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COST ACCOUNTING IN A STOCK TRANSFER COMPANY
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The entire package: all three courses plus the mini cassette
recorder packaged in a handsome binder costs only $175.00.
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Accounting for Business Decisions in a Service Oriented
Economy.
•�Three color - illustrated workbooks integrated with the audio
presentations. 104 pages each for SSP No. 1 and SSP No. 2.
And 250 pages for SSP No. 3. Totaling 458 pages in all, containing thousands of illustrations, diagrams, how-to-do-it
examples, charts, graphs, and yes, humor.
•�Three sets of exercise answer sheets of indicating your
suggested solutions to the many self- review questions.
•�Three�applications�for�three�Certificates�of�Completion.
•�Mini Cassette Recorder /Player, small enough for one -hand
operations but packed with features that mean business.
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-A second cassette (1'12 hours) for SSP No. 2: Cost Concepts
and Cost Behavior Analysis: Their Impact on Decision Making and,
- Three cassettes (41/2 hours) for SSP No. 3: Management
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•�Five�audio�cassettes�(71/2 hours of clear, concise, interesting,
professionally produced audio programming):
- One cassette (1' /2 hours) for SSP No. 1: A Contemporary
Introduction.
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PRESIDENT'S PERSPECTIVE

Accountants -Activists
If you have ever served as chapter publicity director you know that it
hasn't been easy to obtain front page news coverage of NAA's
activities. Historically, NAA has maintained a rather low profile.
Changes are taking place, however. We're not exactly
headline - grabbing activists yet, but I can assure you that NAA as a
professional organization, and many of our members in their
individual capacities, are shedding the old concept of an accountant
as a stodgy introvert.
Several NAA members in Washington, for example, conceived
the idea for the Socio- Economic Program and established it locally.
Later this was adapted to a national program conducted by NAA
under a grant from the Federal Government. A financial
executive —an NAA member —was enlisted by New York City to
help bring some sense into its financial affairs. Some of our
members are now working on the frontiers of accounting thought,
doing research on corporate social responsibility accounting.
There are more examples that both you and I could cite. But I'm
sure you get the point. This is not a dull profession. Accountants are
involved in most all of the issues of the day. As long as economics
dominate the national and local scene that will continue to be the
ca se.
So the next time someone repeats to you the old saw that
accounting is boring, point out some of the exciting things that are
going on.
And if you're not already involved, I urge you to join the search for
solutions. After all, most of today's problems can be reduced to
quantitative alternatives and cost /benefit choices.
And that's the game we play every working day.

GEORGE D. GEE
President, 1976 -77
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ALL ACCOUNTING IS MANAGEMENT ACCOUNTING
By I. Way n e Keller
The author notes a commonality of information needs by stockholders, directors
and management; which he designates the first, second, and third lines of
management. Their needs are for flexibility in both internal and external
accounting.

Cover:
Inside a stock
certificate vault at
Bradford Securities
Operations, Inc., New
York City. See page 34.
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PRICE -LEVEL RESTATEMENT:
SOLUTION OR PROBLEM?
By Alfred M. King

Photo courtesy of Ross Elmi

Inflation, in devaluing the dollar has created a problem in measuring a company's
long -term perf ormance. Recent proposals to correct this involve using
"purchasing power gain or loss" concepts. The author points out what he
believes are th e dangers in applying such indexing methods.

19

STANDARDS FOR CORPORATE SOCIAL REPORTING
By Ralph E s t e s
Corporate social reporting is clearly a matter that is assuming more importance
today. There are, however, few guidelines for a corporation to follow in making
such a report. The auth or here proposes a set of reporting standards and criteria.

23

A CASE AGAINST THE SOCIAL AUDIT
By Man u el A. Tip go s
The current concern for corporate citizenship and social accountability has
produced a clamor for the so- called "corporate social audit" and the
"socioecon omic operating statement." The author feels that m any of the
demands may be unrealistic as now proposed.

27

VALUING BANK FUNDS FOR ALLOCATION AND
PRICING DECISIONS
By J am e s A. Te we s
In functioning as financial intermediaries, banks must move their primary
resource — funds —in the most efficient manner possible. How well they do this
depends in large part upon how accurately they determine the cost of the funds.

34

COST ACCOUNTING IN A STOCK TRANSFER COMPANY
By F red C. Fed d eck
All too often cost accounting is thought to apply only to manufacturing
companies. That this is not so, and that cost accounting may be used by service
compan ies is demo nstrated here by using a stock transfer com pany as an
exam ple.

37

MANAGEMENT ACCOUNTANTS RESPOND TO
SEGMENT REPORTING
By Jam es C. Cald we ll and Rober t W. I ngram
The authors designed a questionnaire around the FASB's Exposure Draft of a
proposed Statement on Segment Reporting. In this article, they report their
findings on the opinions of management accountants surveyed.
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PROFIT CONTRIBUTION BY MARKET SEGMENT
By Stephen L. Buzby and Lester E, Heitger
A profit- oriented marketing information system which reflects the
multidimensional nature of market segmentation is described in this article.

47

CONTROLLING AND TRACKING UNIT COSTS
By W illiam T. Sprigg, Alan Hanson, and Larry Steffens
Two considerations of prime importance for any company are the conditions of
the market and its ability to achieve forecasted unit costs for its products. The
first involves competitive factors which the company may not be able to control;
the second, however, depends on the quality of engineering and production and
can be monitored and controlled as described in this article.
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SCAT -A PROCESS OF ALTERNATIVES
By Arthur F. Brueningsen
How zero -base budgeting was applied to a school budget in Greece, N.Y.,
resulting in a pruning of more than $1 million and approval by voters on the first
ballot.

61

FEDERAL PAPERWORK AND ITS IMPACT ON YOU
By C.C. Candee
A new federal commission is trying to reduce Government "red tape" and it has
some small successes. At least a California mushroom grower is grateful for the
organization.
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Views expressed herein are authors' and do not represent Association policy
unless so stated. Reprints of articles appearing in any issue of MANAGEMENT
ACCOUNTING are available from NAA's Special Order Department.
MANAGEMENTACCOUNTING, Vol. LVIII, No. 5. Published monthly by National
Association of Accountants, 919 Third Ave., New York, N.Y. 10022. Price $2.00
per copy. Second class postage paid at Lancaster, Pa.
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A Search for Answers
Scan the contents pages of this issue and you'll see that it includes
articles, like every other issue, on topics that absorb the attention of
accountants today. The subjects are as fami liar as national trademarks: standards, principles, social audits, cost control, budget control. In effect this issue constitutes a continuing search for answers to
perennial problems.
But most accountants realize there are no final answers in management accounting. Only an exacting game of shifting tactics and strategies to maximize the use of capital, whether it is in government, private
enterprise or nonprofit organizations.
That management accounting can be applied "profitably" to nonprofit- making enterprises is the tacit thesis of the article, "SCAT —A
Process of Alternatives" by Arthur F. Brueningsen. He recounts the
successful application of cost analysis techniques involving zero based budgeting to help a school district develop a budget that would
be approved by taxpayers.
In an era of skyrocketing inflation and widespread resistance to increasing taxes, the application of zero -based budgeting in government
may be an idea whose time has come; indeed, an idea long overdue.
The NAA members who volunteered to assist the Greece, N.Y., school
district implemented some accounting and management concepts that
deserve much more attention by public institutions. Perhaps, for example, the New York City educational system could profit from the concept.

A New Look
You may have noticed a new look in the physical appearance of this
magazin e. We h ave swi tched t o a more modern metho d of typesetting— photocomposition. In addition to an overall reduction in printing
costs, adoption of the new type face (Times Roman) should give a
sharper, more readable print line. It's part of an on -going process to
improve all NAA publications. Your comments are welcome.
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Th e m o re than 1700 u sers o f o u r p ackages have ma de MSA the leading producer
an d sup p lier o f fin an cial acco u nting so ftware systems.
Ou r fu ll ran ge o f p ackages inclu des:
• Gen eral Le d ger Sy stem
• Fin an cial In fo rmatio n an d Con tro l Sy stem
• Pay roll Acco u nting Sy stem
• Perso nn el Man agem en t an d Rep o rting System
• ALLTAX'"
• Su p p lies Inven to ry Co n tro l an d Pu rchasing System
• Acco u n ts Receivab le Sy stem
• Acco un ts Pay able Sy stem
• Fixed Asset /Pro p erty Acco un ting System
If y ou 're sh op ping for fin an cial software, you owe it to yourself and your com pany
to talk with the in du stry lead er. MSA.

For further information, call Bill Graves at (404) 262 -2376 or mail this coupon to.

c om

T HE FINANC IAL S OFT WARE C OMPANY
Management S cience A merica, Inc,
3445 P eachtree Ro ad, N.E.
Suite 1300, Dept. J 11
Atlanta, Georgia 30326
Chicago, 312- 323.5940;
Los Angeles, 213. 822 -9766;
New York. 201 -871 -4700

Phone
I am i nterested

•�Geturel�Ledger

Computer

m:

•�Payroll�Accounting
•�ALLTAX"^
� Accounts�Receivable

Circle 1 on Inquiry Card.

,`; Accounts Payable
� �Financial�Inlormalion�and�Control
! -i Personnel Management and Reporting
E. Feed Asset, Property Accounting
C Supplies Inventory Control and Purchasing

Letters

TO THE EDITOR

We Said It First
When my article, "Controlling Accounts Payable ?" appeared in the May
1973 issue Of MANAGEMENT ACCOUNTING, I received many phone calls
and letters which proved that there is
great interest in your publication.
I thought you might be interested to
know that the American Management
Association of New York contacted me
and I was a guest speaker at their Accounts Payable Seminars in 1974 and
1975. In addition, Prentice Hall Publishers invited me to work on an accounting book for their consideration.
Most recently our Director of Security at CIBA -GEIGY Corporation received a letter, from an ex -FBI associate, which warned about the new
"scam" being used to bilk money from
various industries by issuance of phoney
invoices. His warning was appreciated
but we gave our Director a copy of the
1973 article in which we cautioned your
readers about phoney invoices. A copy
has also gone forward to the former associate who can now see that "we said it
first" in MANAGEMENT ACCOUNTING.
Robert Giordano
Morristown Chapter
West Orange, N.J.

