9 18 X .6 61 5 = $ 4,61 2
Mo nthly de p rec iatio n $ 4 ,61 2 /1 2 = $ 3 84 .3 3
Second year depreciation
$2 ,3 0 6 X .6 6 2/3 = $ 1,5 37.33
Mo nthly deprec iation $ 1 ,5 3 7 .3 3 /1 2 = $ 1 2 8 .1 1 fo r two mo nths only, then
$11 2.78 in t hird m o nth f o r bo o k value to e q ual salvage value.
Ca —Lo (1 — T ) = $ 6 ,9 1 8 — $ 1 9 3 .1 5 (1 — .4 8 ) = $ 6 ,8 1 7 .5 6
L ,(1 — T ) = $ 1 9 3 .1 5 (1 — .4 8 ) = $ 1 0 0 .4 4
D ,T = $ 3 8 4 .3 3 (.4 8 ) = $ 1 8 4 .4 8 Mo nths 1 - 1 2
= $ 1 2 8 .1 1 ( . 4 8 ) = $ 61 .4 9 Mo nths 1 3 - 1 4
= $ 1 1 2 .7 8 ( . 4 8 ) = $ 54 .1 3 Mo nth 15

= $0.00
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(5)

Exhibit 2 provides an example of relevant monthly cash flows for a 36 -month automobile lease contract with an original cost of $6,918, estimated
salvage value of $1,937, monthly lease payments
of $193.15, and a 48 percent marginal corporate
tax rate.

Exhibit 2

15
— $154.57

+

(1 + r )
L

(I + r )N
L

The only differences to be noted are:

13-14
— $161.93

L1 (1 — T) + D1T

S

L

Cash flows f or mo nth
0
1 -1 2
+ $ 6 ,8 1 7 .5 6
— $284.92

I

16-35
— $100.44

36
— $1,937

The same 102 leasing contracts presented in
Exhibit 1 on a before-tax basis are analyzed (using
the appropriate formula above) to generate an
after -tax measurement rate as shown in Exhibit 3.
The rates on leasing contracts are broken down
into categories by six -month time periods, cost of
asset, length of contract, and also with regard to
whether salvage existed in the 36 -month contracts.
These rates can be compared with the after -tax
lending rates on automobile installment loan contracts which are also given in Exhibit 3.
It is evident in all cases that after -tax rates on
leasing contracts are higher than after -tax debt
financing rates. The rates on a 36 -month contracts

ranged from 9.5 to 12.6 percent, and are higher
than those on 24 -month contracts which ranged
from 8.1 to 9.3 percent. The rates on 36 -month
contracts having a salvage value ranged from 9.5
to 11.0 percent and tend to be less expensive than
the rates for autos which are fully depreciated, 11.4
to 12.6 percent. In our opinion, it appears that
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24 -month lease financing is less expensive than
36 -month lease financing. In addition to the length
of the contract, variations in rates within each category are probably explained by the different risk
categories of the lessee, expected utilization of the
auto, type of automobile, competition for leasing
business in the geographic area, previous relationship with lessor, and expected condition of the
asset at termination of the lease,
It is also apparent that in most cases the rates
on leasing contracts remained approximately the
same for both 24- and 36 -month leases during all
three periods even though the prime rates during
these same periods declined from a high of 12.00
percent to a low of 6.75 percent. The after -tax
rates on debt financing were also quite steady from
period to period ranging only from 5.47 to 6.04
percent. We must note, however, that the financing rates are from the Federal Reserve Bulletin and
represent national averages for 36 -month new automobile installment loans. The lease contract data,
on the other hand, is from the Southeastern region
and we have observed that rates on debt financing
in this leasing area are more volatile and at times
lower than national averages. It is our observation,
however, that the data indicates not only that 24month leasing rates are less than 36 -month leasing
rates, but leasing rates are generally higher than
borrowing rates on an after -tax basis.

Present Value Cost Analysis
Since some analysts prefer an after -tax present
value cost analysis to after -tax measurement rates,
this section contains an approach which allows the

analyst to compare the present value cost of the
lease with the present value cost of the debt purchase alternative. 'I'lme present value cost of the
lease can be determined as follows:
N

PVC (L) = L o (1 - T) +

- ' Lt (I - ' r)

0

t=1

+

(6)

rd)'

where:
PVC (L) = Present value cost of lease
rd = After -tax cost of debt

"... in

most
cases the rates
on leasing
contracts
remained
approximately
the same . . . "

This procedure is a relatively simple one, but requires an assumption on the part of the analyst
with regard to the discount rate employed. Most
analysts agree that the after -tax lease payments are
relatively certain cash flows and should be discounted at the after -tax debt rate, rd.
A similar procedure is followed to determine the
present value cost of the debt purchase alternative
as shown in Equation (7) :
N

PVC (B) =

E
t_I

P t + I (1 - T ) - D , T
t
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-

t
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K)N
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where:
PVC (B) = Present value cost of debt purchase
Pt = Principal repayment in period t
1, = Interest paid in period t
K = Discount rate applied to salvage value

Exhibit 3
AFTER-TAX MEASUREMENT RATES FOR AUTOMOBILE LEASING AND BORROWING
Time period
Finance rates
(after -tax) (1)
Auto cost
$0
- $ 6,000
$6,001- $12,000
Over
$12,000

April '74- September '74
5. 47 % -5 . 88 %
24 -Month
lease
Low
9.2%
9.2%

High
9.3%
9.2%

No. of
autos
19
1
0

36 -Month
lease (with
no salvage)
$0
- $ 6,000
$6,001- $12,000
Over
$12,000

Low
High
11.4% 12.6%
12.6% 12.6%

Low

9
1
0

Low
9.1%
8.3%

High
9.3%
9.2%

No. of
autos
24
8
0

Low
High
11.4% 12.0%
11.4% 11.4%

0
1
0

Low
High
10.0% 10.0%

April '75- September '75
5. 86 % -5 . 95 %
24 -Month
lease
Low
8.5%
8.9%
8.1%

High
9.3%
9.2%
8.1%

No. of

autos
19
2
1

36 -Month
lease (with
no salvage)
2
0
1

36 -Month
lease (with
salvage)

High

10.6% 10.6%

24 -Month
lease

36 -Month
lease (with
no salvage)

36 -Month
lease (with
salvage)
$0
- $ 6,000
$6,001- $12,000
Over
$12,000

October '74 -March '75
5. 96 % - 6. 04 %

Low
High
12.0% 12.0%

9
0
0

36 -Month
lease (with
salvage)
2
0
0

Low
High
10.0% 11.0%
9.5% 9.5%

2
1
0

Federal

1 SOURCE:
Reserve Bulletin, Finance rates on selected types of installment credit, (September, 1975), p. A46. These rates are adjusted for
a 48 percent marginal corporate tax rate.
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"... leasing

automobiles is
more
expensive
than debt
financing and
purchasing..."

The debt payments and the depreciation tax shields
are considered to be relatively certain flows and
are discounted at the after -tax cost of debt. However, the salvage value is assumed to be a more
risky flow and is therefore discounted at a higher
rate, reflecting the higher risk.
In order to show the relationship between the
after -tax measurement rate method and the after tax present value cost method in terms of decision
making, we picked a lease from the sample and
applied each method. The lease contract on a
$3,526.27 automobile requires payments of $124.41
to be made for 36 months. Salvage is estimated to
be zero at the end of the lease contract. The double
declining balance depreciation method is used for
the first two years and straight -line depreciation for
the third year of the asset's estimated life.
A before -tax interest rate of 12 percent is assumed which provides a stream of equal monthly
installment loan payments of $117.12 to finance
the automobile over the 36 months. The 12 percent rate is adjusted to an after -tax rate of 6.24
percent using a corporate tax rate of 48 percent.
Dividing this by 12, we have a monthly rate of .52
percent which is rounded to .5 percent per month.
Using this monthly rate as rd and applying the

formulas to the contracts results in a present value
cost of $1,942.07 for the debt purchase contract
and a $2,137.05 present value cost for the lease
contract. The discount rate (K) under the debt
purchase is not estimated since no salvage existed
in this example. The decision favors a debt purchase agreement and is consistent with the decision
based on the measurement rate formulas which are
11.36 percent under the lease proposal and 6.24
percent under the debt purchase proposal. The
measurement rates or the present value costs may
be more meaningful to some analysts, but either
measurement method will result in the same purchase or lease decision.

Conclusion
Analysis of the sample data indicates that leasing
automobiles is more expensive than debt financing
and purchasing automobiles, on both a before and
after -tax basis. This sample may not depict the
cost relationships for all financial arrangements of
this type, but it is clear that before entering into
a leasing contract, the corporate finance officer
should use one of the methods of measurement
suggested here to determine on an after -tax basis
the cost of all financing alternatives.
❑

MULTINATIONAL FINANCE AND MANAGEMENT ACCOUNTING
Continued from page 48
nificant increase in its debt burden if the Swiss franc
appreciated in value relative to the lira before the
loan's maturity. While such risks may be hedged in
the forward exchange markets, there may not be an
opportunity to do this. Foreign borrowing risks,
therefore, require constant appraisal by international
financial managers and their accountants.
A recent development in international finance
has been the emergence of the "Eurocurrency
market." Eurocurrencies refer to foreign currencies
owned and held outside the country of issue.'° The
market has expanded rapidly and now offers most of
the same credit facilities available in most other
sophisticated money and capital markets with the
exception that it is unregulated and international,
and deals in multicurrencies. Borrowing in such a
market adds another possibility that the financial
manager needs information about. Sophisticated
answers must be sought for questions ranging from
which financing technique to choose, and which
currency to carry, to which financial reporting system to use for reports to transnational investors."
The list of external financing possibilities just
Francis A. Lees and Maximo Eng, International Financial
Markets t Praeger Publishers, New York, 1975, pp. 433 -fig.
See Frederick D. S. Choi, "Multinational Financing and Ac.
counting Harmony," Management Accounting, March 1974.
11 William T. Gregor, et al., "Changes in International Capital
Markets," Financial Executive, November 1974.
11
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identified is far from exhaustive because financial
markets are in constant flux. Indeed, within just a
short time after the market's inception, many of the
conditions which gave rise to the Eurocurrency
capital market have ceased to exist.1 2 Newer developments in international finance, such as the
massive cash payments flowing to the OPEC nations and the recent emergence of an "Asia- dollar"
market, suggest that the Middle East and the Pacific
Basin are assuming importance as new financial
centers to be reckoned with.

Conclusion
In an area where change is likely to be the only
constant, the burden is on management accountants to monitor constantly new developments on
the international financial scene. Will they respond to these new challenges? Only time will
tell. Historically, accounting responded positively
to such developments as the industrial revolution,
the growth of the joint -stock form of business
organizations, and more recently to innovations in
management and computer science. Now as before
accounting must remain ever responsive to its environment if it is to maintain its social usefulness.
There is, therefore, every reason to expect that management accountants will successfully meet the
challenges of multinational finance.
❑
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Books

FOR THE MANAGEMENT ACCOUNTANT

Guide to Pension and Profit
Sharing Plans
Under the Employee Retirement Income
Security Act of 1974— Fourth Edition,
Edited by Bernhart R. Snyder, Farnsworth Publishing Company, Inc., 1975,
210 pp. —The scope of this fourth edition
has been considerably broadened. It provides an introductory guide to those involved with pension planning.
Circle 6 on Inquiry Card

Management Control in Nonprofit
Organizations
Robert N. Anthony and Regina E.
Herzlinger, Richard D. Irwin, Inc., 1975,
355 pp. —The thesis of this book is that
the basic control concepts are the same
in both profit- oriented and nonprofit
organizations, but that because of the
special characteristics of nonprofit organizations, the application of these concepts
differs in some important respects.

amines auditing in the context of sound
professional practice, and with a view to
the interests of the broad spectrum of
all those concerned with financial reports.
The audit task is approached in terms of
accounting principles, internal control,
auditing procedures, and statement presentation.
Circle 10 on Inquiry Card.

Programmed Learning Aid for
Auditing
Walter B. Meigs, and Roger H.
Hermanson, Learning Systems Company,
1975, 142 pp. —The auditing student
here has a basis for self -study which he
can use as a supplement to any standard
auditing textbook.
Circle 11 on Inquiry Card

The Impact of Audit Frequency on
the Quality of Internal Control

Studies in Accounting Research #11,
Russell M. Barefield, American Accounting Association, 1975, 86 pp. —This research study is part of an effort to develThe Law of Associations
An Operating Legal Manual for Execu- op a descriptive theory of auditee behavior
tives and Counsel, George D. Webster, which can serve as the foundation for
Mathew Bender, 1975, 19 Sections and prescribing audit plans.
Appendices —This revised manual emCircle 12 on Inquiry Card.
phasizes practical viewpoints and procedures in order to provide direction and
continued vigor to the future of associa- Writing for Results
tion activity.
In Business Government and the Professions, David W. Ewing, A. Wiley
Circle 8 on Inquiry Card.
Interscience Publication, John Wiley &
Sons, 1974, 467 pp. —A down -to -earth
guide showing how to write reports,
Principles of Auditing
memoranda,
letters, and analyses, it is
Lawrence L. Vance and Wayne S.
based
on
the
author's experience as
BouteIl, The Dryden Press, 1975, 470 pp.
editor of the Harvard Business Review
—A college level course in auditing, this
book emphasizes concepts, standards, and other associations in the business
professional problems, and basic methods world.
Circle 7 on Inquiry Card

rather than working -paper techniques.
Circle 9 on Inquiry Card

Montgomery's Auditing
Ninth Edition, Philip L. Defliese,
Kenneth P. Johnson, and Roderick K.
Macleod, The Ronald Press Company,
1975, 869 pp. —This ninth edition ex56

Circle 13 on Inquiry Card.

Annual Statement Studies
1975 Edition, Robert Morris Associates,
1975, 271 pp.— Prepared especially for
bank credit and loan officers, this issue
contains a composite balance sheet and
income statement, along with eleven
widely used operating ratios presented as

medians and quartiles for 298 industries.
This year's edition includes a special
supplement on finance companies.
Circle 14 on Inquiry Card.

The Usefulness of Annual Reports to
Corporate Shareholders
Marc J. Epstein, Bureau of Business and
Economics Research, California State
University, 1975, 118 pp. —This study
provides an analysis of who is reading
annual reports, who is finding them
useful, and which parts are most read,
most useful, and most difficult.
Circle 15 on Inquiry Card.

Lexique UEC
Second Edition, Lexicography Committee
of UEC, Idw- Verlag GmbH, W.
Germany, 1974, 879 pp. —This work
contains approximately 1,400 terms dealing with accounting, taxation, banking,
stock exchange, costing, and EDP.
Languages covered are French, German,
English, Dutch, Danish, Italian, Spanish,
and Portuguese.
Circle 16 on Inquiry Card.

Linear Programming
Methods and Applications, Fourth
Edition, Saul I. Gass, McGraw -Hill Book
Company, 1975, 406 pp. —A basic introductory course in linear programming,
this book divides the subject matter into
theoretical, computational, and applied
areas. New sections are included on the
generalized upper- bounded problem, applications, and the transportation - problem
computational procedure.
Circle 17 on Inquiry Card.

Profitable Applications of the
Break -Even System
Carl L. Moore, Prentice -Hall, Inc., 1971,
207 pp. —The author shows how the
break -even point can be enlarged and put
to use in the control of costs, in the
selection of the best economic alternative,
and in making decisions and plans in
virtually even, vital area of business.
Circle 18 on Inquiry Card.
MANAGEMENT ACCOUNT ING /OCTOBER 1976

MERCHANT - ACCOUNTANTS
Despite the absence of banks, little capital and political
instability, Revolutionary Period American businessmen managed
to survive and even prosper. Careers of some New York
merchants, 1765 -1820, illustrate early accounting practices.
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In the primitive mercantile economy of colonial
America, merchants were the accountants because
their businesses were typically small and there were
few, if any, practicing accountants. The merchant
faced seemingly insurmountable obstacles: an absence of banks, a scarcity of capital and even coins,
poor communications, and, of course, political instability. He somehow persevered, often became
wealthy, and played a prominent role in the early
development of our nation.
What follows is a synthesis of previously published information as it relates to these remarkable
gentlemen, their use of accounting information,
and the state of the accounting art.
The New York City business community and its
leaders in a time frame stretching from 1765 to
1820 serve to illustrate the major characteristics of
business and accounting in early America.
The British viewed the colonies as a source of
raw materials and a market for their manufactured
goods. Trade restrictions were placed on colonial
imports and exports, and the manufacture of a
competing product like finished steel was discouraged. The colonies were dependent upon England for capital, technology, and trade, but they
were encumbered —at least it so appeared to most
colonists —with repressive and unfair taxation and
trade regulations from Parliament. What ensued is
now part of our history and the reason for the Bi.
centennial celebration.
The economic role of the merchant was quite
complex. He imported manufactured articles of all
kinds including clothing, linens, furniture, brass work, arms, gunpowder, drugs, and liquor. He exported, sometimes on company or partially owned
vessels, such things as lumber, wheat, flour, rice,
pig iron, tobacco, whale oil, sugar, beaver pelts and

potash. The scale of operations was typically small
and few merchants specialized in any one line of
goods. The functions of wholesaling and retailing
were sometimes carried on simultaneously.
The overall pace of business activity was slow
with a good sales day being measured by, say, five
transactions. Merchants informed potential customers of their wares by placing advertisements periodically in local newspapers. Purchases and sales
on credit were commonplace, with British suppliers,
as an example, granting a year's time to pay off a
debt. The merchant on the other hand allowed his
customers a nine -month period; nevertheless, he
often had a problem collecting his accounts. Due
to the relatively small number of fines engaged in
commerce, the merchant found that local customers often became suppliers of goods and services.
Thus, barter trade between firms and between
firms and individual fanners and craftsmen was
common.
In the area of foreign trade, the merchant was
confronted with several difficult questions requiring answers. Which commodity or combination
of commodities should be shipped? Where and to
whom should the commodities be sold? What
should be the sales price and terms of sale? And,
how and to what extent should the proceeds of the
sale be used to purchase manufactured articles for
the return trip?'
To a considerable degree, the merchant had to
rely on the competence and integrity of the ship's
captain and an agent or resident merchant at the
foreign port. Each of these was selected carefully
in an attempt to ensure safe transport and profitable disposition of his commodities. He depended
upon his foreign contacts in the West Indies and
England for market information, banking, and in-
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Daniel Phoenix and John Cruger
surance services. The colonial merchant reciprocated
by acting as a commission agent for his foreign
counterpart; that is, warehousing and selling imported goods on a consignment basis. This type
of marketing arrangement helped not only to reduce the colonial merchant's operating risk but also
overcame the problem of scarce capital.

The Merchants of New York City
Most of the mercantile trade was conducted in
the port cities of Philadelphia, Boston, Charleston,
and New York. Virginia Harrington's study of the
colonial merchants of New York City provides an
insight into the life and times of the typical successful merchant.2 As a group, the merchants
formed an important part of New York society.
Their wealth and power enabled them to significantly influence the economic and political life of
the community.
In 1776, the city was a pleasant community of
25,000 inhabitants concentrated in lower Manhattan. The merchants lived in fine homes and
mansions. Many had an additional residence in
the country where the wives and children spent
the summer months. Some came from old -line
families and "family connections" were very important in developing trade relations. In 1754,
merchants played an important role in establishing
the New York Society Library. They were also interested in philanthropy, helping found the Society of New York Hospital in 1771.
An apprenticeship in an established trading
firm was considered proper training for the sons
and nephews desiring to enter the firm. Few of
the merchants in New York had a college education, but those who did attend college between
1754 and 1775 tended to prefer King's College,
later renamed Columbia University.
The more prominent merchants occasionally
sent their sons "back home" to England for their
58

higher education. Such an education was not always
highly regarded, however, as evidenced by merchant John Watt's comments: "I wish that our
young Folks who go Home for their Studys may
not attend the dirty Coffee Houses and idle expensive Vauxhalls, etc. too much to accomplish
what they are sent for," and, "most of them that I
see have furnished their Eyes pretty well, but the
poor Brain is as naked as ever." 3
The progressive nature of the New York merchants led them to create America's first Chamber
of Commerce in 1768. Two years later a corporate
charter was granted by the Crown making it the
first in the world to be incorporated .4 The purpose
of the Chamber was to (1) promote commerce
and industry, (2) arbitrate disputes of trade and
navigation, and (3) promote laws and regulations
that would benefit trade in general.
The admission fee for charter members was
"five Spanish dollars." Members were fined for
tardiness and an absence was forgiven only in case
of sickness or travel, defined as, "at least six miles
from the city." From their original charter, it is
evident that the merchants recognized the importance of internal control concepts. The Chamber records and funds were kept in a "strong chest"
which had "three different good locks and keys ";
the president, treasurer, and secretary possessed the
keys. Further, the president each year selected a
committee of Chamber members to conduct an
audit of the Treasurer's books and report its findings.-5
John Cruger was the first president of the New
York Chamber of Commerce. A ship owner and
foreign trader, Cruger was mayor of the city from
1756 until 1765. During his terns he had to deal
with many sensitive and difficult problems. One
of the thorniest pertained to the British practice
of quartering troops in the homes of the local citizenry. His many protests to British authorities went
for nought. Cruger subsequently helped get accepted a non - importation agreement on British
goods. The economic pressure resulting from adoption of the non - importation agreement enabled
the colonists to wrest important concessions from
the Crown. Cruger retired in 1770, spent the war
vears at his country estate on the Hudson, and
died in 1791 at "the ripe age of eighty-two years."
Philip Livingston, another prominent member
of the Chamber, was a general importer by trade.
His ancestors had emigrated from Scotland in
1676. After graduating from Yale College in 1737,
"he established himself in business and rapidly
acquired a large fortune." Livingston, a fervent
patriot, was a member of the First and Second
Continental Congress and a signer of the Declaration of Independence. According to his biographical
sketch, "his great patriotism was shown by the sale
of part of his private property to support the public
credit."
Daniel Phoenix, an importer, was considered to
be among the city's more wealthy and powerful
merchants. An "uncompromising Whig" and a
member of the Sons of Liberty, Phoenix particiMAN AG EM ENT A C C OUN TI NG / O C TOB ER 1976

Accounting on Shingles
From her examination of the existing bookkeeping records kept by various New York merchants,
Harrington concluded that "most wholesale houses
apparently used double -entry bookkeeping, and a
fairly high level of proficiency must have been
maintained" [emphasis added]. Although "no complete set of books has survived," she considered the
waste books and journals of Walter and Robert
Livingston to be "models" of double -entry; a waste
book was a form of diary from which postings were
made to the journal.8
Other scholars who have painstakingly examined
colonial merchants' bookkeeping records have concluded that a full extension of double -entry was
seldom achieved. W. T. Baxter states that "crude
MANAGEMENT ACCOUNTING /OCTOBER 1976

single entry was overwhelmingly the rule. Probably the most primitive form of recordkeeping was
that done by country merchants who, for instance,
constituted the "backbone" of Thomas Hancock's
Boston retail trade. In his book, The Old Country
Store, Gerald Carson cites the New Hampshire
country merchant who calculated by pictograph
and "got confused about whether the customer
owed him for a cheese or a grindstone because
at the time the transaction was recorded, he forgot
to draw a hole for the crank of the grindstone."
Another instance is cited in which a customer desired to purchase a country merchant's entire inventory of cedar shingles. The merchant refused
to sell one bundle since, as he told the customer,
"It's got my store accounts on it." 1 0
Out of necessity, the successful port city merchant had to maintain more detailed accounts than
his country counterpart. W. T. Baxter has examined
various account books which remain from two
Boston firms." The records relate to the time period extending from 1718 to 1782. One firm,
Henchman, "did not use the double -entry system."
Periodic income was not measured, some accounts
included entries in both local currency and British
pounds, and personal expenses were mixed with
business expenses.
The account books of Thomas and John Hancock, however, were more meticulous than those
of the Henchman firm.12 Although their ledger
books were destroyed and thus not examined,
Baxter believed that the Hancocks "may perhaps
at times achieved double- entry" [emphasis added].
They did not, however, come close to realizing the
apparent and potential benefits of the system. As
examples, revenue and expense items were posted
to a single account. And profit and loss statements
were not prepared at regular intervals.
As one would expect, British merchants were far
more advanced in the utilization of double -entry
bookkeeping. Notwithstanding this fact, it should
not be inferred that the information content of the
Boston merchants' journals and ledgers was unrevealing. What may appear to us to be only mass
confusion —an account containing barter transactions and transactions valued in British and local
currency —was meaningful information to the merchant. Meaningful not in today's context of management decision making, but in terms of instant
data retrieval of complex exchange transactions.
The merchant may well have taken pride in the
fact that only lie could decipher the maze of recorded data.
The "Balance Chart," on page 60, was created
by James Bennett and published in his 1820 textbook titled The American System of Practical
Bookkeeping. During this time, Bennett served as
president of the "Accountants Society of New
York." This text was perhaps the most popular
in the United States during the nineteenth century
as it went through 41 editions. The final edition
was published in 1862. It can be seen from the
accounts included in the "Balance Chart" that by
1820 local banks had come into existence. The
"s

pated in many protests against the British authorities. When the British army invaded the city in
September 1776, he and his family "retired" to
Morristown, N.J., where they spent the war years.
Upon the evacuation of the British army on November 25, 1783, Phoenix "returned to the city,
to find his house burned, his business ruined, and
much of his property irretrievably lost." His patriotism was rewarded, however, as "he was at once
chosen one of a Committee of Thirteen (representing the original States), to receive General Washington on his triumphal entry into the city."
James Beekman, a dry-goods importer, was also
a Whig and served as a 2nd lieutenant in a New
York battalion. He moved his family to a "hired
farm" at Esopus after the fall of the city and "devoted his entire estate to the education of his
children" of whom there were twelve. During the
war his "country house" was occupied by British
generals. His greenhouse was the site of the court martial hearing which sentenced Nathan Hale to
death. On Evacuation Day, "punch was made
from the lemons that grew in this greenhouse, and
General Washington and his staff were entertained
at the house while the American army marched by
on their progress to the city."
Mrs. Beekman, "a very clever and accomplished
woman," assisted her husband in the business after
the war. She "took upon herself the duties of bookkeeper, for no salaries could be afforded; and so
well qualified was she for the office, that on one
occasion, when a ship arrived in her husband's
absence at Philadelphia, she transacted all the customs' business perfectly before his return."
It should not be assumed, however, that all New
York City merchants, or even a majority, supported
the cause. "Of the 104 members of the Chamber
of Commerce who were living in 1775, fifty-seven
became loyalists, twenty -one were neutral, and
twenty-six were Whigs —a very small minority of
patriots." 8 Most of the loyalists abandoned their
property in 1783 and returned to England. Benjamin Booth, "one of the consignees of the East
Indies Company," had his property confiscated. He
returned to England and in 1789 wrote a bookkeeping text based upon his New York mercantile
experience.'