Problems of Translation
The June 1976 article, "Replacement
Cost Estimating for Financial Reporting," by Ettore Barbatelli and Carl W.
Hagelin includes the statement: "Foreign currency assets must be restated to
replacement cost in the currency used
on the original books of account and
converted to United States currency in
the manner required by FASB Statement No. 8."
While Messrs. Barbatelli and Hagelin
may prefer translating foreign currency
replacement costs under FASB No. 8
requirements, the Securities and Exchange Commission (SEC) does not.
SEC Staff Accounting Bulletin (SAB)
No. 7 states: "In the case of entities
whose operations are denominated in
6

foreign currencies, replacement cost calculations should be made on the basis of
current costs in those currencies. In
translating those data for the purposes
of the disclosures required under this
rule the exchange rate at the balance
sheet date should be used for asset balances while the rates during the period
should be used for computing expenses
recognized during that period."
The SEC approach to translation is a
practical one compared to following the
requirements of FASB No. 8.
David G. Laird
Assistant Controller
Inmont Corporation
Clifton, N.J.

inequity became deafening, Congress
(about 1969) quieted it by reducing the
rate for single persons. That is what
brought about the economic rewards of
cohabiting without benefit of clergy,
which Mr. John decries.
Two wheels have now squeaked loudly; two wheels have been greased by
Congress. Which will squeak loudest
next, so that Congress will reform the
reformed reform? My crystal ball is
cloudy.
David W Prudden
Cedar Rapids Chapter
Cedar Rapids, Iowa

A Part of Our Heritage

A Cloudy Crystal Ball
"Which Wheel Squeaked the Loudest
Lately ?" or: "Does a Reformed Reform
Need Reforming ?" might be the correct
title for a reply to Mr. Richard C.
John's letter: "Why Does Uncle Sam
Hate Marriage ?" in the July 1976 MANAGEMENT ACCOUNTING.
In the 1930s and the 1940s the scandal was that married persons in the
eight community property states paid
lower federal income taxes than persons
with the same income in the other
states. In 1947, two identical couples in
Texarkana with $10,000 incomes using
the standard deduction paid either
$1,596 or $2,024, depending on which
side of the river they resided. The couple on the Texas side filed two individual returns for incomes of $5,000 and
saved $428. This was legal because in
that state half of the husband's income
belongs to the wife.
Many years' agitation about this inequity brought about the 1948 reform
which allowed all couples the incomesplitting benefit of the joint return. This
reform pleased married people in the 40
states, but the unmarried now became
unhappy. Whereas, at least in the 40
states, they had been taxed at the same
rate as married persons with the same
incomes, they were now taxed more.
When their clamor for relief from this

I would like to commend Anthony
Gambino and John Palmer for their article, "American Accounting Practices —Circa 1776" in the June 1976 issue of MANAGEMENT ACCOUNTING.
The article, and the research report,
Management Accounting in Colonial
America, which they co- authored, are
general and fun -type reading. Historical
materials of this type make important
contributions to the accounting profession because in them we see a part of
our heritage and feel a sense of pride
that accounting has helped to make our
nation great.
It is good for us to reflect on the historical role of accounting in business.
Historians have provided ample report
of politicians, doctors, lawyers, financiers, etc., but what about accountants.
Think for a moment, have your children
ever heard of Luca Paciolo, Simon Steven, John Mair, L.R. Dicksee, or Henry
Rand Hatfield. We know not what roots
of the past have borne the fruit of today.
Is it any wonder that nonaccountants
and even some accountants believe accounting to be dull and lifeless and
question its pretentions as a profession.
Many accountants tend to concentrate only on current technical problems
and their solutions. As a result, they
lose perspective of what they are and
the broader role that the accounting
profession has in society. Unfortunately,
some lack the deep appreciation of ac-
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YES, you can improve your business
operation by stepping up to data processing
-with just you and your staff. Your people,
speaking your language, doing your job.
LINK -200 is the easy way to let the speed
and accuracy of a minicomputer connect
you to your daily bus ines s information
needs. The Randal Data Systems LINK-200
provides an instant look at the status of
critical operations within your business information required for planning and management is immediately available. Decisions
affecting profit are based on actual up-tothe- minute facts.
Capability + Capacity
RDS LINK -200 is the lowest cost forty
million character disk oriented business
system around. And using Randal's Time Sharing Operating System it supports as
many as sixteen multiple users, each doing
their own thing. Like order entry, inventory
control, billing, accounting, and payrollall being processed at the same time.

inc.

A program library -and more
The RDS LINK -200 has available an expanding library of application programs
including full accounting and payroll functions, inventory, word processing and text
editing. Ask us about other specific industry
applications programs.
In addition, LINK -200 has remote job
and data entry programs, as well as various
communications disciplines. All LINK -200
programs utilize Randal's Time-Sharing
Operating System.
Don't you think you deserve a better
business connection?
All RDS Business Systems are sold exclusively through qualified Distributors and
serviced nationally by Randal Data Systems.
Call us collect, or write, and we'll LINK you
up with one -let us show you how to start
a Better Connection to your business data.

systems,

Growth Flexibility
LINK -200 is not a
can expand as your

it's fully software compatible with larger and
smaller RDS business systems, insuring
against obsolescence. Add more video or
hard copy terminals (in your office or across
the country) -more, or faster printers -more
disk storage, and more memory to provide
for the growth your business will experience.

'Wr

365 Maple Avenue, Torrance, California 90503 - 2131320 -8550
Circle 2 on Inquiry Card.

ods of evaluating proposals using return
on investment concepts were discussed.
The IRR was proposed as an alternative
decision making and ex -post evaluation
tool, as was the present value method.
The equations used to evaluate the IRR
and present value were given as:

THE UNIVERSITY OF ALABAMA
FO U R T H
ANNUAL

CMA REVIEW

AN INTENSIVE REVIEW COURSE FOR THE CERTIFICATE IN
MANAGEMENT ACCOUNTING TO BE HELD ON THE CAMPUS
OF THE UNIVERSITY OF ALABAMA UNDER THE DIRECTION
OF EXPERIENCED PROFESSORS AND SPONSORED BY THE
ACCOUNTING AND INFORMATION SYSTEMS DEPARTMENT
AND THE DIVISION OF CONTINUING EDUCATION.
Part I
(May 2- 3)— Economics and Business Finance
$60
Part II
(May 4 -5) — Organization and Behavior, Including
Ethical Considerations
$60
Part III (May 6 -7)—Public Repo rtin g St andards,
Aud iti ng an d Tax es .
$60
Part IV (May 9 -11)— Periodic Reporting for In t ern al
and External Purposes ................... $75
Part V
(May 12- 14)— Decision Analysis, Including Modeling and Information Systems ............ $75
YOU MAY REGISTER FOR ANY OR ALL OF THE ABOVE PARTS
— Registration limited. To reserve a place, send a letter stating the
parts for which you wish to enroll. Fees must be received by
April 1, 1977.
—The CMA Review text of study suggestions, reading assignments,
questions, problems, solutions and articles is available in advance

Cost = I R,/ (I + IRR)
i =1
and

n
Present Value = s Ri(1 + COC) i (7)
i =1

is

where
IRR= Internal rate of return
COC =Cost of capital
R, =Expected cash flow for period
n= Economic life of the project

for a fee of $19.00 ($18.00 + $1.00 po stage).
—Fo r reservatio n s o r ad d itio n al in fo rm atio n write:
Co u rse Co ord in ato r
CMA Review
Bo x J
Un iversity , Alab am a 35486

Circle 3 on Inquiry Card
counting's heritage of morality and ethi- with the question, "Who says all accountants are dry and humorless ?"
cal practice which clouds their visions.
Accountants should note with some Then you mention that "Auditman"
interest that colonial accountants had to was first published "where both men
come to grips with inflation and valua- were employed at the time." From this I
tion problems. In addition, textbooks infer that one or both are no longer emand counting houses were available for ployed by the same firm. I wonder
the study of accounting long before it whether any change in their employ became accepted as part of university ment status might be related to the lack
curriculums. Our forefathers recognized of humor in some members of the pro the value of accounting records to suc- fession. Meanwhile, I for one do have a
sense of humor and would like to see
cessful operations.
The article does not solve a current m o re "Auditm an" s trips in MANAGE technical problem nor was it intended MENT ACCOUNTING.
Tim Orwick
to do so. It is valuable because it conMid - Florida Chapter
tributed to a greater appreciation of accounting's role in society and hopefully Longwood, Fla.
instills in us a pride of our heritage.
Accord ing to our latest report one of
them
is still hanging in there. Ed.
Elliott L. Slocum
Atlanta Central Chapter
Atlanta, Ga.

Auditman
You open your comments on this creative cartoon, in the July 1976 issue,

a

(6)

Evaluate and Monitor Holistically
In the article, "Return on Investment
and the Cost of Capital," MANAGEMENT ACCOUNTING, February 1976, by
Lawrence A. Gordon, traditional meth-

Both equations (6) and (7) are derived from the interest compounding
formula and as such imply similar assumptions. One such assumption is that
for both equations, the intermediate returns (R) for years 1 through n are reinvested at the discount rate. This means
that for the IRR, the net cash inflows
from years 1 through n must be reinvested at the internal rate of return. If a
particular project's IRR is 20 percent
and the firm's cost of capital (COC) is,
say, 12 percent, the project would be accepted and the intermediate cash inflows would be reinvested at a 20 percent return according to Gordon's Decision Rule on page 39. The assumption
that intermediate returns could always
be invested at the IRR is, however,
questionable. If this assumption is violated, then it is questionable that the
IRR could be the "true" rate of return
on that project. It should also be noted
that it is possible for two different
streams of net cash flows to yield the
same IRR. As such, the two projects
with different streams of cash flows
would have different present values but
the same IRR.
The reinvestment assumption is not
so critical in using the present value
(PV) decision tool, since the firm would
not conceivably re- invest its intermediate cash flows in a project which would
yield less than its cost of capital. As
such, the present value method would
be the preferred decision tool.
Using equation (7) as an ex -ante deciContinued on page 46
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Send me your
free booklet, fast.
My company's sales
are under over
$500,000 a year
and we employ
under over
50 people.

-

THE SERVICE BUkEAU COMPANY
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Tit€ Service Bureau Company
500 West Putnam Avenue
Greenwich, Connecticut 06630
Attn: Mr. P. lanuly

-

We let you spend less time on paperwork an d more time on making money.

r
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-

We can show y ou ho w to start
improving y our cash flow —an d free
your clerical peo ple to spend their

For fast relief from Paperwork Pain,
send for this free booklet today.

-

With SBC handlin g yo ur
receivab les, y ou can spend more
time handling yo ur b u siness.

tim e on th e tasks that can make
yo u mo ney.
We're th e computerized
bookkeeping experts. Since 1932.
Which m ean s you profit from our 40
years ex perience. (That's why they
named th e wh ole service bureau
ind ustry after us —The Service
Bureau Com pany.)
We h andle Accounts Receivable,
Sales Analysis, Payroll, Labor
Distribu tio n, General Ledger, and
Accoun ts Payable for businesses just
like you rs.
Send the coupon (or the attached
card ) an d we'll send you a valuable
booklet, "6 Things You Can Do Today
That Can Help You Make Your
Co mp an y Mo re Profitable."
But better hurry. Because the
soo ner yo u mail us the coupon, the
faster yo ur custom ers will be mailing
you their checks.

---------

Ever feel that so me people try to
operate th eir bu sinesses o n yo ur
money?
For ex amp le, when y ou sp en d
valuable tim e listening to a custom er's
catalog of excuses before he'll pay up
what Fie o wes. Or when receivab les in
your industry no rm ally ru n 40 d ay s,
but yours straggle in after 60 or 70.
The Service Bureau Com pany
has a proven 7 -poin t sy stem to help
give you better con tro I over y our
receivables. Pu t teeth in yo ur
collections witho ut alien ating yo ur
custom ers. And h elp save y ou
som e mon ey to o.
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Compiling Replacement Costs of Plant, Equipment Is No Easy Job
As predicted, the SEC's replacement cost ruling is creating all kinds of problems for
corporations that must carry footnotes in their 1976 annual reports detailing what depreciation, depletion or amortization figures would have been if they had been based on
current replacement cost. In a front page article in September, the Wall Street Journal
concentrated on the woes of Harsco Corp.'s controller, John Magac. Mr. Magac, an NAA
member, is wrestling with the problem of calculating a replacement cost for the corporation's plant, equipment and inventory. He is doubtful that even after the figures have been
compiled that they will make financial statements any more clearer —in fact may create
more confusion. The article quotes NAA's survey (See the August 1976 issue) in which
most financial officers contacted doubted the usefulness of replacement cost data.

Replacement Cost Compliance Could Cost $100 Million
Some companies estimate the price tag on assembling and publishing replacement cost
compliance data will go as high as $1 million, with $100 million considered the minimum
overall cost, and publishing the new material will require one to five extra pages in the
corporation's 1976 annual report. These are some of the conclusions in an article in the
September 1976 issue of The Corporate Communications Report.