"Phoenix
'returned to
the city to find
his house
burned, his
business
ruined, and
much of his
property
irretrievably
lost.' "
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separate cash account also infers that the currency
problems of earlier years may have disappeared.19
In summary, Colonial American merchants neglected to fully utilize bookkeeping because of a
number of economic factors. Among others, the
following factors had a significant influence:
1. The merchants' firms were small and unincorporated. Their economic role was, however,
crucial.
2. Income was not taxed by local or British
authorities.
3. Foreign trade was risky and sometimes complex.
4. Retail trade was slow and often conducted on
a barter basis.
5. No commercial banks existed to loan money,
which was scarce, safeguard deposits or cash
checks.
A merchant's entrepreneurial ability was the primary criterion for success and he did not need a
quarterly, or even an annual, income statement to
tell him how he was performing. Similar in emotional commitment to many of today's small businessmen, he viewed his business as his life's work
and an extension of his personal being. If a merchant "kept track of his debtors and creditors" and
the progress of his "little adventures," W. T.
Baxter reasoned that the merchant had "done all
that common sense demanded."
An essential purpose of bookkeeping was thus
to keep track of a merchant's transactions. It enabled him to remember and even prove, if neces-

sary, the details of complicated transactions with
customers and suppliers. Despite the fact that
double -entry bookkeeping had already been in
existence for three hundred years, the merchant
of I776 used only those parts of the total system
which were of practical benefit to him.
❑

In 1776,
"Foreign trade
was risky and
sometimes
complex."

I
Stuart Bruchey, T h e Roots ofj American Economic Growth,
1607.1861 New York: Harp er & R ow, 1965), p. 50.
Virgginia Harrington Th e New York Merchant on the Eve of
the lievolution (New Yo rk: Columbia University Press, 1935).
s Ibid., p . 35.
Ibid. , p. 74.
° Colonial Records of the N ew York Chamber of Commerce
1768 -1784 (New Yo rk: Lenox Hill Pub. & Dis t. Co., 1971), pp.
3 -7.
s Harrington p. 349.
i Benjamin booth, A Complete System
of Bookkeeping (London:
Welles, Grosvenor, & Cbater, and J Johnson, 1798). The first
bookkeeping text published sn the United States was William
Mitchell's A New and Complete System of Bookkeeping in 1796.
s Harrington, p. 96.
4
W. T. Baxter, "Accounting in Colonial America," Studies in
the History of Accounting, ed A. C . Littleton and B. S . Yamey
(Homewoo d, ill.: R ic hard D. Irwin, 1956), p. 279.
10
Gerald Carson, T h e Old Country Store (New York: E. P.
Dutton Co., Inc., 1965), pp. 90, 91. As I read Carson's book,
I was remind ed o f my late father's unusual manner o f reco rd ing
accounts rec eivable. In 1965 b e had retired to a rural c ommunity
in Iowa and began specializing in electrical contracting. After
completing a job and while still at the work site he penciled
in the details o f the transaction on the top o r s ues of his o ld
white station wagon: his "waste book." Periodically, he trans.
ferred this information to a billing tablet, the journal, and
crossed out the notation on the station wagon; in time it
appeared
he took livestock
to have (chickens,
a strange geese,
two-tone
and paint
once even
lob. aOccasionally
horse) in

delayed settlement of an account. Baxter referred to this in
colonial times as "b oo kkeep ing b arter."
,s W. T . Baxter, Th e H ow e of Hancock (New York: Russell &
Russell, 1965).
" T ho mas Hancock was a highly successful merc hant but his
nephew John was a failure. John Hancock, however, is remembered today as a famous patriot while Thomas has been forgotten.
" T h e printsn and binding of this text was quite an accomplishment in 1820. The original chart when extended measures
18 by 21 inches and must be folded several times to fit into a
bound volume whose page size is only 6 by 9 inches.

Four National Directors Appointed by President
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Four new national directors have been appointed to fill vacancies on the NAA Board of Directors. The appointments were
made by President Lafe Fox before the conclusion of his term
of office.
In accordance with Article III of the By -Laws of the Association, the names of those appointed are published herewith.
They are James R. Carlson, Wichita; Robert E. Gove, South
Bay; John Kudzma, Massachusetts North Shore, and Nicholas
M. Perry, Raleigh - Durham Area.
Mr. Carlson, partner in Peat, Marwick, Mitchell & Co.,
joined the Association in 1965. He served as president of
Wichita Chapter in 1974 -75.
Mr. Gove, director of finance and treasurer of Paul R. Briles,
Inc., Gardena, Calif., joined the Association in 1962. He
served as President of Palos Verdes - Torrance Chapter which
recently merged with a neighboring chapter to form South
Bay Chapter.
Mr. Kudzma is manager of corporate accounting and finance at New England Nuclear Corp., Boston, Mass. He

CARLSON

GOVE

KUDZMA

PERRY

joined the Association in 1962, was elected president of Massachusetts North Shore in 1973, served on the Committee on
Education, 1974 -75, and as a National Director, 1975 -76.
Mr. Perry, resident managing director of the Raleigh office of
Cherry, Bekaert & Holland, CPAs, Raleigh, N.C., joined the
Association in 1969. He served as president of the Raleigh Durham Area Chapter, 1973 -74, and was a member of the
Committee on Socio- Economic Programs, 1974 -76.
❑
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MANAGEMENT ACCOUNTING
TERMINOLOGY
A MAP COMMITTEE STATEMENT
NAA has embarked on an accounting terminology project that
is expected to have a profoundly positive effect on communications by management accountants. The project is under the
direction of Norton B. Bedford, head of the University of
Illinois Department of Accounting.
The Management Accounting Practices Committee, which
began its accounting terminology project by issuing Statement
No. 8 (Statements on Management Accounting Practices)
and the glossary to Statement No. 7, is releasing the first two
completed sections of Statement No. 9, "Management Accounting Terminology."
The parts being published at this time are Management
Information Systems and Auditing. In all, there are seven
broad categories of terms and definitions that will be covered
by Statement No. 9. They are:
A. Managerial Accounting
1. Planning
II. Control
B. Financial Accounting
C. Management Information Systems
D. Auditing
F. Research Methodology
F. Budgeting
G. General
I. Quantitative
II. Behavioral
III. Theoretical
Progress in each area is being made at varying rates. As each
topic is completed and approved by the MAP Committee, it
will be published by the Association. When all seven groups
are completed, they will be consolidated into one volume,
which also will include the glossaries from Statements 7 and 8.
NAA acknowledges its gratitude to the Harsco Corporation,
Camp Hill, Pa., for its contribution to the terminology project
in memory of its late president, and past president of the
Association, Julius G. Underwood, to whom Statement 9 is
dedicated.
Following is a major excerpt from the preface to the first
portion of the terminology project.
"It is rather extraordinary that accountants are trained in
classification, recognition, and valuation matters and engage
in extensive theoretical analysis of the substance and process of
accounting but do not follow a standardized and systematically
structured set of accounting terms for communicating information. While one might contend that accountants should
not think much about a systematic structure of their field and
should merely accept conventional accounting terms because
any agreed -upon set of definitions will suffice, the current confusion regarding accounting terms as they take on different
meanings at different times, places, and situations refutes this
62

position. Although accounting is the language of economic
affairs, diverse groups and various individuals who responded to
the particular need to coin a term for a particular situation
have created a multitude of differentiating and complex accounting terms in their efforts to communicate.
"The prevailing situation is comparable to an unstable boat
on the high seas. There is an obvious need for corrective action
to provide stability, i.e., a systematically structured terminology,
but, returning to the nautical metaphor, it is not possible to
discard and build anew while the vessel is in use. The language of accounting must be repaired and improved, even
while being used, but who will abandon his terms for another's?
"The problem is compounded because in its basic conception
a word is merely a symbol initially used to represent a particular situation. Because the initial and the designated situations
may not be exactly alike, an accounting word, symbol, or term
assumes various meanings. Over time and in multiple `similar'
situations, considerable confusion regarding terminology mounts
until corrective action is necessary. Such is the present state of
accounting affairs.
"But an effort to develop a systematic structure of accounting terms requires first an explanation and justification of the
bases, categories, and attributes used in developing the classification of terms. To do so in a reliable manner, one must go
down to the foundations of the language and then build up the
systematic structure of accounting terms. This involves consideration of the technical fields of systematics, taxonomy, classification, and nomenclature. To approach the problem, we note
that if each accounting word were unrelated to any other word,
generalizations of several words into a broader concept would
not be possible. Abstractions, intelligent discussion, and order
in accounting would not exist unless words could be aggregated
into classes. The implication is that any definition of an accounting term should be in sufficient detail to provide disclosure of its structural or functional relationship to other terms
and its similarity to other terns. One effective way to provide
for this association among accounting terms is to use two levels
of definitions. The first, the fundamental concept, relates the
term to the entire field of accounting and thus provides association with many other terms. The second, an application
definition, relates the term precisely to the situation, thing, or
Process with which it is currently associated. It is expected that
the application definition will be used to hold the boat together as the broader and more systematically structured and
standardized set of terms is developed."
NAA members may receive one free copy each of Statements
9C and 9D by written request, including account number, to
Manager -MAP Development at the national office, before
December 31, 1976. Subsequently, copies may be purchased
through the Special Order Department at 75¢ each, with quantity price reductions as noted in the publications catalog.
❑
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Chapter/ Member News

Charter for the Belgium Chapter is presented to Martin L. DeKarver,
first president, by Wade B. Salisbury, past national vice president.
The newest international chapter was chartered June 7976.

Armstrong Cork Promotes Two
Two past national vice presidents of the
Association have assumed new responsibilities at Armstrong Cork Co. R. Leslie
Ellis, chairman of the NAA Committee
on Planning, was elected senior vice president, management information.
Ray E. Longenecker was elected vice
president and controller, succeeding Mr.
Ellis. Both members have served as president of the Lancaster Chapter of NAA.
The company announced the promotions in connection with the establish ment of a new corporate staff function
designed to coordinate and expand man agement information systems throughout
the company. Mr. Ellis will head the
new staff unit, comprised of two organizations: the controller's office and business information services.
El

Emeritus Life Associates
T. E. BOROS, Cleveland.
FREDERIC P. BROMER, Lancaster.
RICHARD E. CASSEi s, Birmingham.
L. DEAN CARPENTER, Chicago, past national vice president. Stuart Cameron
McLeod Society.
JOSEPH P. HALLORAN, Pennsylvania
Northwest.
R. EUGENE HOLSCLAw, Baltimore, past
president. SCMS.
MANAGEMENTACCOUNTING/OCTOBER1976

GERALD MAXFIELD, Member -at- Large,
Venezuela.
VICTOR R. NELSON, Birmingham.
ROBERT B. SIMPSON, Muscle Shoals.
GEORGE J. SODERTIAN, Saginaw Valley.
C. C. UMSCHEID, Wichita.
S. WATANABE, Member -at- Large, Japan.
F. G. WEBB, Los Angeles.
HARVEY C. WEISEL, JR., Lehigh Valley.

at Peoples Federal Savings and Loan,
Tarentum, Pa.... WILLIAM A. GRAHAM
has been appointed assistant manager,
Mellon Bank, Zelienople, Pa.
KENNETH L. KLEIN, Chicago, has been
promoted to manager of accounting systems and controls, Walgreen Corp....
JACK C. MORRISON was elected controller
of Stewart Warner Corp.
ROBERT P. BARNARD, Cleveland East, is
now a partner in Alexander Grant & Co.
Two Columbus members have been
named at Columbia Gas Distribution
Companies. RICHARD H. GOETZ was ap.
pointed director of accounting, while
PAUL T. HARNACK succeeds him as manager of accounting.... JAMES M. Hoxc,
was promoted to vice president, finance,
and treasurer and chief financial officer,
Beverage Management, Inc.... MARTIN
J. VITEK has been promoted to manager
of systems accounting, Columbia Gas
System Service Corp.
JOSEPH A. SCHIAVONE, Danbury Area,
has been promoted to manager, market
planning, Homequity. He is a past president of the chapter.
DENNIS WAGNER, Denver, was promoted
to director of cash disbursements for
Frontier Airlines.

Promotions and New Positions
CHARLES T. SMITH, JR., national vice
president from Atlanta Central, has
transferred to Detroit where he is managing partner, Peat, Marwich, Mitchell's
Detroit office.
W. C. BOND, Atlanta North, recently
was promoted to division manager at the
Credit Bureau, Inc., of Georgia. He is a
past president of Augusta Chapter.
LESTER E. HEITGER, Bloomington, has
been promoted to associate professor of
accounting, Indiana University.
JAMES J. MAYOTTE, Blue GIass Area, is
now controller of Paris Products, division
of Dura Corp. He is a former member of
Detroit Chapter.
ROBERT E. HILDEMAN, Boise, has joined
Oppenheimer Co., as controller.
MAXINE O. COPELAND, Butler Area, was
named controller and assistant secretary

f

ELLIS
Lancaster

LONGENECKER
Lancaster

RAY ARMSTEAD, JR., Detroit, has joined
Community Hospital of Battle Creek as
assistant to the finance manager. . . .
Jo ANNE GRONDIN has joined MSP Industrial Corp., as office manager. . . .
ROBERT N. KLUGE has been appointed
vice president — intemal auditor for First
Federal Savings of Detroit.... MARSHALL
R. SCATEs has been promoted to supervisor of project controllers at Detroit
Edison.
PHILIP R. HOLDREAD, Elkhart Area, was
promoted to secretary- treasurer, Yoder Ready Mixed Concrete.
RONALD M. FEINBERG, Ft. Lauderdale,
has been named vice president /finance of
Key Pharmaceuticals, Inc. He will con63

tinue to serve as controller.
GEORGE C. FOWLER, Hartford, has been
promoted to fixed asset manager,
Warnaco Corp.

CONNIE G. FASTENRATH, North Alabama,
has been promoted to vice president and
treasurer of Devault Ultra Precision, Inc.
PAT SAUL, North Central Ohio, has been
appointed vice president of finance for
Mansfield Products Co., White -Westinghouse Corp.

P. C. BUIST, Kalamazoo past president,
has been promoted to treasurer of
K. T. S. Industries.... GARY L. HENNES
is now vice president of finance for CARL G. ORNE, Oakland -East Bay, has
Michigan Brand Products. He was a been appointed associate dean of the
former member of Minneapolis North. College of Business, California State Unistar. . . . WILLIAM E. LEE has been versity, Hayward.... MARK A. PINEDO
promoted to vice president and credit is now assistant to the controller of opmanager, American National Bank & erations, Bechtel, Inc. . . . ROBERT E.
Trust Co. of Michigan
STARRoN has been promoted to statewide
I'IAROLD A. WHITE, JR.,Lancaster, is the product manager — general ledger services,
newly appointed assistant administrator Bank of America Business Services.
— finance, St. Agnes Hospital, White
Plains, N. Y.
HAROLD M. SOLLENBERGER, Lansing Jackson past president, has been named
chairman of the Michigan State University- Department of Accounting and
Financial Administration.

JOANNE HARRIS, Ohio- Western Reserve,
recently was appointed treasurer and controller of the Molded Fiber Glass Co.,
Custom Molded Div.

GUNNAR SORENSEN, Orange Coast -California, was named director of operations
for Endevco Dynamic Instrument Div.

GIBERTO PADILLA, Long Beach, has been
promoted to vice president of the Bank
of California's corporate banking group,
Los Angeles main office.
DONALD R. CARON, Massachusetts Pioneer Valley, has joined Uniley, Springfield Div., as division controller.
Circle 19 on Inquiry Card.

JOHN R. LAMOS, Mass. Route 128, was
named treasurer of Astra Corp.

ACCOUNTANTS
WANTED

JOHN V. RESTUCCIO, Member -at -Large
USA, has been named controller of Ben dix Automotive Aftermarket.

Walklin & Co., Inc. is offering exclusive franchise territories to qualified
individuals desiring financial success
and the independence of owning their
own firm. Millions of small and medium-sized businesses need accounting, fiscal consulting and tax services. High annual income potential.
$10,000 Investment. Review the success of our franchisees nationally.

JOHN L. KELLY, Merrimack Valley, is
now vice president and controller of
Campbell Wyant & Cannon, Textron
Div.

WALKLIN & CO., INC.
Corporate Center
10030 N. 25th Drive
Suite 345 /Dept. MA -1
Phoenix, Arizona 85021
(602) 242 -5700

NAME_
ADDRESS
CITY—
STATE—
Circle 20 on Inquiry Card.

JOHN T. PAPROCKI, Milwaukee, is now
financial analyst with N N Corp.
MIKE J. JENSEN and DAVID W. REESE,
Minneapolis Northstar, were appointed
assistant controllers, Northwest Computer Services, Inc.

SMITH
Atlanta Ce ntral

MORRISON
Chicago

ANTHONY V. ZUKAUCKAS, Pittsburgh, has
been named controller, National Valve
and Mfg. Co.
K. S. PJARTLI, Portland Columbia, was
names.. vice president— finance of Alpine
International Corp., and its subsidiary,
Alpine Veneers, Inc.
ROBERT KRAMER, Princeton, Is now business manager of the Swain Country Day
School, Allentown, Pa.
LEWIS E. ANTONE, Providence, recently
was elected vice president and assistant
treasurer of Blue Cross of Rhode Island.

DAVID C. VALK, Muskegon, has been
promoted to controller— Special Products
Division, Muskegon Piston Ring Co.

ALEXANDr•.R J. SZABLOWSKI, Reading, past
president, has been elected vice president
of finance, Kooly Kupp, Inc.

GEORGE TELOIAN, New Hampshire, was
appointed chairman of the accounting
department, New Hampshire College.

Two Rockford members have been
named at National Lock Fastener Div.
RICHARD B. JONES is assistant division
controller, and LARRY D. NELSON, Rockford plant controller.

WILLIAM G. SCOTT, New Orleans, has
been named business manager and controller for the Chamber of Commerce
of the New Orleans Area.
RAYMOND J. KUDLA, New York, recently
was appointed associate professor at St.
John's University.

DENNIS M. STEWART, Saginaw Valley,
has been appointed a vice president of
Second National Bank of Saginaw.
A. D. BARNUM, Sioux City, has been
promoted to vice president, Metz Baking.
MANAGEMENTACCOUNTING/OCTOBER
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Management
Accounting
Techniques
for the
Apparel
Industry
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JO HN
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C A R L C. M E Y E R , 59,S t . Louis, 1972.
JO HN L . M I z E , 56, W e s t e r n C a r o l in a s ,
1972.
HU B ER T C. O V ER M EY ER , 61, T o l e d o ,
1960.
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Management Accounting
Techniques for the Apparel
Industry, a product of the
AAMA Financial
Management Committee,
has recently been revised
to include standards for
data processing support of
cost accounting.

Me c ha nic a l

R ub b er Div.

VIR G INIA M .

Now available ... an
updated edition of the
manual which originally
established standards for
cost accounting systems
design in the apparel
industry.

to

the

MCNULTY,

ma r ke t ing, a n d

p r e s id en t ;

c o nt r o ller ,

FR EDER IC K

H.
s a le s

R. T 1 L-

LO T S O N , d ir e c t o r o f b u d g e t s .
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A Directory of more than
5,000 publicly -held companies and the accounting firms who audit them.
Arranged alphabetic ally
by company —and separately, by accounting firm.
Also, c ompany annual
sales and state headquarters.

$11.15
Please send remittance to
Dept. F 1
The
DATA FINANCIAL PRESS
P.O. Box 801
Menlo Park, Calif. 94025

more complete and
accurate costing
information
better responsiveness to
management's need for
status information and
projections
a monitoring system to
select problems by
exception for
management's review
Order from:

American
Apparel
Manufacturers
Association
1611 No. Kent Street
Suite 800
Arlington, VA 22209
Price: $90 (AAMA members)
$150 (non- members)
(Add 10% for postage and
handling)
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Replacement
Cost
Accounting...

Time Off

Services from
BOECKH(bek)
PUBLICATIONS
BOECKH can provide your
company with accurate, documented answers to assist in
meeting the Securities and
Exchange Commission's
replacement cost disclosure
requirements for buildings.
BOECKH, with a record of
proven performance, is staffed
by professionals backed by
extensive research facilities.
The company has published
building cost information since
1934, and is recognized as an
important authority in this fielc
Historical or original building
costs can be trended with
applicable B oeckh Indexes for
replacement cost determination
— or customized computer
models, in a variety of printout
formats, can provide current
costs for replacement facility
designs.
For more information on the
BOECKH approach to replacement cost disclosure, call or
write any of our three office
locations.

0

A♦

BOECKH.
P U B L I C A T I O NS

"Give as much as you can to this collection. It's to keep the company solvent."

Accounting for the
Birds and Bees
American businessmen are not alone
in having to worry about sex discrimination laws in their hiring practices.
Great Britain has similar laws, a fact
which readers of the March and April
1976 issues of Accountancy, a British
accounting journal, learned from a
wry footnote on the inanities of our
times.
Accountancy explained it this way:
"Observant readers will notice that
Thomson McLintock & Co., one of
our regular advertisers, have no advertisement in this issue. Their full colour advertisement, which appeared
on p4l of our March issue, has been
ruled discriminatory by the Equal Opportunities Commission under the
terms of s38(1) of the Sex Discrimination Act.
"The advertisement depicted an

aerial view of the British Isles, dotted
with flowers (roses for England,
thistles for Scotland, etc.) on the sites
of the major cities. Six bees are visible,
four wearing business suits (these are
the subject of the complaint) and two
obviously nude (no complaint was
made about these). The Commission
insists that the advertisement `should
be amended to give reasonable parity
in the illustration between male and
female figures both in prominence and
in numbers.' "
Even though the bureaucratic buzzing caused the advertisers to drop
their ad in one month's issue, the
magazine's editors thought it was for
the best "... for we would not have
liked to face a storm of protest from
apiarists on the grounds that only female bees leave the hive to collect
honey, and not the males at all❑—
(Equal Opportunities Commission
please note) ."
❑

A Division of American Appraisal Associates, Inc.

OfficeLocations:
525 E. Michigan St.. Milw., Wl. 53201 (41412715544
301 E. Colorado Blvd., Pasadena, CA. 91109 (213)6842910
170 University Ave.. Toronto, Ont, MSH 383 (416)864.9050
Circle 23 on Inquiry Card.
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THE PRESIDENT'S MESSAGE
A larger —and in many ways more rewarding
perspective —is given to the man or woman who is
honored with the presidency of this great Association. It is true that you do see the problems but the
virtues of this remarkable organization on prominent display at chapters and regional councils
throughout the country dwarf the deficits.
It was a good year for the Association. For the
second year in a row we ended up with more
members than ever before. The total -73,755 —an
increase of 4.6 percent over the year before, can
be construed as the aggregate contribution of
many hundreds of individual efforts. The 56 percent increase in student membership proves that
our effort to acquaint a future generation of accountants with the benefits of the Association is
paying off.
It is impossible to mention all of the significant
events between my inaugural in Anaheim and
"Swan Song" in Miami Beach but here are some
of the peaks, as well as the valleys.
At the outset of my administration, I said that
there would probably be few innovations; instead we would work to help existing programs
mature and become more efficient. These goals,
I believe, have in some degree been advanced.
The Certificate in Management Accounting Program, for example, gained further impetus within
the accounting field and this is reflected in the
steadily growing membership in the Institute of
Management Accounting. The Self -Study Program
(SSP) also gained in sales while a third program
was readied for marketing.
A marked trend of increasing NAA involvement
in the accounting field, especially in the area of
policy - making and education, was evident, too.
Our relations with the Financial Accounting Standards Board is a milestone in this trend.
During the year we discussed further involvement of NAA in the field of accounting education
and international organization. One area involves
a movement designed to establish an accrediting
organization for accounting schools and colleges.
Our participation and support of such an effort,
we believe, can lead to more balanced curricula
in such accounting schools and help to produce
better educated graduates for the industries that
will need sophisticated management accountants.
The other opportunity pertains to a possible
role for our Association in some kind of international organization of accountants. In both cases
no final decisions have been taken. They serve to
point up, however, the greater role that the Association is playing in the accounting field, reflecting
the size and character of our membership, and
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President Lafe fox and his wife Rita.
the responsibilities of our leadership in the management accounting field.
A new approach to our international affiliates
also has been approved in an effort to better serve
international members without imposing a disproportionate burden on the domestic organization and finances, There are many problems involved in conducting operations overseas, but bit
by bit as we learn from experience we will adapt
our services to accommodate the needs of accountants around the world,
Topping off a term as President with a very
successful Annual Conference is an achievement
any President could be proud of. The tremendous
effort put into our conferences by all concerned
always pays off and the one in Miami Beach illustrated the truth of this axiom.
The scope and level of activities of this Association are truly breathtaking. The administration
and guidance of the Association, chapters, councils
and affiliates seem to call for ever greater skills
and expenditures of time. I am proud to report
that the 1975 -76 officers and directors were more
than equal to the task. Thanks to all those members who made this one of the greatest years of
my life!

LATE P. FOX
President,1975 -76
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PLANNING

suggested by legal counsel and those which update
the Constitution and By -Laws with respect to
current Association activities. The proposed amendments to the Constitution were submitted to the
members for their vote.

Future operations in the international area absorbed the attention of the Committee on Planning
during the year. Not only did it thoroughly review
the present operation of international chapters MEMBERSHIP AND CHAPTER
but it also tried to visualize what kind of worldGROWTH
wide role the Association could —and should —be
playing in the decades ahead.
At June 30, 1976, the NAA membership stood at
The Committee submitted concrete proposals the highest peak in the history of the Association.
on policy relating to the current international A 4.6 percent increase brought the grand total
chapters. It then went a step further and recom- up to 73,755 members, not including ELAs and
mended a general policy approach for the Associa- student members. This excellent record was
tion in its relations with accounting organizations due in part to a recently inaugurated telephone
and accountants abroad. This two - pronged ap- contact program initiated last year. Under this
proach to international activities was approved by program, a staff member follows up on members
the Executive Committee and National Board. who have had their memberships terminated beThis statement was adopted as a general guideline:
cause of nonpayment of dues. In many cases, the
That NAA should continue its leadership role statistics show, members who probably would have
in pursuing the organization of an international drifted away have renewed their memberships —
body of management accountants, whose initial largely because of a personal follow -up. Of those
objectives should be to consider management contacted, nearly 39 percent have stated that they
accounting policies and concepts and to make will pay their delinquent dues and 61 percent of
available management accounting knowledge these have done so. Another bonus from this
and educational programs to interested persons membership re- acquisition program is it provides
staff with an additional channel for early warning
throughout the world.
of problems of members. Often these problems
In pursuance of this goal, the Board approved can be solved by informing the chapter or unit
the establishment of a subcommittee charged with concerned at the national office.
formulating a plan for the formation of an interStudent memberships jumped 56 percent to
national body of management accountants. It also 3,660. The huge success of this membership drive
charged the staff with the task of assisting the imposes a responsibility on both the national
subcommittee in contacting other management organization and the chapters to keep the new
accounting organizations throughout the world young members interested and involved.
and in obtaining information to complete the plan
The formation of new chapters and regional
of formation.
councils continued apace. Two new regional counThe Committee recommended and the Board cils were chartered: Dixie and Mid - America, bringapproved a policy in which, effective June 1, 1977, ing the total to twenty, At the same time, recognithe international chapter competition program tion of the councils as a part of the structure of the
would become completely voluntary. Other major Association has been incorporated into the Bychanges in the Association's international policy:
Laws of the Association.
*The official status of international chapters
would be changed to "affiliates" of NAA, leaving
the local description of the international group to
the discretion of local officers;
*Members who affiliate with international
groups have the option of becoming an "international member" of NAA at an annual payment
of $25;
*The Association national staff would continue
to offer assistance to the international affiliate
organizations in the areas of administration, organization and planning; and
*NAA will plan to conduct regional conferences
in major cities outside the U.S. where economically
feasible.
In other actions, the Planning Committee recommended and the National Board approved the
reissuing of all chapter charters granted prior to
September 1, 1974, in order to bring them into
conformity with applicable legal requirements and
to safeguard the 501 (c)(3) exemption. It also rec- Renee Farkas,membership coordinator, follows up
ommended changes in the Constitution and By- on terminated memberships in new,successful
Laws which generally fall in two categories: those telephone contact program.
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A chapter management seminar held earlier this
year in Biloxi, Miss.Standing is Gerald W. Burke,
chairman of the Dixie Council.
Chapters chartered during 1975 -76 were:
Florida Gulf Coast
July 1, 1975
July 1, 1975
Mid -Ohio
La Crosse - Winona Area
July 1, 1975
(Wis. /Minn.)
Nov. 1, 1975
Red River Valley (N.D.)
Feb. 1, 1976
Bloomington, Ind.
South Central (Columbia)
Feb. 1, 1976
Tennessee
Feb. 1, 1976
Piedmont -High Point (N.C.)
Feb. 1, 1976
San Mateo (Calif.)
April 1, 1976
Altoona Area (Pa.)
South Central Minnesota
June 1, 1976
NAA- Belgium
June 1, 1976
approved
the
In addition, the National Board
merger of the Southwest Los Angeles Chapter
with Palos Verdes - Torrance Chapter to for the
newly chartered South Bay Chapter.