MAP Subcommittee Will Develop Statement on Productivity
At its first meeting, MAP's Subcommittee on Productivity determined to develop a Statement on Management Accounting Practices on productivity that could be useful from a
management viewpoint. The subcommittee, whose chairman is Donald P. Selleck, agreed
that a unified productivity measurement system must account for all flows of all inputs and
outputs, in both monetary and physical terms, in order to provide management with the
information it needs for effective decision - making.

AICPA Offers to Underwrite Start -up Costs of Accrediting Agency
The American Institute of CPAs has offered to underwrite most of the start-up costs of an
agency to accredit collegiate schools of professional accounting as well as professional
accounting programs conducted by schools of business. AICPA Chairman Ivan Bull made
the offer at the annual meeting of the American Accounting Assn. and at the same time
invited AAA to be a co- sponsor with the AICPA of the new accrediting agency.

A New European Business Information Monitoring Service Begins
The new monthly European Directory of Business Information Sources & Services
(EDBISS) provides a continuing series of in -depth analyses of the most important European (both Eastern and Western Europe) financial services, directories, market research
reports, data banks, on- demand information services, statistical sources and other reference volumes. Started by the Center for Business Information, S.A. 7 Rue Buff on, 75005
Paris, France, it uses looseleaf and profile reports for updating.

NAM Directors Oppose Merger with U.S. Chamber of Commerce
Directors of the National Assn. of Manufacturers have announced their opposition to
proposed merger between the industry group and the U.S. Chamber of Commerce.

AAA Begins Color Videocassette Program
Going a step beyond current conventional audio - visual techniques, the American Accounting Assn. has launched a new educational program employing color videocassettes.
AAA's initial offering, a 43- minute program titled "Current Value in GPL Accounting: A
Conversation with John C. Burton and Robert Sprouse," probes their thinking on replacement cost and current value accounting and the usefulness of price -level statements. The
videocassette is moderated by Stephen A. Zeff of Tulane University. For more information, contact Paul L. Gerhardt, AAA, 653 S. Orange Ave., Sarasota, Fla. 33577.
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All Accounting
Is Management
Accounting
There is a middle ground on which the objectives of financial
statements can be achieved. That middle ground provides flexibility.

By I. Wayne Keller
Distinctions between "management accounting"
and "financial accounting" are constantly being
made. These distinctions seem to be unfortunate;
they do not give adequate recognition to the uses
of accounting information. "Management accounting," for example, gives primary consideration to the internal use of accounting data, while
"financial accounting" is directed to parties who
are not a part of the internal management structure. The true distinction, then, is really between
the internal and external users of the information.
A common assumption is that the external users of accounting reports are the investors. They
are purported to be interested only in the bottom
line, the earnings per share, the price- earnings ratio, the prospects of earnings stability, and
growth. This may be true, but they do have broader and deeper interests.
The stockholders are in fact the first line of
management. Too often we fail to consider this.
We hope that they will read the financial reports,
and sign and mail their proxies; thus endorsing
the actions of the directors they are electing.
Many of the recently disclosed unethical business
practices have been tacitly endorsed by this attitude. Only when evidence of the misuse of delegated power and authority is disclosed do stockMANAGEMENT ACCOUNTING /NOVEMBER 1976

holders become aroused and take action. Too
often, financial (external) accounting is oriented
toward this first line of management; however, not
as managers but as current and potential investors. In too many companies it has a similar orientation for the directors. Stockholders must use
their management power. They must use it if public confidence in American business is to be restored. Today this confidence is sadly lacking.
The board of directors is the second line of
management and should be a vital part of the corporate structure. A cadre of strong `outside" directors is also needed to assure the effective and
ethical operation of the company, They must be
concerned with all facets of corporate activity.
They must charge the accountants, both internal
and external, to be alert to inefficient and unethical practices, and to report all of these to the directors.
The persons in all levels of internal authority
and responsibility form the third line of management. The duties of this line need no description
nor elaboration; they are well known. Unfortunately, management accounting is generally considered to be accounting only for this group.
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Management Accountants Serve All Levels of
Management
If, however, stockholders and directors are also
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"Internal and
external
accounting
need to function
as parts of a
whole . . . "

lines of management, isn't all accounting then
management accounting? It is. The only difference
is that some users of accounting information, the
stockholders, are external; some, the directors, are
both external and internal; and some, management personnel, are entirely internal.
The management accountant must have freedom in the decision making process. He must be
guided by common sense, and he must recognize
that every internal decision has external implications. He is serving many masters, internal and
external.
One behavioral rule that he must follow in every decision, every action, is the rule of "ethical
conduct." Often he is the first to know when this
rule is broken. If, to preserve his position and income, he fails to disclose unethical conduct to the
first and second lines of management, he is derelict in his duties. He can have no freedom in the
decision- making process if it contributes to the
scarring of the image of his company or of business generally.
The public accountant, as a member of the
AICPA, is bound by a code of ethics. As such, he
is regarded as a professional. The internal accountants have not achieved this recognition of
professionalism. There should be a code of ethics
for them.
The Certificate in Management Accounting
could be the first step for management accountants. Hopefully, as the number of holders of
CMAs increases they will take the initiative to develop a code of ethics which will bind them in
their work for the stockholders and directors.
Internal and External Accounting Coordination
Internal and external accounting need to function as parts of a whole, not as unrelated entities.
Internal accounting must lead to and support external accounting. However, problems do arise
when information developed for one purpose is
used in an area for which it was not developed.
For example, a certain large company adopted direct costing. For internal management reporting it
applied no expense to inventory. But for external
reporting, expenses were included in inventory
values. Obviously, internally reported profits differed from externally reported ones. No problem,
except that some "outside" directors could never
understand why they saw two profit figures. As a
result they doubted the validity of all reports. The
accountant could have taken several steps in reporting which would have served to coordinate
the internal and external reports.'
One company states in the Financial Review
section of its annual report: "In reporting the results of operations of its internal management, the
Company follows accounting principles similar to
those used by most industrial firms and generally
accepted by the accounting profession. These
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same accounting principles are followed in this
annual report." z This indicates effective coordination of internal and external accounting.
Flexibility vs. Rigidity
The Financial Accounting Standards Board
(FASB) and the Cost Accounting Standards
Board (CASB) are concentrating on rules. The
former Accounting Principles Board did the same
and expired under a barrage of criticism. The Securities and Exchange Commission adds its own
rules for reporting and registration. All of these
rules, dictating rigidity and uniformity, clash with
managements' desire for flexibility in both internal
and external accounting.
Recently Marshall S. Armstrong stated "Management has a vested interest in diversity of accounting, for diversity means flexibility, and flexibility opens up options often as diverse as operational choices." ' True, operating management desires flexibility and has an aversion to rules for
internal accounting. But what of external accounting? Why are rules (standards or principles) established? The answers to this question generally fall
into two categories:
1. To provide comparability between companies
for investors, and
2. To assure full disclosure.
The first is of dubious potency. Are the external
reports of different companies truly comparable?
Can they be? Except for the bottom line, what
data are comparable between an integrated petroleum company and a national merchandising
chain; of a major steel company and a local iron
works?
The second reason for rules —disclosure —does
not justify many, if any, of the rules that have
been promulgated. One rule could cover this:
"All accounting principles followed, which affect
the financial statements, must be disclosed fully."
If basic accounting concepts are followed in external and internal accounting, there will be coordination between the two. More important, there
will be ample room for flexibility. But what are
these basic accounting concepts? None of the rule making bodies has codified and stated them.'
Revise Accountants' Certificate
In large part, the preoccupation with rules
stems from the phrase, "in conformity with generally accepted accounting principles" in the accountants' certificate. It has been assumed that
"generally accepted" means "universally used."
The responses to FASB exposure drafts make one
wonder if there are any "generally accepted" accounting principles. But the FASB, and the APB
before it, decide on the principle applicable in
each transaction, and then take every possible step
MANAGEMENT ACCOUNTING /NOVEMBER 1976

will

to see that it is universally followed.
Generally accepted principles do not necessarily result in the optimum financial data for every
company. An example is accounting for research
and development costs. The FASB, after considering various possibilities for flexibility, ruled that
all research and development costs as defined in
the statement shall be charged to expense as incurred,' In this statement, in considering selective
capitalization, the Board concluded "...that
...
comparability among enterprises" was the reason
for the rule. This hardly seems consistant with the
AICPA statement "The basic objective of financial statements is to provide information useful for
making economic decisions."
The time has come to remove accounting principles from subservience to a traditional certificate
verbiage, and give them flexibility so that the financial statements of each company will really
meet the objectives stated by the AICPA, To do
require an addition to, and a change in, the
so
wording of the accountants' certificate.
First, in the opinion section, there must be a
statement that all pertinent data and procedures
are completely disclosed. Second, the statement
.. present fairly
in conformity with general... principles applied on a
ly accepted accounting
consistent basis" should be changed to say
in conformity with account"...present fairly
... we approve applied on a
ing principles of which
consistent basis."
This would put the burden of proof on the certified public accountant, which is exactly where it
belongs. The suggested wording would permit
each company to follow those principles that provide the best information to the first line of management for economic and management decision making. And so long as each company followed
the principles it deems most appropriate on a consistent basis, there would be no distortion of results, nor mystification as to prospects,
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A United Political Front
In his presentation, Mr. Armstrong concluded
that if the FASB fails, there will be increased government involvement. That is not necessarily so.
The present development of rules is costing businesses, directly or indirectly, millions of dollars.
Adhering to them universally costs unmeasured
amounts. If some of these funds were devoted to a
united political effort by companies and their
shareholders to get Congress to recognize the economic undesirability of inflexible rules, and to put
confidence in the public accounting profession, all
would benefit. (Of course, the public accountants
must conduct themselves so that they are above
reproach.) We dare not accept the inevitability of
government control in a democracy where we
have the power of the vote, provided we direct it
effectively and use it.

"We dare not
accept the
inevitability of
government
control , .."

Conclusion
Over fifty years ago my first professor of accounting said at the first session of the class,
"Bookkeeping is an exact science. Accounting is
anybody's guess." That was before the days of the
APB, the FASB, and the SEC. Anybody's guess is
no longer acceptable, but neither is somebody's
rule. There is a middle ground on which the objectives of financial statements can be achieved. That
middle ground provides flexibility. On it management and financial information needs merge into a
functional entity, and all accounting becomes
management accounting.
❑
' External accounting is bound by rules, whether or not we agree that it should
be. In the internal accountant's decision he dare not ignore these rules. If he does
he is faced with a plethora of adjustments in meeting the needs of the first line of
management. the stockholders.
' Armstrong Cork Company Annual Report. 1975.
' Third Annual Securities Regulation Institute, sponsored by the AICPA's federal government division, Washington, D.C., January 1976.
' The NAA committee which made recommendations to the AICP A Study
Group on Establishment of Accounting Principles emphasized the place and
importance of concepts. That portion of its recommendations has been ignored.
See Report of NAA Special Committee to the Study on Establishment of Accounting Principles. October 28. 1971.
' Statement of Financial Accounting Standards No. 2, FASB. Stamford, Conn.,
October 1974.
' Objectives of Financial Statements, AICPA. New York. N.Y.. October 1973.
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Price -Level
Restatement:
Solution Or Problem?
If, during periods of inflation, we see a problem in measuring
management's ability to structure properly the company's financial
position relative to debt /equity or working capital, then trying to
solve this through a "purchasing power gain or loss" is hardly the
answer.
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By Alfred M. King
On June 3, 1976, the Financial Accounting Standards Board (FASB) announced that it was deferring further consideration at this time of the Statement on Financial Reporting in Units ofGeneral
Purchasing Power. In its announcement, the
Board stated:
"In deciding to defer further consideration
at this time, the Board has not reached a
conclusion about the merits of providing
financial information stated in terms of
units of general purchasing power. The
Board has only concluded that general purchasing power information is not now sufficiently well understood by preparers and
users, and the need for it is not now sufficiently well demonstrated to justify imposing the cost of implementation upon all
preparers of financial statements at this
time."
The Board mentions as one of its reasons for
deferring consideration at this time the fact that
most large companies will be making an effort to
comply with the replacement cost requirements of
the SEC's Accounting Series Release No. 190. It
should be noted that the Board is deferring, not
ending its consideration of the "units of general
purchasing power" approach to inflation account-