CHAPTER OPERATIONS
The NAA chapter competition is a tool, not an
end in itself. As a tool it is designed to encourage
members through chapters to take advantage of
the services and benefits of the Association.
The Committee on Chapter Operations reviews
this mechanism each year and gives a "tune up"
as needed. The incentives that this Committee
discusses and recommends for inclusion in the
NAA competition are illustrated by the following
actions which were approved by the NAA Board of
Directors. The Committee:
*Encouraged the promotion of the Certificate
in Management Accounting Program by requiring
publicity on the program in newsletters and adding
this activity as an option for the Educational
Projects Director to gain additional credit for
the chapter;
*Added incentive to increase activity of chapters
whose members devote time to socio- economic
projects; and
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Top, Arthur B. Gunnarson Award goes to Lima
(Peru) Chapter. L. -r., L. R. Smentowski, President
Fox, John Johnston and Carlyle O. Livingston.
Below, Rawn Brinkley Award is presented to
Frankfort ( Germany) Chapter. L. -r., Mr.
Smentowski, President Fox, George Binzer, and
Mr. Livingston.
*Added an optional activity — Explorers Accounting Post Program of the Boy Scouts of America —to
the Community Affairs section of the chapter
competition.
In other actions, the Committee recommended
and the Board approved a reduced incentive for
letters to the editor in the manuscript competition
in order to discourage the submission of letters
that are not a genuine contribution to the discussion of accounting issues but merely submitted
for credit.
A script and slide presentation called "What
Is Your Potential" has been produced by combining similar presentations developed by one chapter and one national subcommittee. It is planned
to make this program available at chapter and
other meetings during 1976 -77.

EDUCATIONAL ACTIVITIES
The attendance figures for the Association's educational programs during 1975 -76 showed the
effect of increased promotion, as well as a reviving
economy_ Both the Fall and Spring programs of
the Continuing Education Program exceeded expectations but the Spring series of educational
courses so far surpassed budget that the year was
concluded with a record of 4,224 person /days
participation —the largest attendance on record.
Helping to make the program so successful
during 1975 -76 were two new courses: "Retail
Financial Control Systems" and "Material RequireMANAGEMENT ACCOUNTING /OCTOBER 1976

ments Planning," These courses were well received in Chicago and Philadelphia.
The In -House Program in which NAA holds
educational courses right on the company site also
exceeded budget expectations. Twenty -two
courses were held, a record spurred by more promotion.
Sales of the Self -Study Cassette program were
also substantially over budget. Some 2,200 units
of the first two of the programs were sold. The
third program, "Management Accounting for Business Decisions in a Service - Oriented Economy,"
which consists of a workbook and three tapes of
four and one -half hours' listening time, will be
available this Fall.
Results of the first one -day symposium on a
single "hot" topic were disappointing, The Committee on Education reviewed recommendations
for new and better promotion, timing considerations and a logistical plan for the development
of a second symposium if the decision is made to
give the concept another trial.
The number of LEAP booklets sold to chapters
was at about the same level as the year before. A
subcommittee of the Committee on Education
offered a number of recommendations designed
to make the program more attractive.

INSTITUTE OF MANAGEMENT
ACCOUNTING

This was the most successful year of the Certificate
in Management Accounting program. Over 1,000
people participated in the June 1976 examination.
This was a 40 percent increase over June 1975.
The increased interest in the program has led the
Board of Regents to establish a semi - annual examination schedule beginning with the June 1977
examination.
There continues to be growing recognition and
appreciation for the Certificate in Management
Accounting. Universities are giving the program
increasing recognition by listing it in their bulletins
as the professional designation for the management accountant, curriculums have been modified
to list course combinations appropriate to careers
in management accounting, and finally advertisements by accounting departments for teachers are
listing the CMA or the CPA as a desirable credential, as well as the Ph.D. degree.
A number of major companies continue to give
the program support. During the current year several large companies registered many of their accounting staff personnel for the examination and
also sponsored the development of review courses
to help their employees prepare for the examination. Employment advertisements listing the CerRESEARCH
tificate in Management Accounting as a desirable
Five research publications were issued during qualification are beginning to appear.
1975 -76 and the reception accorded them was
quite good. Two of the books were offered free PUBLICATIONS
to members for a limited time period, according
1975 -76 exceeded
to Association policy. The books published are: Sales of publications during
budget
by
nine
percent.
Not
only
does this include
*Normative Models in Managerial Decision Accounting but also "catalog" sales
Management
Making
*Research Methodology and Business Decisions of standard NAA research publications.
Five new books and the latest CMA questions
*The Implementation of Computer -Based Modand
answers booklet were published during the
els
year.
Four research books and one previous CMA
*The Measurement of Corporate Environmental
Activity
*Management Accounting in Colonial America
Research has been completed or is nearing completion on four projects. The tentative titles of
these projects are: "Manpower Cost and Performance Management," "Accounting for Corporate Social Performance: Product and Service
Contributions," "The Use of Accounting Information in Labor Negotiations," and "Control of Computer Resources."
Research is in progress on a number of projects
including standard costing, maintenance cost control, management accounting in nonprofit organizations, a survey of management accounting
practices, and financial reporting and business
liquidity.
Robert B. Sweeney, center,chairman of the 1MA
During the year, the Committee on Research Board of Regents,congratulates winners of the
appointed an ad hoc committee to consider the Certificate of Distinguished Performance awarded
subject of replacement costing for smaller com- for outstanding grades on the CMA exam. Front,
panies. This action was taken in light of the 1. -r., Jeffrey M. Stoller,Michael E. Duffy,
Securities & Exchange Commission's recent ruling Dr. Sweeney, C. D. Mecimore, and R. C.
requiring major corporations to publish replace- Baughman. Back,1. -r., D. W. Koontz, Jr.,- D. P.
Barber, L. S. Guckert, and 1. A. Caspari.
ment cost information.
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More NAA
me mb e rs
attended 1976
Annual
Conference
than ever
before.

Although advertising in Management Accounting fell below budget, six advertising representatives located in New York, Chicago, Birmingham,
Dallas, Los Angeles and San Francisco are now
under contract. Their combined efforts, plus a reviving economy, should serve to increase sales in
1976 -77.

The magazine now has readers in 96 countries
and the circulation is at an all -time high. More
than 1,300 manuscript submissions were made
during the year.
A contract was signed with Bell & Howell for
the sale of Management Accounting via the microfiche system. With this addition, there are now two
companies selling microfilm, one selling microfiche and one selling hard copy, out -of -print issues
of Management Accounting. Requests to reprint
more than 150 articles were received, demonstrating the continuing value of the NAA monthly
publication.

MANAGEMENT ACCOUNTING
PRACTICES DEVELOPMENT
The great amount of activity of both government
agencies and private organizations in making rules
and setting standards in accounting has imposed a
growing burden on the MAP Committee. In addition to its responsibility for responding to exposure drafts and proposals made by such organizations, the Committee also is attempting to carry
out its mandate to publish position papers on accounting issues.
Although no statements were published by the

Committee during the year it did respond to proposals and exposure drafts of the Financial Accounting Standards Board, the Securities and Exchange Commission, the International Accounting
Standards Board, the Cost Accounting Standards
Board, and a U.S. House of Representatives subcommittee.
Most of the time spent in responding was devoted to proposed standards generated by the
FASB and the CASB. A member of the Committee,
Norton Bedford, presented its views on "Accounting for and Reporting for Employee Benefit Plans"
in oral testimony before a public hearing conducted by the FASB.
To increase its capability in responding to accounting proposals, the Committee was enlarged
from nine to twelve members.

CONFERENCES
Although the Annual Conference in Miami Beach
did not set an overall attendance record, it did
break one record: more NAA members attended
this Conference than ever before. The total attendance was approximately 2,000 as compared to
2,800 in Anaheim, Calif., the year before, where
more NAA children came, attracted by Disneyland.
This conference, which like all Annual Conferences is completely supported by those attending,
financially surpassed expectations, contributing a
modest sum to the income of the Association.
A regional conference sponsored by the New
England Council in October 1975 was very successful, The councils continue to be enthusiastic
about sponsoring such regional meetings and a
number have been scheduled in 1976 -77.
The next Annual Conference will be held in
Chicago. Thereafter, it will be held in San Francisco, 1978; Washington D.C., 1979; New Orleans,
1980; Honolulu, 1981; and Boston, 1982.

PUBLIC RELATIONS

MAP Committee's Louis Bisgay and Norton M.
Bedford testify before the Financial Accounting
Standards Board at public hearing on accounting
and reporting for employee benefitplans.
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Public relations activities on behalf of the Association are carried on at three levels: by the
chapters, the national staff and our public relations counsel, Burson - Marsteller. Two surveys conducted during the year —one of purchasing agents
on employment trends and the other of "Fortune
500" companies on the implementation of "replacement costing" led to national publicity. Executive Director W. M. Young, Jr., was interviewed
on New York radio station WINS on the survey
which showed that accounting jobs were among
the very few occupations still in good supply.
In addition, NAA has been sending a series of
tax tips to newspapers and radio stations that
were picked up by the Women's News Service for
a syndicated column. Former National Director
Lillian Filardo continued her stint as a "spokesperson" for NAA, filling approximately 25 assignments from Boston to Los Angeles with great
success_
Staff also has developed and distributed a talk
on the Association designed to be delivered before
MANAGEMENT ACCOUNTING /OCTOBER 1976

Rotary groups and other community and fraternal
organizations. Careers -in- management- accounting
literature was distributed to more than 2,000
counselors and students during the year.

SOCIO- ECONOMIC PROGRAM
Operating under a grant from the Office of
Minority Business Enterprises (OMBE), NAA's
Socio- Economic Program continued to generate
volunteer support for counseling and educating
struggling small businessmen and women. A boost
to the program was given by the incorporation of
additional credit in the chapter competition for
counseling activities.
Some 916 cases were accepted and 788 completed during the 11 -month period, July 1, 1975 May 31, 1976, the program's fiscal year. Nearly
5,000 participated in educational training sessions
with the same number of volunteer man hours
expended at an estimated dollar value of $200,000.
Since the program was started in 1969, approximately 132,990 man hours with an estimated worth
of more than $5 million have been expended on
socio- economic projects. During 1976 -77, NAA
will help fund the program in conjunction with
the OMBE.

Stuart Cameron McLeod
Presidents confer. At left,
incoming President Stanley A.
Pressler and outgoing President
S. Alden Pendleton at the
Annual Conference.
Below, five chapters were
awarded Public Relations
Recognition Awards. L. -r.,
Miriam Y. Miyai, Hawaii;
John H. Behdiou, Los Angeles;
L. C. Morris, Nashville; Kenneth
E. Posey, Reading; Dolores E.
Winkler, Milwaukee; and
Robert H. Oakleaf.

STUART CAMERON McLEOD
SOCIETY
This organization of past and current national officers and directors held its annual meeting, reception and dinner in Miami Beach in conjunction Mr. and Mrs. Robert Chapman
with the NAA Annual Conference, and 525 memin memory of Robert E. Derby, Roy E. McRann,
bers, spouses and friends attended Society funcCharles D. Sands, and Ernest D. Wright
tions. Sixty -five candidates were inducted into Lafe and Rita Fox
the Society.
in memory of J. G. Underwood
Two successful meetings —at the Wigwam Inn Firman Hass
in Litchfield Park, Ariz., October 1975, and at the
in memory of William B. McCloskey
Castle Harbour Hotel in Bermuda, April 1976 — Paul M. Herring
were held during 1975 -76.
in memory of Charles D. Sands
The Society's Constitution was amended by the I. Wayne Keller
membership to permit it to become formally affiliin memory of Robert E. Derby
ated with the National Association of Accountants. Mr. and Mrs. Chester R. Kennedy
A meeting is planned in October at Pinehurst, N.C. Mr. and Mrs. John T. Kokos
in memory of Charles D. Sands
Mr.
and
Mrs. Robert Oakleaf
MEMORIAL EDUCATION FUND
in memory of J. G. Underwood
Donations to this Fund continued to increase the Herman A. Papenfoth
monies held to further the educational purposes
in memory of Robert E. Derby
of the Association. A contribution by Harsco Robert W. Payne
Corporation, for example, will be used to under- David W. Rewick
write a MAP terminology project in memory of
in memory of John W. Kercher
Past President J. G. Underwood, former chief Arthur S. Taylor
executive officer of Harsco.
in memory of Charles D. Sands
The donors to the Fund in 1975 -76 are listed Cincinnati Chapter
below with the names of the individuals honored
in memory of William Salzman
by their contributions. Some contributions are New Jersey Council
made without any individual specifically menin memory of Joseph M. Tullo
tioned as an honoree and some contributors make New Orleans Chapter
more than one contribution during a year.
in memory of Mrs. Gladys S. Wren
Miss Olivia Becker
Norwich Chapter
in memory of Mrs. Gladys S. Wren
in memory of Samuel A. Cooper
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V
A

N A TI O N A L AS S O C IA TIO N O F A C C O U N TA N TS

BALANCE SHEETS
June 30, 1976 and 1975
ASSETS

LIABILITIES A N D
1976

F U N D BALANCES

1975

1976

1975

CURRENT OPE RAT ING F U N D
Cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Marketable securities, at cost, which approximates
market . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Furniture, equipment and leasehold improvements—
net (note 2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

$

292,327

$

339,957

2,150,340

1,800,000

366,457

390,687

105,496
$2,914,620

118,053
$2,648,697

Acc ou nts p aya bl e a nd ac cr ued l iab il iti es .. .. ... .. ..
Deferred mem bership dues . . . . . . . . . . . . . . . . . . . . . .
So cio - econo m ic p rogra m con tribu ted r eserve ... ....
Total liabilities . . . . . . . . . . . . . . . . . . . . .
Fund balance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

$

364,024

$

124 ,8 22

1,717,783
65,015

1,6 17, 522
65,015

2,146,822
767, 798

1,8 07, 359
841, 338

$2,914,620

$2,64 8,697

$2,527,908

$2,4 77, 166

113 ,6 90
2,641,598

2,583 ,186

32,970
$2,608,628

55,278
$2,5 27, 908

61,958

54,269

RESERVE F U N D
$

23,135

$

24,960

Fund balance:
Beginning of year
........... ........... ....
Add re gi strati on fe es .. ... ... .. ... ... .. ... ... ..