ing. In fact, the announcement goes on to state the
following:
"The Board believes that the Exposure
Draft on financial reporting in units of general purchasing power will continue to provide useful guidance for preparers who may
wish to isolate the effect of inflation on replacement costs, or who may wish to provide information about the effects of inflation on monetary items or to present (or
continue to present) comprehensive restatements of their financial statements in terms
of units of general purchasing power."
Under the circumstances, it is not inappropriate
to continue an open discussion on the subject. It is
not inappropriate to ask of price level restatement:
Is it the solution or the problem?
A Fundamental Point
If the United States had suffered inflation rates
comparable to those experienced in other countries, such as Germany after World War I or Brazil, Chile, and Argentina in recent times, anyone
could validly question the relevance of unadjusted
numbers. An inflation rate of two or three percent
a month, compounded for a few years, rapidly depreciates the unit of currency to the point where
some adjustment is mandatory —if a comparison
with prior periods is desired. With relatively slow
MANAGEMENT ACCOUNTING/ NOVEMBER 1976

inflation (and the definition of slow inflation does
seem to change over time) the usefulness of historical comparisons are not greatly diminished. A
more fundamental point at issue, however, is that
comparisons as to management performance
should not be attempted over time periods longer
than five to eight years. Chief executives and top
managements usually change every few years.
These changes are often accompanied by some
fundamental policy changes. Furthermore, there
are usually a sufficient number of changes in industry technology, supply and demand for the
basic company services, and growth through acquisitions and diversification to make long -term
comparisons questionable even if there were no
change in the value of the dollar.
A further argument used in favor of price level
restatement for changes in the purchasing power
of the dollar is that depreciation, calculated on the
historical cost of assets is insufficient, in an inflationary environment, to replace the assets which
are expiring or being used up. This argument perhaps has relevance in industries where the physical life of the asset is very long, such as a public
utility, and if technological changes are slow. But
most manufacturing companies, in setting depreciation rates for their assets, use anywhere from
eight to fifteen years. It is only buildings and other
physical structures that are given much longer
lives for accounting purposes, Considering accelerated depreciation, combined with relatively
short lives for most productive equipment, plus
the effect of the investment tax credit, the average
age of undepreciated equipment on the balance
sheet probably represents very few years' acquisitions of assets at the current rates of depreciation
and replacement.
Depreciation based on original cost, even during the recent alarming inflation, may well provide funds for total reproduction or replacement
of original assets, because American industry actually replaces obsolete equipment with more efficient equipment. On a price /performance basis,
then, higher list prices of new equipment are usually offset by higher productivity, After -tax cash
flow, through both accelerated depreciation and
the investment tax credit, is probably sufficient to
permit companies to keep their plants reasonably
current. Funds for expansion —as distinguished
from reproduction or replacement — should come
from new debt or new equity plus retained earnings, not depreciation. The goal of depreciation
accounting should be to maintain capital, not to
expand a company.
There appears to be no evidence that comparative corporate figures for the past five to ten years
based on historical cost have been rendered meaningless solely because of inflation. Depreciation
expense is not insufficient. It is, therefore, difficult
to see why we should adopt the FASB's proposed
MANAGEMENT ACCOUNTING / NOVEMBER 1976

mandatory generalized restatement of historical
figures through a single general purchasing power
index to solve a "problem" of small magnitude.
The FASB Proposal
Adoption of price level restatements, using the
approach originally proposed by the FASB, could
eventually destroy the fundamental financial strategies businessmen use today. The FASB proposal
included the concept of "general purchasing power gain or loss" from holding monetary assets and
liabilities. Under this concept, corporate managers
would not be fulfilling their responsibilities unless
they tried to maximize income under the defined
ground rules. Let's assume that current rates of
inflation will continue. If we further assume that
business executives will desire to maximize reported income, they would feel a very strong incentive
to increase debt, relative to equity, and simultaneously try to reduce receivables relative to pay ables. This financial strategy would have the
quickest impact in increasing the "general price
level gain" and hence "net income."
Working as he is in a profit motivated economy,
a manager of a public company would be derelict
in his duty if he did not try to maximize reported
net income. He is also expected to try to maximize
cash flow. But when the two concepts collide, reported net income usually wins.
There is already enough confusion in analyzing
companies in terms of "cash flow" and "net income". Given the greater emphasis recently on
the accrual concept of reporting, net income has
been getting further away from cash flow. Unfortunately, price level restatement in units of general purchasing power virtually negates the analysis
of cash flow because, under the "roll forward"
technique, historical figures are always readjusted
on a moving base. Analyzing changes in working
capital thus becomes an exercise in trying to follow a moving target.
It is difficult to believe that the FASB would
reward higher debt ratios, and penalize conservatively financed companies. There is likely to be
greater risk of financial insolvency if management— solely because of a change in financial reporting standards —is given a positive incentive to
increase debt. And attempts by individual corporations to change their receivable /payable ratios
can only end in a redistribution of trade credit
between stronger and weaker companies.
The FASB proposal would have penalized conservatively financed companies. Even worse, it
would prevent management from making astute
decisions concerning the impact of future inflation
rates in subsequent financial statements. For example, suppose a businessman, anticipating inflation, invests significant funds in a non- monetary
asset such as land, which subsequently increases
in value. When the land is sold, most of the benefit

"It is difficult to
believe that the
FASB would
reward higher
debt ratios and
penalize
conservatively
financial
companies."
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"Management
skill in
increasing value
should
. . . not
be offset by a
purchasing
power index."

of his earlier decision- making will be negated because the real gain will have been lost in the previously restated financials.
This follows because, under the FASB proposal, gain or loss on the sale of an asset would be
measured and reported as the difference between
the selling price and the restated cost at the beginning of the fiscal year in which it is sold. Most of
the increase in value would have dropped through
the crack in the "roll forwards" in prior year
statements. Conversely, if a manufacturer made a
poor choice on where to locate a plant, and subsequently sold it at a substantial loss, the financial
effect ofhis bad decision would be magnified. The
loss would be reported as the difference between
sale price and price -level restated (higher) cost.
The upshot is that management would not receive
credit for sound asset acquisition decisions, and
would be severely penalized in reported earnings
for bad decisions.
If one of the purposes of financial reporting is to
measure management's ability to use the resources
given to it, then price level restatement through a
single generalized index will work in the opposite
direction. Values of inventories and fixed assets
are affected far more by forces of supply and demand than by overall changes in the purchasing
power ofthe dollar. The basic purpose of a profit making enterprise is to increase value. Management skill in increasing value should be measured
and reported —not be offset by a purchasing power index.
Some Fallacies
Let's look at some of the fallacies in price -level
restatement. First, regardless of inflation, and at
any point in time, prices ofall items are not necessarily increasing. Price changes in most asset categories do not occur at the same rate as overall
inflation. Furthermore, price changes usually are
not due to the effects ofinflation per se.
It is only necessary to look at recent experiences
in consumer durables —such as television sets, or
office equipment —such as calculators, to see that
prices can go down, and go down dramatically.
Closer to home for many shareholders is a remembrance of the prices they paid for the glamor
stocks in the late 1960s. Many investors today
would be glad to sell their stock at historical cost
unadjusted for subsequent inflation. The point is
that not all prices go up. Further, not all assets
acquired in previous years would be replaced with
the same asset today.
No Single Index
It is unrealistic to attempt to eliminate the
effects of changes in price by applying a single
generalized price index to prior year financial
statements. Appraisers, in determining value, never apply generalized indexes to fixed assets. If a
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single index were applied to historical financial
statements it would give an illusion of accuracy
and precision that simply does not exist. Despite
all the warnings which would appear in price level
adjusted statements, most readers seeing a
$25,000 general purchasing power adjusted "cost"
for land acquired 15 years ago at $10,000 will
equate the $25,000 figure to the value of the land.
The price adjusted figure has no more likelihood
of being related to the true fair market value of
the land today than does the historical cost figure.
What Was the Problem?
What was the original problem that price level
adjustments attempted to solve? If the problem is
that statements from many years ago are not fully
comparable to current figures, it may well be insoluble. But the problem does not arise because of
an inability to adjust conceptually for changes in
the purchasing power of the dollar. The problem
of providing comparability will exist regardless of
inflation accounting because the dynamics of
American business are such that structural
changes over five and ten year periods produce
discontinuities of a larger magnitude than the effects of any inflation we have recently experienced.
If, during periods ofinflation, we see a problem
in measuring management's ability to structure
properly the company's financial position relative
to debt /equity or working capital, then trying to
solve this through a "purchasing power gain or
loss" is hardly the answer. In fact, as many critics
have pointed out, under the FASB proposal, Penn
Central and W.T. Grant would have been reporting very nice price level adjusted incomes just prior to declaring bankruptcy. And a conservatively
financed company, such as IBM, might be severely penalized for having substantial cash and marketable securities on its balance sheet.
Conclusion
It does not take an economic or accounting theoretician to determine the difficulties of using the
units of general purchasing power concept. Common sense alone is enough to show that before we
adopt any proposals to change our basic definition
of "income ", we examine closely what we mean
by income. The FASB already has a project on its
agenda dealing with the conceptual framework of
accounting which covers this very point. Perhaps
the real problem —for which price level index was
propounded as a cure — should have been addressed directly as the question, "Wh at are we
trying to measure ? ". Further, is it ever possible to
provide "comparability" over long periods oftime
during which companies themselves change? If we
can't do the latter, let's not compound the problem with indexing, which itself will cause unwanted side - effects.
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Standards
for Corporate
Social Reporting
If any consensus is ever to be reached on social reporting formats
and methods, we must first consider the objectives of social
reporting.

By Ralph Estes
Numerous proposals have been offered for increased disclosure of the social effects of corporate
activities. Responding to these proposals and to
increased pressure from public interest groups, as
well as to changing attitudes regarding their social
responsibilities, corporations are providing more
information about environmental and social impacts in their annual reports, issuing separate documents to the public on their social activities, and
even publishing a "social audit."
The various proposals and reporting efforts follow no consistent pattern; collectively they appear
to have little in common beyond some orientation
toward social concerns. This is not surprising, for
there are now no articulated objectives for social
reporting, no standards or criteria, no "generally
accepted" procedures, and no regulatory or professional body directly concerned with social reporting.
This article will propose a dominant objective
and tentative standards for social reporting. Obviously not a final answer, this proposal will perhaps serve to stimulate discussion on development
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of a framework within which the inevitable extensions of present social reporting efforts can occur.
What Is Social Reporting?
Nobody knows. At least those interested in the
subject, and even those actually making such reports, are not in agreement. But for present purposes the following definition, purposely imprecise, will do:
"Corporate social reporting provides information to a variety of audiences concerning the impact of the corporation and its
activities on society."
Such reporting may be integrated with, or separate from, the traditional financial reporting
which deals only with the so- called economic impact, and that only partially.'
The definition suggests that social reports may
serve a variety of audiences. Indeed, the definition
of social reporting is so broad as to allow for inclusion of every element in society. It is impossible
to foretell which groups will eventually have the
greatest need or desire for corporate social infor-
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"Social
reporting might
contribute to at
least three
corporate
objectives . . . "

Exhibit 1
POTENTIAL USERS OF CORPORATE
SOCIAL PERFORMANCE INFORMATION
Internal

Objectives of Corporate Social Reporting

Directors
Management
Other employees
Union local
Public relations department
Law department

Corporate financial reporting has suffered from
a lack of clearly specified objectives, and this has
resulted in any number of conflicts over reporting
alternatives. The Seaview Symposium, for example, matched advocates of a stewardship objective
(financial statements should report on the stewardship of corporate resources) against usefulness
partisans (financial statements should provide useful information to investors and others).' The
stewardship objective would lead to the exclusive
use of historical costs, while a usefulness objective
would probably lead to the choice of current or
fair values. The accounting profession has had a
difficult time reaching agreement over accounting
alternatives largely because there is such a lack of
agreement as to the fundamental objective.
Consequently, if any consensus is ever to be
reached on social reporting formats and methods,
we must first consider the objectives of social reporting. We might think in terms of corporate objectives and social objectives.
Social reporting might contribute to at least
three corporate objectives: public image, learning,
and social responsibility. Improved public image
might be sought for greater product acceptance,
name identification, and avoidance of confrontations (including legal actions, disruption of stockholder meetings, strikes and boycotts). The
management of a corporation might undertake
preparation of a social report to see what it could
learn about the organization, both internally and
in terms of its impact on society. And of course
social reports may be issued because of a feeling of
social responsibility within the organization —an
attitude that society should be informed fully of
the corporation's behavior and impact. This last
corporate objective appears to be more consonant
with the following social objectives.
Social objectives appear to present the same
dichotomy encountered for financial reporting:
usefulness and stewardship. It can be argued that
social reports should be designed primarily to
provide useful information —to permit improved
allocations of society's resources among organizations, for example. Or we might assert that the
corporation should report on its stewardship of
the resources entrusted to it by society —to permit, for example, identification of noncompliance
with social norms (including laws, pollution standards, and equality of opportunity legislation), or
reallocation of those resources to more effective
organizations.
Most of the time these objectives may be
perfectly compatible, but occasions will almost
certainly arise when the pursuit of two different

External
Associated:
Investors & lenders (especially churches, foundations,
banks, insurance companies, universities, and mutual
funds)
Customers
Suppliers
Governmental:
Securities & Exchange Commission
Environmental Protection Agency
Equal Employment Opportunities Commission
Department of Housing & Urban Development
Internal Revenue Service
General Accounting Office
Congress, state legislatures, city commissions
Law enforcement agencies
Regulatory agencies and commissions at all levels (FTC,
FCC, ICC, etc.)
Public interest groups:
Project on Corporate Responsibility
Council on Economic Priorities
Accountants for the Public Interest
Corporate Accountability Research Group
Agribusiness Accountability Project
Investor Responsibility Research Center
American Civil Liberties Union
San Francisco Consumer Action
National Affiliation of Concerned Business Students
Council for Corporate Review
Citizens Action Program
Tax Action Group
Common Cause
Public Citizen Inc.
NAACP
Public Communication, Inc.
Sierra Club
Wilderness Society
Friends of the Earth
Others:
News media
Stock exchanges
American Institute of CPAs
American Accounting Association
National Association of Accountants
Financial Analysts Federation
Researchers
Educators
Students and other potential employees
General public

mation, but a fairly extensive number of users has
already emerged. An incomplete classification is
presented in Exhibit 1.
Clearly some groups will be more interested in
the performance of a given corporation than others, and the intensity of interest (need for information) likewise will vary. Special reports may be
designed to serve specific audiences, but since we
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are concerned here with general purpose social reports, no weighting or emphasis among groups is
suggested.
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stewardship reporting is
proposed as the
dominant
objective."
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Exhibit 2
HIERARCHY OF SOCIAL REPORTING STANDARDS
Dominant objective

Stewardship reporting

Standards

Relevance

Freedom from bias

Secondary criteria

Timeliness

Verifiability
Independent
attestation
Completeness

Comparability
Conciseness

Additional considerations

Significance
Localization

Conservatism
Acceptability
Rebuttal

Consistency
Quantifiability
Monetary expression
Media propriety
Matching or evaluative
mode

Adapted from Howard J. Snavely, "Accounting Information Criteria," The Accounting Review, April 1967,

objectives will require two different reporting
treatments. To avoid this conflict we should seek
agreement on one dominant objective.
Acceptance of one of the corporate objectives as
dominant would naturally not eliminate self -serving reports. Such abuses might (or might not) be
rare, but they could still occur, Social reports
should be useful, of course, but we do not know
enough at present about the decision models, desires, or even composition of the various audiences
to accept this as the dominant objective. Thus,
stewardship reporting is proposed as the dominant objective, at least during the present developmental stage of social reporting. Reporting on the
stewardship of society's resources will serve society but will not require heroic assumptions as to
the information needs of the report users.
Standards for Corporate Social Reporting
Proposals for social reporting differ markedly
from one another largely because corporate social
reporting is in an embryonic stage. Acceptance of
standards would narrow the range of differences,
but it would be unfortunate if such standards inhibited experimentation. The proposed standards
that follow are not only tentative, but are intended
to serve during a "development era."
Three standards will be proposed.' These are
viewed as obligatory; reports not complying with
all three should be viewed as unacceptable. Related to each standard are secondary criteria. These
should be viewed as desirable but not essential;
nevertheless, noncompliance with secondary criteMANAGEMENT ACCOUNTING/ NOVEMBER 1976

Understandability

ria should be justified in each instance. Additional
reporting considerations will also be presented.
These may or may not be attainable or even desirable in a given reporting instance, but they should
at least be considered. Exhibit 2 is an illustration
of these reporting standards.
Standard No. 1: Relevance
Both the American Institute of CPAs and the
American Accounting Association list relevance
first among their standards for financial reporting,
and it would appear to deserve the same preeminence for social reporting.' Corporations should
report only that social information which bears on
some need or interest in society. Relevant information will generally be useful, but it need not be;
some relevant information may only be interesting. The standard of relevance is essentially exclusive in that it dictates that certain information
should not be included in social reports, but it also
has an inclusive aspect: the more relevant information is to society's needs and interests, the
stronger the argument for reporting it.
SECONDARY CRITERION

Related to the standard of relevance is the secondary criterion of timeliness. Information regarding social effects becomes less relevant as the
effects recede in time; thus maximum timeliness
should be sought in social reporting. Since dated
information may be better than no information,
however, timeliness is not an obligatory condition,
and is thus not presented as a standard.
21

"Conciseness
suggests
selectivity and
the omission of
trivial and
excessive
details."

ADDITIONAL CONSIDERATIONS

Information to be reported should also be evaluated in terms of its significance. Efforts should be
made to avoid the reporting of insignificant information. The difficulty here is that, at present, we
are not in a very good position to judge what is
and is not significant to every audience of social
reports, just as we cannot at present define what is
useful to them. In addition to the total report,
consideration should also be given to localization
of social reports, or preparation of reports for
each community in which the corporation operates. This information is obscured when a geographically diverse corporation reports only for
the total company. In any case, many of the audiences will be concerned only with the effects on
and in their community.
Standard No. 2: Freedom From Bias
The necessity of freedom from bias is indicated
by the risk of self- serving and distorted social reporting. There is already too much suspicion —in
some cases well deserved —that reported information is carefully selected to avoid bad impressions,
and tends to exaggerate the "good works" or social benefits generated by the corporation. Biased
information can be worse than useless; it can be
misleading and can result in completely wrong responses. Bias may be intentional or unintentional;
both forms must be avoided.
Freedom from bias has several corollaries. Fairness and neutrality mean social reports would not
favor one interest over another. Reliability means
that the statements represent what they purport to
represent. If reported information is sufficiently
free from bias, it will also be fair and reliable.

that might be considered critical by one or another audience, it would be unreasonable to require
completeness. It should nevertheless be a goal of
those associated with special reports, within the
limits of their understanding of users' information
needs.
ADDITIONAL CONSIDERATIONS

Conservatism has become somewhat discredited in connection with financial reporting, perhaps
because it has been abused. But conservatism
should at least be considered in preparing social
reports, so as to avoid exaggeration or public -relations puffery. Consideration should also be given
to the acceptability of the reports by the various
audiences; reports which aren't believed or trusted
will not be useful (and will not contribute to society's objectives) even if they happen to be completely reliable. Finally, consideration should be
given to opportunity for rebuttal. Readers may
disagree with information presented and claims
made in social reports. To insure fairness and acceptance of the reports, provision should perhaps
be made at stockholders meetings, in corporate
advertisements, and even in social reports themselves for presentation of opposing viewpoints.
Standard No. 3: Understandability
Reports that can't be understood are worthless.
There is already some danger that social reporting
models will become so complex, so clever, or so
obscure that any value will be lost. (This is certainly the case with some of the footnotes now
found in financial statements.) Thus, understandability is an essential attribute of social reports.
SECONDARY CRITERIA

SECONDARY CRITERIA

Three secondary criteria are related to the standard of freedom from bias: verifiability, independent attestation, and completeness. It is desirable
for reported social information to be verifiable;
that is, different experts should be able to arrive at
essentially the same results. At this stage such a
goal may be impracticable; hence verifiability is
desirable but not essential.
Any externally reported information would
benefit from independent attestation, but this is
especially true for social reporting where the risk
is unusually great. The lack of agreement over reporting methods unfortunately militates against
opinion audits on social reports. Perhaps attestation at present must be limited to an expression of
opinion as to the reasonableness of assumptions
and bases for reporting, similar to the approach
used in opinions on financial forecasts.
Completeness is an important but elusive criterion. Obviously everything can't be reported, but
neither should critical (and especially derogatory)
information be omitted. Since we don't know all
22

Secondary criteria include comparability and
conciseness. Intercorporate comparability improves understandability and permits better evaluation. Although comparability in social reporting
is a desirable goal, it is not universally attainable
at present. But we can at least seek comparability
of reporting formats, inclusiveness, and measurement techniques within industries.
Conciseness suggests selectivity and the omission of trivial and excessive details. The danger is
that information overload may occur, resulting in
diminished understandability.
ADDITIONAL CONSIDERATIONS

Intert.emporal consistency is desirable, but not
at the sacrifice of improved reporting models. As
reporting models improve, however, reasonable
consistency should be a requirement. Quantifiability aids understanding and is thus a desirable attribute of reported information, at least when it
can be achieved with reasonable reliability. Monetary expression may also be desirable, since money
Continued on page 26
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A CASE AGAINST
THE SOCIAL AUDIT
The measurement involved in socioeconomic activities is so
complex and overwhelming, that to expect an immediate
solution is farfetched.