2,585,493
$2,608,628

2,502,948
$2,527,908

Deduct net loss on disposition of securities .......
End of ye ar ... .. ... ... ... ... ... ... ... ... ... ..

10 6 ,0 2 0

z

a
a

.

I

.

Cas h ........... ...............................
Marketable securities, at cost (quoted market value
at June 30, 1976 and 1975 approximates $2,750,000
and $2,359,000 respectively) . . . . . . . . . . . . . . . . . . .

rn
m
3
M

Cas h ........... ...............................

$

72,269

$

61,958

c

e

z

z

I

0
0

0

w

M
M

M

$

72,269

$

61,958

Fund balance:
Beginning of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Add:
Donations received . . . . . . . . . . . . . . . . . . . . . . . . .
Interest income . . . . . . . . . . . . . . . . . . . . . . . . . . . .
End of year .. . . .... ... ... .... ... ... .... ... ...

See Accompanying Notes to Financial Statements.

$

6,361
3,950
72,269

$

A
O

$

ME M O R I AL E D U C AT I O N F U N D

z

a
0

2,775
$

4,9 14
61,958

NATIONAL ASSOCIATION OF ACCOUNTANTS

STATEMENTS OF REVENUES AND EXPENSES AND CHANGES
IN FUND BALANCE - CURRENT OPERATING FUND

Years ended June 30, 1976 and 1975
1976

1975

$3,184,782
600,847
182,835
118,875
143,682
156,390
152,243
38,593

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

4,578,247

4,408,812

640,440
694,219
111,350
573,301
589,236
229,303
188,616
114,612
162,511
660,639
246,308
441,252

615,767
670,059
119,586
538,941
478,452
222,656
214,368
113,691
162,725
599,330
227,098
429,697

REVENUES:
.

.

Membership dues . . .
..... ............................... ....
Continuing education program- registration fees and sales of materials
Annual conference - registration fees .............................
Interest and dividends on reserve fund investments .................
Interest on current operating fund investments .....................
Advertising and sales of publications .............................
Institute of Management Accounting- registration and examination fees
Miscellaneous . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

EXPENSES:

.

.

.

.

.

.

.

.

Payments to chapters . . . . . . . . . . . . .
.. . . . . . . . . . . . . . . . . . . . . . . . . .
Member records and chapter services . . . . . . . . . . . . . . . .
Membership and chapter development . . . . . . . . . . . . . . . .. .. .. .. .. .. .. .. . . . .
Technical publications . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. .. ..
Continuing education programs . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
.. .
Research and Management Accounting Practices Projects ............
Institute of Management Accounting . . . . . . . . . . . . . . . . . . .
. .... .... ..
. .... ..
Pu blic relat ions and p romotion . .. .. .. .. .. .. .. .. .. .. .. ..
Annual conference . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
General office services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
O c c u p a n c y c os t s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Administration . .
............. ...............................

4,651,787
(73,540)

FUND BALANCE AT BEGINNING OF YEAR

841,338

824,896

767,798

841,338

$

.

$

.

..................
FUND BALANCE AT END OF YEAR . . . . . . . . . . . . .
.............
.

4,392,370
16,442

,

.

EXCESS OF REVENUES OVER EXPENSES (expenses over revenues)

See Accompanying Notes to Financial Statements.
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NATIONAL ASSOCIATION OF ACCOUNTANTS

STATEMENTS OF CHANGES IN FINANCIAL POSITION CURRENT OPERATING FUND
Years ended June 30, 1976 and 1975
1976

1975

$(73,540)
—

92,808
19,268
—

.

$ 16,442
87,235
103,677
150,000

.

.

.

From operations:
Excess of expenses over revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Excess of revenues over expenses ..............................
Expenses not requiring outlays of funds —
depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Decrease in marketable securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Decrease in other assets ................ . . . . . . . . . . . . . . . .
Increase in accounts payable and accrued liabilities . . . . . . . . . . . .
....
Increase in deferred membership dues . . .
........ ........ .......
Total sources of funds . . . . .
.. . . . . . . . . . . . . . . . . .. . . . . . . .

—

SOURCES OF FUNDS:

.

,

.

12,557
239,202
100,261

56,529

371,288

310,206

—

.

.

.

.

.

.

.

.

.

—

I

I

I

350,340
68,578

(47,630)
339,957

188,803
151,154

—

—

418,918

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

.

.

.

.
.

.

.

.

.

.

.

.

.

.

.

.

Increase in marketable securities . . .
.. . . . . . . . . . . . . . . . . . . . . . ..
Acquisitions of furniture, equipment and leasehold improvements ....
In c reas e in ot her as s ets . .. . .. . . .. . .. . .. . . .. . . .. . . .. . .. . . .. . . .. . .
Decrease in accounts payable and accrued liabilities . . . .
...........
Total uses of funds . . . . . . . . . . . . .
.
.
.
.
.
.
.. .. . . . .
.....
NET INCREASE (DECREASE) IN CASH BALANCE
..............
CASH AT BEGINNING OF YEAR . . . . . . . . .
.... ... .. .. ... .. ..
CASH AT END OF YEAR . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

—

USES OF FUNDS:

$292,327

$339,957

See Accompanying Notes to Financial Statements.

NOTES TO FINANCIAL STATEMENTS
June 30, 1976 and 1975
(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
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(a) Chapter Treasuries and Regional Councils
The funds and accounts of chapter treasuries and regional
councils are not included in the accompanying financial
statements,
(b) Socio- Economic Program
The Association conducts a Socio- Economic Program which
is funded by the United States Department of Commerce—

(c) Furniture, Equipment and Leasehold Improvements
Furniture, equipment and leasehold improvements are car ried at cost.
Depreciation and amortization are computed on the
straight -line method. Leasehold improvements are amortized over the term of the lease or the estimated useful
lives of the assets, whichever is the shorter period. Furniture and equipment are depreciated over their estimated
useful lives.

Office of Minority Business Enterprise under a cost reimbursement type contract. The expenditures under the program and the reimbursement thereof which approximated
$130,000 and $143,000 for the fiscal years ended June 30,
1976 and 1975, respectively, are not included in the revenues and expenses of the current operating fund.

(d) Revenue Recognition
Membership dues are recorded as revenue during the applicable membership period.
The Association's monthly publication, Management
Accounting, is distributed to all members. However, no
portion of members' annual dues is allocated to subscripMANAGEMENT ACCOUNTING /OCTOBER 1976

tion revenues in the accompanying statements of revenues
and expenses and changes in fund balance— current operating fund.
Registration and /or examination fees are recorded as revenue when the related program or examination takes place.
Advertising revenues are recorded as revenue when the
applicable publications are issued.
(e) Reserve Fund
The reserve fund was established for the purpose of providing funds which may be utilized to insure continuous
extension and development of activities for the best interests of members. Registration fees and gains and losses
on disposition of securities of the fund are recorded therein. Interest and dividends earned on investments of the
fund are recorded in the current operating fund. Appropriations may be made from the fund upon affirmative vote
of the majority of the Board of Directors.
(f) Memorial Education Fund
The memorial education fund was established for the purpose of accepting and holding funds to support and further
the educational goals of the Association. Donations, gifts
and interest earned on the fund's investments are recorded
therein. The assets of the fund are administered separately
from the other funds of the Association by a committee
whose actions are subject to the approval of the Executive
Committee.
(2) FURNITURE, EQUIPMENT AND LEASEHOLD
IMPROVEMENTS
As of June 30, 1976 and 1975, furniture, equipment and
leasehold improvements consisted of the following:
1976
Furniture and equipment
..
Leasehold improvements ..
.. ..
, ...
Less accumulated depreciation
and amortization

1975

$525,833 $510,774
137,911
84,392
663,744 595,166
297,287

204,479

. . . . . . . . . . . $366,457 $390,687

(3) PENSION PLAN
The Association has a non - contributory pension plan covering substantially all employees. Total pension expense
was approximately $151,000 and $135,000 for the years
ended June 30, 1976 and 1975, respectively. The unfunded
past service cost is being amortized over periods not exceeding 20 years. It is the Association's policy to fund pension costs accrued. At June 30, 1975 (the date of the most
recent actuarial evaluation), the pension fund assets exceeded the acturially computed value of vested benefits.
The Association's pension plan was amended as of July 1,
1976 to comply with the Employee Retirement Income
Security Act of 1974. The Association is not yet able to
evaluate the impact of such changes on pension expense,
funding of pension costs or unfunded vested benefits.

MA NA GE ME NT AC C OUNTI NG / OC TOBER 1976

(4) LEASE COMMITMENTS
The Association leases office space under a long -term
lease agreement which requires minimum annual rental
payments of approximately $201,000 plus certain escalation
charges to 1985. As of June 30, 1976, a portion of the
Association's office space has been subleased through 1980
at an annual rental of approximately $37,000 per year, plus
certain escalation charges. Rent expense (which is included
in the caption occupancy costs) aggregated $231,711 and
$210,493 for the years ended June 30, 1976 and 1975,
respectively, which amounts are net of rents received from
subleases amounting to $50,806 and $57,668 for the years
June 30, 1976 and 1975, respectively.

PEAT, MARWICK, MITCHELL & CO.
CERTIFIED PUBLIC ACCOUNTANTS
345 PARK AVENUE
NEW YORK, N.Y. 10022

The Board of Directors
National Association of Accountants:
We have examined the balance sheet of the National
Association of Accountants as of June 30, 1976, and the
related statements of revenues and expenses and changes
in fund balance and changes in financial position of the
current operating fund for the year then ended. Our examination was made in accordance with generally accepted auditing standards, and accordingly included
such tests of the accounting records and such other
auditing procedures as we considered necessary in the
circumstances. The financial statements for 1975, included for comparative purposes, were examined by
other certified public accountants.
In our opinion, the aforementioned financial statements present fairly the financial position of the National
Association of Accountants as of June 30, 1976, and the
results of its operations and the changes in financial position of the current operating fund for the year then
ended, in conformity with generally accepted accounting
principles applied on a basis consistent with that of the
preceding year.

60-,j
August 24, 1976
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NAA has
become more
financially
"...

sound during
a time of
precarious
inflation."

THE EXECUTIVE DIRECTOR'S REPORT
There are four major developments I would like
to single out in what was a very good year for
the Association. The success of the Institute of
Management Accounting and the Certificate in
Management Accounting was reflected in figures
which showed a 43 percent increase in number of
applicants taking the examination and a 49 percent
increase in number of parts of the examination
taken.
As a result of more effective marketing programs, both the CEP and In -House educational
programs achieved gratifying results, performing
better than expected. The Self -Study Cassette Program became firmly established as a new educational service of the organization, producing results 60 percent above budgeted goals.
Finally, the Annual Conference in Miami Beach
presented highlights in both the technical program
and the attendance figures, thanks to an exceptional performance on the part of the Operations
Committee and Technical Program Chairman.
There were other highlights during the year.
Our membership growth also surpassed both our
financial and marketing forecasts —a 4.6 percent
gain to another record. There were most rewarding
results in the area of student membership with a
56 percent increase in number of students enrolled
in this category and the establishment of the first
student chapter affiliate.
The year 1975 -76 will also be remembered as
the year in which 20 area councils of chapters
became integrally affiliated with our Association.
Another indication of the continuing vitality of
the Association is shown by the chartering of 10
new domestic chapters, to say nothing of an additional international chapter located in Belgium.
I don't think any annual review of Association
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activities is complete without mentioning the continuing progress being made in our relationship
with industry, the profession and government.
These activities encompass the Socio- Economic
Program, as well as our relationships with such
government agencies as the CASB, the SEC, IRS,
SBA, OMBE, and, of course, the FASB in the private sector. Although some may refer to these
activities as "extracurricular," it should be remembered that they have an ultimate effect on our
financial strength and our position in the larger
community.
The year just past has produced significant improvement in the administration of the Association's affairs and the operation of the national
office. The most dramatic of these has been the
installation of a sophisticated word processing
center and formation of an administrative support
department. The former has provided substantial
cost improvements in areas of work leveling and
the elimination of ten staff positions, achieved by
normal separation and attrition. In addition, these
new departments have provided our office operations with improved efficiency and proficiency and
given us an encouraging degree of flexibility in
responding to numerous "surprises" which are to
be expected in a membership association situation.
In the first full year of the new telephone contact service, the figures indicate that many members have been "saved" who might in the past
have been lost through failure to follow -up.
The major changes in our physical plant have
required modest redecorating but it is felt Accounting, the Socio- Economic Department, Publications and the Word Processing Center are
finding themselves in even more pleasant surroundings.
Since our last dues increase in 1971, a modest
dues increase has become necessary because of
the net effect of spiraling costs which have been
largely offset by continuing cost improvements,
greater efficiencies, and the significant improvement in our outside income through the investment of our reserve and operating funds and the
generation of resources from the sale of educational services, reports and publications to both
members and nonmembers.
As for the financial picture, it has long been
the objective of many major associations to have
their total resources roughly equivalent to one year's budgeted costs and expenses. Your Association has very nearly obtained this objective, largely
through the process of cycle billing which has
created a significant operating fund for services
due to members and which has been coincident
with the investment of operating surpluses. From
this viewpoint it should be noted that NAA has
become more financially sound during a time of
precarious inflation.
Looking ahead, your office staff continues to be
dedicated to both the objectives of the Association
and the policies of the Board of Directors and the
Executive Committee. To this end, the current
year will be devoted to a continued cost - benefit
analysis of all of our programs, services and operaMANAGEMENT ACCOUNTING /OCTOBER 1976

i

Iwo views of NAA's new W ord Processing Center. Left, Fatema Bey
and Mary McMearty, correspondence secretaries, at work in two of
the five modules in the Center; right, Manager Sue Feather at the
control desk, monitoring telephone dictation.

tions. W e are look ing forward to further s implifying our communications with chapters, particularly in the area of competition reports.
Moreover, we will be implementing a new
policy covering our relationship with our international chapters with the objectives of im proving
Association values to overseas members. Also in
the international picture there is a major effort
being made to improve our relationship with
management accounting groups throughout the
world and als o our place with the international
public accounting groups. The Twelfth International Accounting Congress, will be held in
Munich, West Germany, in October 1977. We

intend to play a significant role at this meeting,
and it is hoped that m any of our m embers w ill
be in attendance.
National Committee members who devote many
hours to Association affairs often go unrecognized.
The names that follow represent the outstanding
men and women who helped make this Association run so smoothly in 1975 -76.