By Manuel A. Tipgos
For the accounting profession, a social audit and
the resulting socioeconomic operating statement are
part of the spectrum of its responsibility as a communicator of business and economic data. Nonetheless, doubts have been raised in recent years regarding the capability of the profession to handle
the situation. Some think that todav's accountants
lack the appropriate skills for the job and that current accounting standards and procedures are considered to be inadequate for the complex measurement problems involved in socioeconomic activities.
Basic Doubts
As the specific objectives of the social audit and
the resulting report are taking a more vivid shape
and form, mixed feelings are being aired regarding
the operational feasibility of this undertaking. One
study of the progress of the "art" underscored this
apprehension:
"Everybodv is talking about social audit, but
scarcely anyone agrees with anyone else as to
exactly what it is, and no two organizations
are doing it quite the same way .... Nevertheless, the full vision continues to be that, in
the future, companies shall report their social
performance with the same regularity and the
same appearance of precision with which they
now report their financial performance."
"The question to be asked is whether the
audit can ever be developed to a state that
will satisfy that austere vision. "'
MANAGEMENT ACCOUNTING /NOVEMBER 1976

Rather than discuss the operational feasibility of
the social audit, or the importance of a socioeconomic operating report, or the qualifications of
accountants for the job, this article will show that
such ambitious undertakings are not needed to report on the social activities of the business enterprise.
Some observations: First, the social problems,
which appear to precipitate the need for a social
audit and a socioeconomic operating report, are
temporary or short -run problems that do not require
a far - reaching solution. Second, the measurement
involved in socioeconomic activities is so complex
and overwhelming, that to expect an immediate
solution is farfetched. Even assuming a solution
to the measurement problem would be available
in the near future, organizational constraints must
be considered, for they tend to demobilize the
organization's capacity to react to and to implement changes. Therefore, it would be likely that
when such changes were fully implemented, the
particular social problems might well no longer
exist. Third, the goals of a social audit and a socioeconomic operating statement are unrealistic, and
the contents of the latter are far beyond the socioeconomic information needed by the society at
large. Finally, the accountant's traditional financial
statement models offer untapped potentials for reporting the socioeconomic activities of the corporate enterprise.
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Audit and Statement —A Focus
The idea of a social audit and the corresponding
socioeconomic operating statement is an outgrowth
23

"Indeed, a
major social
upheaval is
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our society
today."

of the concept of business accountability in the
social sphere, and is debated as the so- called "social
responsibility" of the corporate enterprise.' - The use
of the term "audit" bothers quite a number of
disciplines not only because it implies a measurable
responsibility of business, but also because there is
no agreement as to the exact definition of such a
measurable responsibility. In addition, the common
usage of audit means the independent attestation of
a set of facts by an external party; but such an
independent attestation has no clear meaning and
realization in terms of the progress of the social
audit. It might therefore be said that the term itself, and the promise of independent attestation,
brought the accountant into the scene.
The goal of a social audit is all- encompassing and
quite ambitious for it envisions the review and
evaluation of the "total impact" of a given corporation. Unfortunately, a company's total social impact
is far from being understood and is notoriously elusive to define because virtually every decision made
by a corporate manager has some social consequences that may not conveniently agree with the
company's "impact area" however carefully it may
be conceived. The impact, for instance, of a company's program to remedy drug addiction in a given
community is magnified by a sort of "multiplier effect" throughout, and perhaps, beyond the limits
of the community. Choosing an arbitrary stopping
point could possibly result in an incomplete and
deficient impact evaluation, but a decision to follow through every conceivable effect would bring
more problems than could possibly be handled.
A socioeconomic operating statement is a logical
result of a social audit, and it promises to show a
company's profit and loss statement and balance
sheet in the social arena. But the realization of such
a statement appears to be obscure as long as the
measurement problem remains unresolved. Various
proposals have been made concerning the nature
and the contents of such a statement. One of the
proposals to receive wide publicity and comments is
Linowes' socioeconomic operating statement, which
uses a measurement based on what he calls "a
`system' of economic and fiscal measurement to
social areas."s
The Existing Ideological Transformation
Business managers who respond to the call for
corporate action in promoting social goals under
the so- called concept of corporate social responsibility complain that their efforts appear to be
directed toward a moving target: They cannot be
sure of what is expected of them, and emphasis on
particular social issues is constantly changing.
Indeed, a major social upheaval is taking place
in our society today. George Cabot Lodge talks
about an existing transformation from the old
ideology of the American society to a new one
which seems to be heading in different directions,
so that a clear picture of its purposes and priorities
is difficut to discern. He argues that the traditional
American ideology— individualism, property rights,
competition, the limited state, and scientific
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specialization and fragmentation — derived from
John Locke's "natural" laws —are now in an advanced state of erosion. Professor Lodge thinks
there is a shift from an individualistic attitude to a
communitarian idea in which the individual's sense
of identity depends upon the things with which he
is associated.4
If we consider the old ideology as a certain level
of consciousness, and the still vaguely defined new
ideology as another level, then we can consider the
pervasive change process in our society today as a
mere transition from the old to the new consciousness. During this transition period, society is in the
process of consciously or unconsciously sorting out
ideas, concepts, rules, and perhaps, priorities which
will become the norm in the new stage or level. As
soon as the form of the new ideology is determined,
the sorting -out process ceases, or at least declines
in intensity, and old institutions will either go
through an adjustment process, or new institutions
will appear.
One observer has called this transition period a
"zone of discretion ": in other words, a time span
for every social issue, before it becomes a matter of
social concern and the time when the acceptance of
such issue is so widespread that adherence is an
unquestioned part of doing business., The same
writer describes the period between the two points
as a "period of uncertainty as to the strength and
durability of public support for the issue, standards
of socially acceptable behavior, timing of desired
conformity, and the technologies or resources available for complying."e
The transition period from one level to another is
of particular significance to the adjustment process
of social institutions because such a period generally
determines the kind and the extent of particular
action- and - response programs to be designed and
instituted. Experience shows, however, that although the specific actions or programs may be
permanent, the device to monitor them has a
shorter time frame because its main function is to
show compliance or progress of actions instituted,
and to serve as a mechanism to speed up the transition process.
Now, the question: Do we need a sophisticated
social audit and a complicated socioeconomic
operating statement as part of the action -andresponse model of the corporate enterprise? Based
on the goals and objectives of the social audit, and
because they would only serve a temporary purpose
during the transition period, the answer would appear to be negative. As soon as the latter stage
is reached, a consensus prevails as to the norms of
conduct that the corporate enterprise is expected to
observe. To cite two examples:
1. When workmen's compensation was being debated, industry fought against it. Monitoring
was done principally by the press. When the
idea was accepted and became the norm for industry, monitoring ceased because every company was expected to enforce it.
2. The transition period from nonunionized to
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unionized industry in the United States was
monitored by the press and by individual workers. When the transition period was completed,
and unionization became the rule in American
business, monitoring diminished.
In effect, the need for a monitoring system
similar to a social audit and a socioeconomic
operating statement ceases to exist the moment the
transition period is completed and the new level of
consciousness is reached.
The Measurement Dilemna
The overwhelming constraint hindering the progress of the social audit and the development of a
meaningful social report is measurement. This
problem is aggravated not only by the emphasis
placed on the cost - benefit analysis of social programs, which requires quantitative measurement of
costs incurred and benefits realized, but also by an
expectation that the cost - benefit analysis could be
reflected in a social report to convey a company's
effectiveness and efficiency in the social arena.
In the discussion of cost - benefit analysis for social
programs, two points appear consistently to have
been overlooked. First, although a reasonable costing methodology could be devised to identify and
accumulate the costs incurred by a business organization in its social programs, an adequate
methodology for attaching monetary values to corresponding benefits is still nonexistent. Second, a
cost - benefit analysis requires that the cost incurred,
and the benefits derived, from a social program be
put together on a balance scale, but because of the
measurement problem, such a comparison cannot
be undertaken. In addition, assuming that the
benefits derived could be expressed in quantitative
terms, a cost - benefit analvsis would have no meaning because the correlation between cost and
benefit expected from an ordinary business decision
is nonexistent. Except for pollution and other environmental control activities, this situation appears to hold true in most social programs being
undertaken by corporations today.'
Even assuming that the measurement problem
could be solved in the next few years, when the
time comes for the social audit to be undertaken
and an accurate socioeconomic operating statement
to be devised, the transition period from the old
to the new ideology may have been completed,
and the acceptance of the new ideology may be so
widespread that undertaking a social audit and
reporting the results thereof in a socioeconomic
operating statement may no longer be needed.
Unrealistic Goals
As widely conceived, the social audit would ultimately provide a foundation for a cost - benefit
analysis of a company's effectiveness and efficiency
in the social sphere, and to report this analysis to
the public through a socioeconomic operating statement. There are two things about this goal that
make it unrealistic. First, there appears to be an
erroneous definition (or no definition at all) of the
MANAGEMENT ACCOUNTING /NOVEMBER 1976

users of a social report, and the information that
should be reported. If the society at large is conceived as its user, a cost - benefit analysis report is
not needed because society is not interested in how
effectively and efficiently a company promotes social
goals. Of importance are the direct and overt activities undertaken by institutions to promote social
goals. To illustrate, if a company sponsors a project
of lighting a particular street to reduce crime in the
area, the effectiveness and efficiency in carrying out
this project —and even the actual reduction in
crime —is not particularly important to society. Of
interest is the fact that such a project has been
undertaken. If policymakers and decisionmakers—
corporate, political, and otherwise —are conceived
to be the users of a social report, a cost - benefit
evaluation would be important, but the measurement problem emphasizing quantitative measurement would not be critical because the proximity of
these decisionmakers to the actual activity makes
their decision models open to quantitative and
qualitative measurements.
The second aspect that makes the goals of a
social audit and a social report unrealistic is that
the proposed framework of the latter is based on
the traditional financial statement models of the
accountant — particularly the income statement and
the balance sheet. Interestingly, however, although
the goal of a social report is to show the effectiveness and efficiency in pursuing social goals, the accountant's financial statement models do not purport to show management's effectiveness and efficiency in pursuing corporate goals, not only because such information is not the goal of financial
statement reports (and financial accounting, for
that matter), but also because such a goal is unrealistic, unreasonable, and perhaps, unattainable.
Consequently, the accountant's financial statement
models represent an aggregation of the result of
the corporate management's action and inaction,
the specific details of which are covered by management accounting —which uses different sets of
standards to satisfy a specific set of goals and
objectives.
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Using Traditional Financial Statement Models
The socioeconomic operating statement could
serve as a mechanism to speed the transition period
or "zone of discretion" from one level of consciousness to another. But we have also seen that such a
sophisticated report is not needed for that purpose.
Why not, therefore, use the tools already developed, that is, the traditional financial statement
models, particularly the income statement, balance
sheet, and the statement of changes in financial
position. These are certainly adequate for providing
society with the additional necessary information
about the socioeconomic activities of corporate
enterprises and other institutions.
The proposal is based on the following observations: (1) The problem of credibility of the report
is solved at least to the extent of the credibility
and integrity enjoyed by the accountant's financial
reports. (2) Although these financial reports do not
25
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show the effectiveness and efficiency of management
decisions, they could provide an indication as to the
organization's responsiveness and acceptance of
social issues. (For example, the costs incurred by
an organization in pursuing social goals may be
measurable when thev are related to the net income
for the period.) (3) The cost of conducting a
separate social audit and preparing the corresponding socioeconomic statement may be too expensive
for an organization to afford.

effectively and efficiently for the general welfare of
the country.
But a problem demanding immediate attention
from the accounting profession is that of including
the social activities of business organizations in
corporate financial reports. That interest groups and
research organizations are filling the need for such
information for a fee represents an erosion of the
accountant's importance as information provider to
users of corporate financial reports. The accounting
profession cannot afford such a diminution of its
importance.
❑

Conclusion
Any discussion presenting the case against the
usefulness of the social audit and the socioeconomic
operating statement begs the question: Should we
drop the whole idea of a social audit and a socioeconomic operating statement? Definitely not! The
accounting profession should continue searching
for a solution to the measurement problem so that
meaningful information can be provided to corporate and political decision - makers. The former
are interested in using corporate resources effectively and efficiently to pursue social goals; the
latter are interested in distributing public resources

3 Ra ym o nd A. Ba u e r a n d D an II , Fe n n, J r . , "W ha t Is a C o r po r a t e
Soc ial Audi t ?," Harvard Business Review, January- Fe br uar y 1973,
g p . 39.40.
Baue r an d Fe nn defi ned social audi t as a "c o m m i t m e nt to system at ic as s e ss m e nt o f and re po r t i ng o n s o m e m e ani ngf ul , def inable
do m ai n of a c o m pany' s acti vit ies that have some social i m pa c t , "
Ibid., p. 38.
s D avi d F. Linowe s. "L e t ' s Ge t on wi t h the Social Audi t : A
Specific Pr o po sal , " Business and Soci ety Re v ie w, Wi nte r 1972 -73,
40.
Ge o rge Cabo t Lo dge , "Busi nes s an d the Chan gi ng So c i et y, "
Business Re v i e w, Mar ch -April 1974 pp. 62 -64.
Harvard
a Ro be rt W . Ac ke r m an, `H o w Co m pani e s 'Res pond to Social Dem a nd s , " Harvard Business Review, July- August 1973, p. 92.
r.

"...the

1

Ibid.

i For exam pl e , i f a c o m pany c o nt r i bute s t o an o r gani zat i o n e ngage d
in tr ai ni ng the har dc o r e une m pl o ye d, t he c o m pany i nc ur s t he c o s t
but does not realize any visible benefit fr om this ges ture of so ci al
sensit ivity.

STANDARDS FOR CORPORATE SOCIAL REPORTING
Continued from page 22
is about the only understood measure of value in
economically developed societies. However, information should not be omitted merely because it
cannot be stated in terms of money,
Consideration should also be given to media
propriety. Reports should be presented in language, format, and context understandable to the
various audiences, and in media accessible by
them. Understanding is also enhanced if reports
are presented in a matching mode or an evaluative
mode. The matching mode requires quantification
through use of a single metric, and relates positive
effects to negative effects, producing some net result (as in financial income statements). The eval-

'Social reporting, as so defined, is clearly consistent with the function of accounting suggested in Accounting and Reporting Standards for Corporate Financial Statements. American Accounting Association, 1957 revision, p. 1: "The
primary function of accounting is to accumulate and communicate information
essential to an understanding of the activities of an enterprise, whether large or
small, corporate or noncorporate, profit or nonprofit, public or private."
'Corporate Financial Reporting: Conflicts and Challenges. AICPA, N ew York,
N.Y., 1969.
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uative mode presents standards or norms along
with actual results for comparison; responsibility
reports and budget variance statements are examples from traditional accounting.
Conclusion
As indicated at the outset, these proposals are
tentative, and appropriate only during the present
developmental stage of corporate social reporting.
As social reporting matures, the objective of usefulness may become dominant. Certainly, attributes such as verifiability and consistency will become more attainable and may move up to the
level of standards. But for the present, the proposed standards can serve as a framework for the
more orderly development of social reporting. 7

'In developing these tentative standards, I was influenced particularly by three
sources: A Statement of Basic Accounting Theoryy, American Accounting Association, Evanston, 111., 1966: Statement of the Accounting Principles Board No.
4, AICPA, New York. N.Y., 1970; and Howard J. Snavely, "Accounting Information Criteria;' The Accounting Review, April 1967, pp. 223.233.
'Statement of the Accounting Principles Board No. 4. AICPA, New York. N.Y.,
p. 10, and A Stat ement of Basic Accounting Theory, American Accounting
Association, p. 7.
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VALUING BANK FUNDS
FOR ALLOCATION AND
PRICING DECISIONS
Establishing the proper rate for valuing funds is the most critical
element in determining the profitability of products, markets,
customer relationships, and responsibility centers within the
bank.

By James A. Tewes
The past several years have witnessed frequent and
significant changes in the banking system, changes
that will put to the test management's ability to
operate profitably and to provide an adequate return on invested capital. These changes have originated both within the banking system itself, and in
the economic environment. High leveraging and
attendant narrow margins, intensified competition,
and increased size and complexity of banks in general have become characteristics of the industry.
Many banks have also experienced a sharp increase
in their proportion of interest- bearing funds to total
funds employed. With the volatile fluctuations in
market interest rates, increased deficit financing in
the government sector, and general economic instability throughout the world, pressure has been
put on bank managers to understand their costs and
the value of funds available for investment.
Setting a Value on Bank Funds
Establishing the proper rate for valuing funds is
the most critical element in determining the profitability of products, markets, customer relationships,
and responsibility centers within the bank. It is
also the key factor in determining whether certain
liabilities should be incurred, or whether various
categories of loans and securities should be acquired.
The purpose of this rate, or transfer price, is to
indicate the current value of resources to the bank
MANAGEMENT ACCOUNTING /NOVEMBER 1976

at any point in time, so as to order the proper allocation of these resources to competing uses. The
goal is to maximize total income to the organization.
Funds are a bank's primary raw material, and
its primary product. At any point, total sources of
funds will equal total uses, so that the overall bank
is in balance. However, when a bank is divided into
the various components for which profitability is to
be determined (products, markets, customer relationships, responsibility centers), these components
become either net suppliers or net users of funds.
Net suppliers provide their excess funds to a
central pool, from which net users satisfy their
deficiencies. A transfer price must be set to compensate suppliers and to charge users, in effect setting
a value on all funds employed in the bank. This
rate should be set at a level that will ensure a
profitable return on all products and customer relationships; it should also motivate or influence
responsibility centers to improve their own reported
profits, while at the same time maximizing overall
bank income.
Selecting a Transfer Price
A number of different approaches are in use for
setting the transfer price for funds. Some of the
more common rate concepts are as follows:
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AVERAGE COST OF ALL FUNDS

This approach may employ only deposits and
purchased money, or it may also include capital,
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"The average
cost of all
funds method
will generally
result in a
lower transfer
price than will
other rate
concepts."

as shown in Exhibit 1. In determining the cost of
demand deposit funds, some banks include a percentage factor to account for the non - interest
expense of acquisition and servicing. A factor might
also be applied to capital funds to account for the
bank's desired return on equity, stated on a pretax basis. The transfer price represents a weighted
average cost of all funds employed (that is, the interest cost of each source weighted by the volume
of the funds supplied) . Note that all balances are
shown after deduction of reserve requirements, so
that the transfer price is effectively a cost of investable funds. The average cost of all funds
method will generally result in a lower transfer
price than will other rate concepts.

decisions. Balances are again shown net of reserve
requirements.

This approach employs only those balances on
which rates are set by money market conditions.
See Exhibit 3. The rates may fluctuate substantially,
based on supply and demand conditions in the
open market at any point in time. These funds may
be acquired without the incurrence of additional
overhead expenses- unlike demand and savings account balances -and their levels adjusted or managed at will. Certificates of deposit, Eurodollars,
and Federal Reserve funds are generally included in
this category.

AVERAGE COST OF INTEREST- BEARING FUNDS

MARGINAL COST OF FUNDS

This approach, shown in Exhibit 2, employs
only those balances on which interest expense is
actually incurred. It is more easily computed than
is the average cost of all funds, since there is no
need to account for the acquisition cost of demand
deposits. In periods of rapidly changing interest
rates, the transfer price will fluctuate more widely
than that calculated under the average cost of all
funds method, leading to better resource allocation

Under this approach, funds are valued at the
cost (net of reserves) of the most expensive open
market source of funds that regularly represents
a "significant" portion of total funds employed by
the bank. See Exhibit 4. A significant portion may
be at least five percent of total sources of funds. A
transfer price tied to the marginal cost of investable
funds will directly reflect changes in the market
value of money as they occur. This rate is the only

AVERAGE COST OF INTEREST- SENSITIVE FUNDS

Exhibit 1
AVERAGE COST OF ALL FUNDS
Rate paid
(annualized )
(perc ent)

7,00 0
4,200

$1 7.50

5.00

7.70
9.13
2.17
3.88
6.14

6.60
6.85
6.50
6.20
6 -70

1,400
1,600
400
750
1,100
1,000
$17 ,4 50

Reserve
rate
(perc ent)
16.5
3.0
6.0
6.0
6.0
4.0

$46 .52

Average cost of
all f und s
Interest
Balance
$

Interest
paid
(0 0 0 ' s )

-

Demand deposits
Savings
Certificates o f dep osit
a) unde r $ 1 00 ,00 0
b ) over $ 10 0,00 0
Othe r tim e de p os its
Eurodollars
Federal Reserve funds
Capital
Total f unds em ployed

$

Sourc es o f Funds*

Average
balance
(0 0 0 ' s )

5,845
4,074

1,316
1,504
37 6
720
1,100
1 1 000
$15 ,9 35

$17 .50
7.70
9.13
2.17
3.88
6.14
$46.52

3 ,5 0 %

Trans fer p rice
*Assumes a 360 -d ay basis

Exhibit 2
AVERAGE COST OF INTEREST-BEARING FUNDS

Transfe r price

Interest
paid
(0 0 0 ' s )

Rate paid
(annualized )
(perc ent)

7,0 00
4,2 00

$17 .50

5.00

7.70
9.13
2.17
3.88
6.14

6.60
6.85
6.5 0
6.20
6.70

1,400
1,600
400
75 0
1,100
1,000
$1 7,45 0

Reserve
rate
(percent)
16.5
3.0
6.0
6.0
6.0
4.0

Average cost of
interest - bearing funds
Balance
Interest
$4 ,0 74

$1 7.50

1,316
1,504
37 6
72 0
1,100

7.70
9.13
2.17
3.88
6.14

$9 ,0 90

$46 .52

-

$

Sourc es o f Funds*
Demand deposits
Savings
Certific ates of depo sit
a) unde r $ 10 0,00 0
b ) over $ 10 0,00 0
Othe r tim e deposits
Eurodo llars
Federal Reserve funds
Capital
Total f unds em ployed

Average
balance
(0 0 0 ' s )

$4 6.52

6 .1 4 %

*As sumes a 3 60-day b as is
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appropriate one to use for pricing and resource
allocation decisions.
Why a Marginal Rate?
Every decision to invest or to disinvest is a
marginal one, affecting the employment of the next
dollar of funds available. A bank cannot acquire an
average -cost dollar of funds, nor can it make an
average -yield loan. The investment decision is made
in the current period, it is made regarding a single
loan or deposit transaction, and the economics of
the decision should be evaluated in terms of the
current value of money. The problem arises in the
use of the averages themselves. Banks are, in general,
the benefactors of low cost sources of funds (demand deposits) maintained for convenience, and
in payment for check - clearing and other services
rendered. Introduction of these sources of funds
into an average cost rate will depress the transfer
price, and result in an unrealistically low value for
funds employed. Serious mistakes have been -and
will continue to be -made using an average cost
rate as a cut-off point when evaluating investment
opportunities. Only a marginal cost approach places
a true value on the funds to be committed.
The above analysis is based on the traditional

economic principle that total revenue in an organization will be maximized at the point where
marginal cost is equal to marginal revenue. Within
the limits of a bank's capital base and its overall
policy regarding liquidity and asset leverage, every
new investment should return at least the marginal
cost of funds. Otherwise, the bank as a whole
would profit if the marginal funds were allowed to
run off, and the associated interest expense no
longer incurred.
We have defined the marginal cost of funds as
the most expensive open market source of funds
regularly used by the bank. Rates in the open
market find their own levels based purely on the
supply of, and the demand for, funds. Competition
is thus on the basis of rate alone, with suppliers and
users free to enter or withdraw from the market
at will. As a result, the marginal cost of funds becomes the true value for all sources of funds -not
just marginal funds acquired. Any bank with funds
available can place them in the open market and
cam the marginal cost return; the transaction is
simply another form of investment.
We will assume for discussion that the marginal
cost of funds is pegged to the rate paid by the bank
on 90 day, unsecured certificates of deposit, in dol-

"Every
decision
to invest or to
disinvest is a
marginal
one . . . "