W. M. YOUNG, JR.
Executive Director

COMMITTEES
EXECUTIVE COMMITTEE
President
LAFE P. FOX, Cleveland

LOUIS VLASHO, Dayton
ROBERT F. WEST, Seattle
VERNON E. ZUMHAGEN, Rockford

Past Presidents
ROBERT G. CHAPMAN, Los Angeles
A. P. BARTHOLOMEW, JR., New York

Vice Presidents
DONALD J. DiCLEMENTE, Harrisburg
Area
BLISS R. FINLAY, Detroit
DONALD G. KERN, Western Carolinas
FRANCIS J. MEISTRICK, Morristown
HARRY L. MORRIS, Kansas City
G. KENNETH NELSON, Central
Pennsylvania
ALLEN H. SEED, III, Boston
LEO R. SMENTOWSKI, Colorado
Springs - Pueblo
RODERICK G. TURNER, JR., Atlanta
Central
MANAGEM ENT ACCOUNTING/OCTOBER 1976

Treasurer
A. T. SAMUELSON, Washington
Appointed Members
R. LESLIE ELLIS ('76), Lancaster
CLEMENS A. ERDAHL ('76), New York
ROBERT J. DONACHIE ('77), Dallas
EMIL SCHARFF, JR, ('77), San Francisco
R. LEE BRUMMET ('78), Raleigh Durham Area
CHARLES T. SMITH, JR. ('78), Atlanta
Central

Chairmen of Standing Committees
DONALD H. CRAMER, New York
GEORGE D. GEE, Kansas City
CHESTER R. KENNEDY, Pittsburgh
THEODORE G. LIEB, Philadelphia
CARLYLE O. LIVINGSTON, Columbus
ROBERT B. OAKLEAF, Olean- Bradford
Area
THOMAS J. O'REILLY, Pittsburgh
VINCENT A. PIUCCI, Worcester Area
EDWARD W. RODGERS, Dayton
WADE B. SALISBURY, Dallas
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COMMITTEE CHAIRMEN

>v

„cs

(00F

SALISBURY

LIVINGSTON

O'REILLY

STANDING COMMITTEES
CHAPTER DEVELOPMENT
WADE B. SALISBURY, Dallas Chapter,
Chairman
DONALD F. BERRIDGE, San Diego
GERALD A. BRYAN, Louisville
JOHN F. BUELT, St. Louis
JAMES P. CARLSON, Wichita
DUWAYNE L. CHAMBERS,
Northwestern Ohio
KIRTLAND FLYNN, JR., Charlotte Blue
KENNETH H. FOOTE, Charleston
TYRUS R. GAINER, Nashville
H. FRANKLIN GREER, Memphis
STEVAN J. HABEL, Cleveland
GERALD D. HUCK, Fort Worth
C. W ILLIAM HUXFORD, North Central
Indiana
EARL E. JOCHIM, Phoenix
ROBERTS. JOSLIN, Nashville
DENTON L. KANOUFF, Valley Forge
RAY F. LEUTZ, Lansing- Jackson
JOHN E. MASLINE, San Gabriel Valley
CARL L. McCOMBIE, Central
Pennsylvania
NATHAN J. NADDEO, Washington
CARLO A. ODELLA, Alameda County South
HUBERT E. PACK, Birmingham
GEORGE PERNICANO, Pittsburgh
DAVID B. PETERSON, Dayton
GLADYS SALISBURY, Fox River Valley
JAMES N. SMITH,
Piedmont Winston -Salem
ALVIS P. STEPHENS, Fort Worth
RALPH STONEBRAKER, St. Louis
EDWIN T. TAYLOR, San Jose
MORTON TEMSKY, Worcester Area
DAVID L. THOMAS, Columbus
CHAPTER OPERATIONS
CARLYLE O. LIVINGSTON, Columbus
Chapter, Chairman
JOHN G. BARB, Ann Arbor
ROBERT W. BACKES, Essex County
JOHN S. BILLINGS, Peninsula Palo Alto
LOUIS BONOMO, Wabash Valley
FRANK BOWMAN, JR., Phoenix
ROBERT C. BRANNON, Nashville
RAYMOND E, BURTON, South
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GEE

LIEB

KENNEDY

Birmingham
GERALD J. CABRAL, Stockton Area
JACK CARPENTER, Ithaca Cortland
EUGENE H. COBAUGH, Fort Lauderdale
RICHARD K. COSTELLO,
Minneapolis Northstar
ELLEN B. COULAM, Dallas
PETER R. CUMPSTON, Hawaii
GORDON O. DANSER, Princeton
SAM A. DAYHOOD, JR., Western
Carolinas
RICHARD C. DONOVAN, Kalamazoo
RONALD B. DOWELL, Baltimore
ROBERT A. DUNLAP, Reno Area
MACK V. FURLOW, JR., Indianapolis
JOHN J. GIBBONS,
Delaware County Pennsylvania
L. D. GRAY, Long Beach
PAUL M. HALL, JR., Akron
JOHN J. DOHS, Texas Bay Area
WALTER R. KLINGER, North Central
Ohio
FRED G. LAKE, Baton Rouge
KURT K. LEESER, Washington Tri- Cities
CHARLES R. LEONE, San Jose
FREDERICK K. LIEDTKE, Princeton
ROBERT B. LINDEMUTH, Albuquerque
PHILIPS. MANTHEY, Akron
LeROY R. MATTER, Harrisburg Area
ROBERT A. MECH, Racine - Kenosha
BILL MERCER, Alameda County -South
GARY G. MICHAEL, Boise
ROBERT E. MINNEAR, Atlanta Central
BILLY R. MUCK, JR., Southern West
Virginia
GEORGE L, NICHOLAS, Los Angeles
PAUL R. OKEN, Long Island- Nassau
MALCOLM J. PARKER, South
Birmingham
ALBERT W. PATRICK, Blue Grass Area
JOHN J. PREZKOP, Wheeling
STANLEY R. PYLIPOW, Raritan Valley
CLIFFORD P. REEVES, Raritan Valley
THOMAS J. ROWND, Fort Wayne
JOSEPH L. RUTH, Saginaw Valley
ROBERT A. SEMENZA,
Connecticut Gateway
L. A. SOLOMONSON, Detroit
JACK STEDNITZ, San Jose
ROBERT E. STOCKMEYER, Evansville
J. DOUGLAS STONE, Wichita
ROBERT A. STORK, Saginaw Valley

OAKLEAF

RODGERS

JOHN S. SURABIAN, JR.,
Southwest Los Angeles
WILLIAM J. SWITAJ, Cleveland
WADDY L. THOMLEY, Shreveport
ROBERT L. WOOLHEATER,
Palos Verdes - Torrance
EDUCATION
THOMAS ►.O'REILLY, Pittsburgh
Chapter, Chairman
ARCHIE J. BAKAY, Cuyahoga Valley
CHARLES V. BENSON,
Orange Coast California
GERMAIN BOER, Tulsa
RICHARD R. BRAKSATOR,
Suburban Northeast Philadelphia
R. E. BROADWATER, Charlotte Gold
WILLIAM D. BROW N, Seattle
JAMES N. BROWNE, III,
Piedmont Winston -Salem
LARRY W. CHILDERS, Raleigh- Durham
Area
WILLARD COX, North Texas
DOYLE L. EDWARDS, Member -at -Large
ROBERT J. HILLY,
Delaware County Pennsylvania
DONALD C. JENSEN, Cleveland
LARRY N. KILLOUGH, Roanoke
JAMES A. KNOBLETT, Blue Grass Area
JOSEPH M. KOCH, Indiana East
RAYMOND L. LARSON, Catawba Valley
ROBERT E. MALCOM, Central
Pennsylvania
HUGH L. MARSH, JR., Pittsburgh
MORRIS C. MATSON, Fort Worth
FRED J. MATTSCHECK, Harrisburg
Area
CHARLES D. MECIMORE, Cincinnati
HAROLD C. MOORE, Baltimore
WILLIAM C. MORRIS, Kalamazoo
ROBERT E. PATTERSON, Lancaster
NEILL R. SCHMEICHEL, Philadelphia
JOSEPH PETER SIMINI, San Francisco
REED S. SPIEGEL, Lancaster
ROBERT F. STONEROCK, Mid - Florida
MANUEL R. SYLVESTER, Hawaii
MICHAEL TEACH, Pittsburgh
LOOMIS H. TOLER, Northeast
Mississippi
BRUCE K. WILLARD, Boston
WILLIAM A. W OOD, Milwaukee
MA NA GE ME NT AC C O UN TI NG I O C TOS ER 1976

COMMITTEE CHAIRMEN
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CRAMER

(Ok

PIUCCI

KELLER

FINANCE
GEORGE D. GEE, Kansas City, Chairman
L. DEAN CARPENTER, Chicago
JAMES L. CORBOY, Dallas
W. ATLEE DAVIS, JR., Delaware
MICHAEL P. GRANIERI, Akron
FIRMAN H. HASS, Detroit
JULIAN G. HOFFMANN, St. Louis

GORDON A. JOHNSON, Rochester
JOHN T. KOKOS, Indianapolis
EARL A. MATHENEY, Charlotte Blue
JAMES E. McMILLEN, Central Texas
CHARLES S. MYERLY, Charlotte Gold
VERNON OWENS, South Birmingham
ARTHUR A. RAUTIO, Hartford
A. T. SAMUELSON, Washington
COLIN A. STILLWAGEN, San Diego
MEMBERSHIP
THEODORE G. LIEB, Philadelphia,
Chairman
RICHARD G. BORNHOFEN, Orange
County
JOHN E. BROWN, Eugene
JAMES R. BUSH, Los Angeles
DAVID G. COKER, Spartanburg Area
BRUCE L. DAVIS, JR., Miami
J. L. DeLUCIA, San Fernando Valley
WILLIAM L. DeHAVEN, Fort Wayne

JAMES A. FALCONE, Erie
CAROLE ANN GIBBS, Hawaii
JOHN H. GIMBEL, Baltimore
H. WAYNE HALL, Atlanta North
RICHARD W. HARRIS, Los Angeles
JOHN HEAMON, Detroit
JAMES H. HOPPER, Jackson
SHERRILL W. HUDSON, Dayton
EUGENE J. LANDRY, New Orleans
WILLIAM L. LANIER, JR., Wilmington,
N. C.
J. MATEOSKA, New Hampshire

WILLIAM J. McCLELLAN, Orange Coast
California
BRYAN H. MITCHELL, Chicago
MARY LOU MOODY, Scottsdale Area
EDWIN R. NELSON, Boston
RALPH W. NEWKIRK, JR., South Jersey
BETTY J. OLDHAM, Indiana East
JOHN A. OSBORNE, Tulsa
W. J. PALMER, Oakland -East Bay
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ARME
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CRANE

BARTHOLOMEW

DONALD J. REDA, Chicago
STEPHEN P. SALZMAN, Long Island Suffolk
HARRY L. SCAPELLATI, Lehigh Valley
DONALD G. SCHERRER, Scottsdale
Area
JOHN SEIFRIED, Chicago
GARY F. SHILLINGFORD, Philadelphia
ROBERT A. STARK, Cincinnati
BURNIEL SWARTZMILLER, Los Angeles
JOHN W. TOWNS, JR., Butler Area
HAL G. TIERNEY, Sabine

EDGAR A. VOGT, JR., Springfield
J. E. WALTON, Illinois Northeast
J. L. WARGO, Cleveland
EDWIN A. WOODWARD,
San Diego East County
WILLIAM P. YOUNG, Kokomo Area
PLANNING
CHESTERP. KENNEDY, Pittsburgh,
Chairman
JOHN C. ARME, Southeast Los Angeles
County
RICHARD E. AUSTIN, Pittsburgh
JOSEPH L. BRUMIT, Member -At -Large
HARRY W. CHERRY, Wilmington, N. C.
FREDERICK J. DRESSER,
Minneapolis Northstar
R. LESLIE ELLIS, Lancaster
CHARLES R. KNUTSON, Saginaw Valley
CARL M. KOONTZ, Knoxville
ROBERT L. PYLE, Cleveland
ARTHUR S. TAYLOR, Boston

PUBLIC RELATIONS
ROBERT H. OAKLEAF, Olean Bradford
Area, Chairman
VERNON ALLMAN, Parkersburg Marietta
NERINA K. BALL, Worcester Area
JAMES M. BARKER, Dallas
ROY BERGQUIST, Portland Willamette
ROBERT BORGMANN, Phoenix
RALPH S. CHAMPNEY, JR., Albany
ROBERT S. COOMS, Scottsdale Area
RICHARD A. COONS, Hawaii
BENJAMIN DANGERFIELD,
Delaware County Pennsylvania

LANGER

SWEENEY

CLAY S. DAVIS, Pensacola
MAURICE J. DEWALD, San Jose
JERRY L. DODSON, Joplin Tri -State
DONALD J. ESTERS, Long Island- Nassau
WARREN D. FIX, Orange Coast
California
SERAFINO FORZANO, Scottsdale Area
RICHARD A. GRUNDY, Orange Coast
California
GEORGE D. JEDDELOH, St. Paul
LOUIS A. KEMPTER, New Haven
MARJORIE KNESEL, Scottsdale Area
THOMAS K. KUTCH, South Central
Indiana
WILLIAM D. LEE, Orange Coast
California
LEO M. LOISELLE, Bangor - Waterville
THOMAS J. MADDOX, Charleston
EULICE D. McALISTER, Palm Beach Area
BILL G, McCLAIN, Central Texas
F. THOMAS McMAHON, Syracuse
ANDREW J. MICHAELS, Morristown
E. EDWARD MORRIS, Dayton
WILLIAM F. NICHOLS, Peninsula -Palo
Alto
MAYNARD PETERSON, Hagerstown
VINCENT POLITO, Mass. Route 128
ROBERT L. ROSENBLATT, Boston
DON E. SANDERS, Dubuque Tri -State
MARY JANE SPERRY, Fort Lauderdale
EDWARD W. STEPHENS, Hampton
Roads
MILDRED B. STEPHENS, Trenton
BETTY TITGEN, Stockton Area
MARILYN W. WALKER, Forth Worth
ROBERT O. WALTON, JR., Wilmington,
N. C.
W. WARSHAUER, JR., Washington

PUBLICATIONS
EDWARD ROGERS, Dayton, Chairman
N. W. BERGEMANN, Milwaukee
COLE BRANDENBURGER, South
Central Indiana
MAURICE S. CROWLEY, Birmingham
WILLIAM R. GARBER, Akron
L. W. HANSON, Roanoke
CLARENCE E. HOLTZE, Minneapolis
Northstar
MICHAEL HROMISH, Cincinnati
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WATER E. JOHNSON, Cincinnati
L. W. LEES, Peoria
DONALD L. MADDEN, Blue Grass Area
ANTHONY J. MASTRO, Washington
EARL R. MILNER, Milwaukee
JAMES E. QUACKENBUSH,
West Bergen- Passaic County
PHILLIP F. SONTZ, Louisville
K. T. WOODRUFF, St. Paul

RESEARCH
DONALD H. CRAMER, New York,
Chairman
MORTON BACKER, Springfield
EUGENE A. BATES, Racine - Kenosha
HENRY L. CLAYTON, Sr., Elmira Area
ROBERT L. CRAMER, Mid - Florida
DW IGHT H. DAVIS, Milwaukee
GERALDINE F. DOMINIAK, Fort Worth
PATRICIA P. DOUGLAS, Western
Montana
KENNETH J. DOYLE, Connecticut
Gateway
J. BERNARD ECK, Daytona Beach Area
JAMES DON EDWARDS, Atlanta Central
WILLIAM L. FERRARA, Central
Pennsylvania
HOMER R. FIGLER, Westchester
GLEN R. KELLAM, Kalamazoo
WILLIS A. LEONHARDI, Chicago
RAY L. LONGENECKER, Lancaster
DOUGLAS E. NORBERfi, Los Angeles
JAMES W. PATTILLO, Michiana
CARL R. REMINGTON, Louisville
HADLEY P. SCHAEFER, Ann Arbor
HENRY A. SCHWARTZ,
Member -At -Large
ELLIOTT L. SLOCUM, Atlanta Central
HAROLD M, SOLLENBERGER,
Lansing - Jackson
ANTHONY P. SPAGNOL, Pittsburgh
LELAND H. VAN WINKLE,
Peninsula -Palo Alto
CALVIN A. VOBROUCEK, Peoria
KEITH E. WILLIS, Washington Tri- Cities

SOCIO- ECONOMIC PROGRAMS
VINCENT A. PIUCCI, Worcester Area,
Chairman
DENNIS J. ATKESON, North Central
Ohio
EDWARD BAKER, Mass. Route 128
J. C. BRESNAHAN, JR., Dayton
AMBROSE J. CLAUS, Boston
ROBERT CARNEIRO, San Antonio
EUGENE DONSBACH, JR., North
Alabama
LOWELL E. ELMORE, Jacksonville
JOSEPH J. FEDEVICH, Canton
CASSIUS FENTON, Indianapolis
PRESTON M. GENDLER, Dallas
VANCE A. GOBLE, Polk County Florida
WALTER E. GORDON, Orange County
BARTON E. HEAD, Fort Worth
DONALD I. HENRY, Calumet
FRED M. HERMAN, Baltimore
RICHARD J. HOBDAY, Omaha
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MILLER F. HUGHES, Evansville
NEIL D. JEFFERSON, Chicago
JOHN W. JONES, Charlotte Gold
PAUL W. KELLY, Atlanta Central
FREDERICK KIEL, Toledo
STANLEY KLIGMAN, Philadelphia
HANS MATZNER, Milwaukee
PETER G. McCONNELL, Aroostock
County
WILIAM McDERMOTT, Brooklyn
JAMES D. MOORE, South Central
Indiana
JAMES M. NISONGER, Dayton
ROBERT D. OVERSTREET, Boise
S. ALDEN PENDLETON, Pittsburgh
NICHOLAS M. PERRY,
Raleigh- Durham Area
JAMES H. POHL, Cuyahoga Valley
CLAIR M. RAUBENSTINE, North Penn
EDWARD SCHLEIMER, Saginaw Valley
DOUGLAS H. SCOTT, Los Angeles
ROBERT A. SMITH, North Penn
KENNETH W. SOVEREIGN,
Fox River Valley
FRANK V. SUBALUSKY, Washington
JOSEPH G. TONASCIA, Washington

OTHER COMMITTEES
ACCOUNTING FOR SOCIAL
PERFORMANCE
I. WAYNE KELLER, Lancaster, Chairman
GREGORY J. AHART, Washington
DENNIS R. BERESFORD, Cleveland East
R. LEE BRUMMET, Raleigh- Durham Area
SIDNEY DAVIDSON, Chicago
STAN HOCH, New York
STAN M, HUNT, Minneapolis Viking

INTERNATIONAL CHAPTERS
JOHN C. ARME, Southeast Los Angeles
County, Chairman
ALLAN B. ANSON, Buenos Aires
ADOLFO B. AYAZO, Medellin
FLAVIO BELTRAN, Bogota
RICHARD E. BERQUIST, Waterbury
JORGE E. BLAY, Miami
CEDRIC D. BRIDGER, Buenos Aires
MIGUEL A. DAVILA, Mexico
LUIS C. DIAZ, Philippines
ROBERT I. DICKEY, Sangamon Valley
MANUEL B. ENRIQUEZ, Philippines
JEAN FLEURY, France
ELMER F. FISCHER, Frankfurt
LUIS GOMEZ, Hartford
IAN D. GORDON, Medellin
WILLIAM HERZOG, Rio De Janeiro
K. KUROSAWA, Tokyo
GIACOMO MACARIO, Milan
ELIAS BESSUDO MADJAR, Mexico
FELIPE D. MARTIN, Bogota
SERGIO PALLAVICINI, Turin
DONALD G. PERRY, San Francisco
JOHN I. RITZENTHALER, Rochester
OCTAVIO HOYOS RIVERA, Mexico
LEONARD L. RYNSKI, Member -At -Large
THADDEUS SCHULTZ, San Juan

CARLOS M. SPERONI, Buenos Aires
EWALD SCHNEIDER, Waukesha Area
JOSE LUIS A. SILVA TEXIER, Lima, Peru
LUIS VIATELA, Bogota

MANAGEMENT ACCOUNTING
PRACTICES
ALLAN C. CRANE, Milwaukee,
Chairman
MARTIN V. ALONZO, New York
NORTON M. BEDFORD, Sangamon
Valley
DONALD C. BRABSTON, Birmingham
DUDLEY E. BROWNE, San Fernando
Valley
SAMUEL E. HUDGINS, Atlanta Central
HERBERT H. SEIFFERT, Raritan Valley
DONALD P. SELLECK, St. Paul
GORDON SHILLINGLAW,
Member -At -Large

NOMINATING COMMITTEE
A. P. BARTHOLOMEW, JR., New York,
Chairman
ETTORE BARBATELLI, Milwaukee
ROBERT G. CHAPMAN, Los Angeles
JAMES J. CORBOY, Dallas
BRUCE L. DAVIS, JR., Miami
MICHAEL P. GRANIERI, Akron
JULIAN G. HOFFMANN, St. Louis
THEODORE G. LIEB, Philadelphia
CARLYLE O. LIVINGSTON, Columbus
WILLIAM F. NICHOLS, Peninsula Palo Alto
THOMAS J. O'REILLY, Pittsburgh
VINCENT A. PIUCCI, Worcester Area
JOHN A. RITZENTHALER, Rochester
JAMES E. TAYLOR, Memphis
ROBERT L. WOOLHEATER,
Palos Verdes - Torrance
ROBERT BEYER,
Colorado Springs - Pueblo,
Honorary Member

ANNUAL CONFERENCE
CLARENCE LANGER, Miami, Chairman,
Operations
DONALD H. CRAMER, New York,
Chairman, Program

BOARD OF REGENTS
INSTITUTE OF MANAGEMENT
ACCOUNTING
ROBERT B. SWEENEY,
Member -At- Large, Chairman
HERBERT C. KNORTZ, Hartford
CHARLES W. LAMDEN, New York
ROBERT A. LINEBERGER, Orange
County
MORRIS H. MAYO, Connecticut
Gateway
GRANT U. MEYERS, North Texas
DAVID W. REW ICK, Chicago
DAVID SOLOMONS, Philadelphia
DONALD J. TRAWICKI, Morristown
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Please have your advertisers send me additional information about
their product or services. I have circled numbers below which correspond to the numbers at the bottom of the ads which interest me.
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Please type or print.
Name

Title

Compan
Address
City

State

Zip

THIS CARD GETS YOU ADDITIONAL INFORMATION WITHOUT OBLIGATION.
MA N A G E M E N T A C C O UN T I N G
r OC T OB E R 1976

FI RS T C L AS S
P E R MI T NO .
5227
NE W YO R K , N .Y.

BU S IN E S S R E PL Y MAI L
No postage stamp necessary if mailed in the United States
Postage will b e paid by

MANAGEMENT
ACCOUNTING
Natio nal A s so c iatio n o f A c co untants

919 THIRD AVENUE
NEW YORK, N.Y. 10022

Why Shaw - Walker means more
to you and your clients
Shaw-Walker means service ... A combination of
all the extras that go into making Shaw - W alker
the safest, surest, most satisfactory source for
you and your clients.

to provide your clients with One -Write Systems
that are best suited to their needs — and yours.
Shaw-Walker means dependability . . . Y ou and
your clients enjoy the extra reassurance of dealing directly with company employees for delivery,
installation, and continued inspection.

Shaw-Walker means people ... A staff of experts,
men and women, many who have been with us
twenty years or more. All are company- trained

All these "extras" add up to complete satisfaction
Faster, trouble -free operation for your clients
Fewer "Payless" hours for you.

Shaw - Walker, the pioneer it
offers accountants the w idest variety
for the widest variety of clients.

of

systems

In Shaw - Walker's broad line are hundreds of combinations of Checks. Statem ents, Recei pts,
Ledgers, and Journals — all precision -made in our
own modern printing plants.
W e also have a w ide choice of posting devices,
Posting Boards. and Posting Binders.

------------------------------

I
i

SHAW- WALKER, Accounting Methods Div.
5 Division Street . Muskegon, Michigan

494 43

ell m e m o re abo ut S haw - W alker Se rvic e , and your ne we s t
develop ments in O ne -W rite S ystem s.

SHAW - WALKER

I
I
I
I

Pioneer in the ever - expanding field of One -Write Systems

I
I
I

Se nd the ad d re s s o f yo ur A c c o unting Metho d s o f f ic e ne ares t m e .

Name
Fi r m

--

-

-

-

-

Address
--------------------

Makers of precision record - keeping forms since 1899

0

Phone
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At RobertIlalf
wereasselfctivein
ourreTerrais
asyouareinyourhiring.
Because your ultimate choice is important to the both of us, our counselors have credentials — accounting,
banking, and data processing.
We've found this kind of background makes us better at evaluating
your job requirements as well as a
candidate's credentials. Results? You
see only the people who are best for
you.
That's why Robert Half can save
you interviewing time. And, of
course, hiring an efficient employee
will save you money, too.
Because we're the best
specialized source, more talented
people are available to us. And remember, we're constantly on the
lookout for top personnel, even when
you're not.
Call any Robert Half office —
you'll find us in over 50 principal centers throughout the United States,
Canada, and Great Britain.
We'll gladly put our reputation
on the line for you!

After all,
both our
reputations
depend
onit.

ROME-RT IMLF
PERSONNEL AGENCIES

World's Largest
Finance and EDP
Personnel Specialist.

-

Offices in the United States, Canada and Great Britain.
0

Circle 24 on Inquiry Card.