Exhibit 3
AVERAGE COST OF INTEREST -SENSITIVE FUNDS
Rate paid
(annualized)
(percent)

$17.50

5.00

1,400
1,600
400
750
1,100
1,000
$17,450

7.70
9.13
2.17
3.88
6.14

6.60
6.85
6.50
6.20
6.70

Reserve
rate
(percent)
16.5
3.0
6.0
6.0
6.0
4.0

$46.52

Transfer price

Average cost of
interest - sensitive funds
Balance
Interest

$1,504

$

Interest
paid
(000's)

-

Average
balance
(000'5)
7,000
4,200

$

Sources of funds*
Demand deposits
Savings
Certificates of deposit
a) under $100,000
b) over $100,000
Other time deposits
Eurodollars
Federal Reserve funds
Capital
Total funds employed

9.13

720
1,100

3.88
6.14

$3,324

$19.15

6.91%

'Assumes a 360 -day basis

1,400
1,600
400
750
1,100
1,000
$17,450

Interest
(000's)

Rate paid
(annualized)
(percent)

$17.50

5.00

7.70
9.13
2.17
3.88
6.14

6.60
6.85
6.50
6.20
6.70

,

Average
balance
(000's)
7,000
4,200

Reserve
rate
(percent)
16.5
3.0
6.0
6.0
6.0
4.0

Marginal cost of
funds
Balance
Interest

$1,504

$9.13

$1,504

$9.13

-

Sources of funds*
Demand deposits
Savings
Certificates of deposit
a) under $100,000
b) over $100,000
Other time deposits
Eurodollars
Federal Reserve funds
Capital
Total funds employed

$

Exhibit 4
MARGINAL COST OF FUNDS

$46.52

Transfer price

7.28%

•Assumes a 360 -day basis
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lar amounts of $100,000 and over. Rates paid on
these certificates are not subject to Regulation Q
limitations, and are free to fluctuate in response to
open market conditions., There is actually a unique
marginal cost for each maturity of funds in the
market, and this will be considered in subsequent
paragraphs. The rate paid on the above CD's will
be calculated net of reserves, so that the transfer
price represents a true cost of investable funds. For
example, assume that the rate paid on 90 day, un-

Exhibit 5
ACQUISITION OF EARNING ASSET AT 6.5 PERCENT

$5,000

6.50

5,0 00

3.5 0

Additional
income/
(expense)

$

Balance
Ave rage co st of all funds
Asset
Average total funds

Rate
(percent)

325
(175)
150

Acquis ition of the asset will result in an increase in overall bank income of
$15 0. T he asse t should be acq uire d.
Average cost of interest - bearing funds
Asset
Average intere st bearing funds

$5,000
5,000

6.50
6.14

$ 325
(307)

$ is
Acquisition of the asset will result in an increase in overall bank Income of
$18 . The as se t should be acq uired.
Marg inal c o st o f f und s
Asset
Marg inal funds

$5,000
5,000

6.50
7.28

$ 325
(3 6 4 )
$ (3 9 )

Ac quis itio n of the as se t will res ult in a de crease in overall bank inc om e of $ 39 .
The as se t should not b e ac quired .

secured CD's of $100,000 and over is 6.85 percent,
and that the reserve requirement is 6 percent. The
marginal cost of funds is then calculated to be 7.28
percent [7.28 = 6.85/(1 - .06)].

Marginal Cost Illustrated
ACQUISITION OF EARNING ASSETS

In Exhibit 5, it is assumed that the bank has an
opportunity to invest in an asset with an effective
yield of 6.50 percent. Funds to support this new
asset must be acquired by the bank. The exhibit
will show the economics of this decision under a)
average cost of all funds b) average cost of interest bearing funds, and c) marginal cost of funds. The
average cost of all funds is 3.50 percent, and the
average cost of interest - bearing funds is 6.14 percent per Exhibits 1 and 2. Marginal cost is 7.28
percent.
It is evident from the exhibit that using either of
the average cost rates shows the investment to be
a profitable one. Only the marginal cost rate shows
the true economics of the decision to be unprofitable. Funds to support the investment must be
acquired at the marginal rate, since presumably all
cheaper sources of funds have already been utilized.
Note that a marginal cost rate should be considered
even if new funds need not be acquired, because it
is the effective opportunity cost of the transaction.
If current funds are available, the decision is
whether to invest in the asset yielding 6.50 percent,
or to pay down the marginal funds having an effective cost of 7.28 percent. In either case, the effect on income will be the same.
ACQUISITION OF FUNDS

Exhibit 6
ACQUISITION OF FUNDS AT 6.2 PERCENT

Averag e co st o f all fund s
Eurodo llars
Ave rag e total funds

Balance

Rate
(pe rc ent)

$5,000
5,0 00

6.46
3.50

Additional
inc om e/
(expense)
$(32 3)
175
$(14 8)

Acquisition of Eurodollars will result in a decrease in overall bank income of
$1 48 . The fund s should not be acquired.
Ave rag e c os t o f intere st-bearing funds
Eurodo llars
Average interest- bearing funds

$5,000
51000

6.46
6.14

$(32 3)
30 7
$( 16)

Acquisition of Euro do llars will result in a decrease in overall bank income of
$1 6. T he fund s s ho uld not b e acq uire d.
Marg inal co st o f f unds .
Eurodo llars
Marginal funds

$5,000
5,000

6.46
7.28

$(32 3)
36 4
$ 41

Acquis ition of Eurodo llars will result in an increase in bank income of $41.
The f unds should be acquired.
$5,000
5,C00

6.46
6.35

$(32 3)
317 .5
(5 .5 )
$

Average earning asset yield
Eurodo llars
Average earning asse ts

Acquisition of Eurodollars will result in a decrease in overall bank income of
$5.5 0. The funds should not be acq uired.
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In Exhibit 6, it is assumed that the bank has an
opportunity to acquire Eurodollars at a stated rate
of 6.20 percent, an effective cost of 6.46 percent;
[6.46 = 6.20/(l - .04)]. These funds will be
used for investment in the earning asset portfolio
of the bank, yielding an assumed rate of 6.35 percent. Again, use of either an average cost rate or
an average earnings rate will show the investment
to be an unprofitable one. Only the marginal cost
rate shows the true economics of the decision to be
profitable. Any source of funds with a true cost less
than the marginal cost of 7.28 percent can be used
to refund the marginal funds, therebv increasing
total bank income.
OTHER CONSIDERATIONS

Marginal cost can also be used to evaluate the
economics of continued investment in assets already on the books of the bank. Assume, for
example, that the balance sheet includes a category
of loans yielding five percent, and certificates of
deposit with an effective rate of 7.28 percent. This
situation is likely to occur in periods of rising
interest rates when fixed rate loans had previously
been made. Such loans could be sold at a discount
of up to 2.28 percent, in effective yield and still
increase overall bank income, since offsetting funds
costing 7.28 percent could be liquidated. Losses of
this type are regularly taken in the securities portMANAGEMENT ACCOUNTING /NOVEMBER 1976

folios of many banks in anticipation of changing
interest rate movements. However, decisions regarding such disinvestment should consider the
total customer relationship, since deposit balances
and other sources of income might also be lost.
Bank managements should therefore consider
disinvestment —and subsequent reduction in balance sheet footings —as a way to improve overall
income. Recent attention to growth in volume of
business, with little regard to the economics of
marginal cost investment, has resulted in earnings
deterioration in a number of banks.
It is also desirable, when considering the acquisition of earning assets, to use a marginal cost rate
with the same maturity as the asset in question. If
it is not, a bank may find itself with a critical
maturity imbalance between its sources and uses of
funds, with the potential for large losses if interest
rates fail to move as expected. Hedging against adverse rate movements by matching maturities in
certain asset and liability categories is a practice
followed by many banks, and such policies should
be reflected in the marginal cost rate employed.

Profitability Measurement
Setting a proper internal transfer price for funds
is the key element in determining the profitability
of each component of a bank's business., The first
organizational level constitutes the primary bank
markets, and the functions or responsibility centers

set up to service them. Each of these markets, or
sub - markets (level 2,) are either net suppliers or
net users of funds. A balance sheet may be constructed for each of these components, identifying
all sources and uses of funds pertaining to it. The
function then provides funds to the central pool
(called the money manager), or draws funds from
it based on the difference between its assets and its
liabilities. The rate paid or earned on these funds
is set at the marginal cost of funds. An income
statement may then be drawn up for each component, including external income and expense as well
as its transactions with the central pool (Exhibit
7).
The resulting profit or loss will be an accurate
reflection of the economic contribution of each
market or responsibility center to the overall bank
income for the period reported. The profits and
losses for all functions will add to reported net
income for the combined bank. Within each market or sub - market, profit or loss may fluctuate
materially from period to period, depending upon
the open - market value of funds used or supplied.
As rates move up and down through an economic
cycle, management will be provided with vital information concerning appropriate market strategies
and resource allocation decisions. Each market or
sub - market may be further analyzed in various ways
(levels 3 -5). The markets may be viewed in terms
of concentration and related risk (level 3); by of-

"The profits
and losses for
all functions
will be added
to reported net
income

."

Exhibit 7
TRANSACTIONS WITH THE CENTRAL POOL

Capital
Assets
$ 62
Liab .
210
Advances
to p ool
$1 48

Retail
Assets
$ 457
Liab .
1,132
Advances
to po ol
$ 67 5

Corresp ondent
Banking
Assets
$70
Liab.
99
Advances
to p ool
$29

Pub lic
Assets
$1 73
Liab.
228
Advances
to p ool
$ 55

Trust
Assets
$ 3
Liab ,
34
A d vanc e s —
to po ol
$31

Money Manag er
Central funds
pool
Advances
$9 38
Bo rrowings
93 8
Net
$- 0-

Inte rnatio nal
Assets
$320
Liab.
25 5
Borrowi ngs
fro m p o o l
$ 65

Corpo rate
Assets
$8 36
Liab.
598
Bo rrowings
fro m p oo l
$2 38

Bo nd
Assets
Liab.
Bo rrowings
fro m p o o l

$51
38
$13

Inve stm ent
Securities
Assets
$704
Liab.
33 8
Bo rrowings
fro m p oo l
$3 66

Sales Finance
Assets
$3 43
Liab .
87
Borro wings
fro m p oo l
$2 56

For e ac h marke t or f unc tion, incom e is c alculated as:
Intere st inc ome, p lus fe e inco me, less interest and o perating exp enses , plus incom e from advances, less e xpense from borrowing, e quals
re po rted net inc om e.
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A Proposed Transfer Pricing Mechanism
A single rate marginal cost transfer price is
straightforward and easy to use, but it does not
recognize differences between the maturities of
various assets and liabilities, does not identify differences as to when business was put on the books,
and does not serve to isolate and quantify the rate
risks involved. Use of a multiple rate system based
on maturities will resolve these issues.
Such a system is designed to hedge all commitments with respect to their maturities. The transfer
price for longer maturities is based on the cost of
long -term funds in the open market, while shorter
maturities are based on the cost of corresponding
short -term funds. Where there is no market price
for certain maturities of funds, a proxy may be
developed based upon extrapolation of market yield
curves. In the marginal resource allocation decision,
the nature of the commitment is considered in
determining whether the transfer price should be
fixed, or varying over the term of the investment.
For example, long term mortgage loans would be
charged a transfer cost of long -term funds of
similar maturity at the time the commitment is
made, for as long as the loan is on the books. A
commercial loan based on the prime rate would be
charged the open market rate on short -term funds
as it varies through the term.
This multiple rate system operates through the
money manager or central funds pool, and it is
assumed that he buys and sells all funds within the
bank. In this manner, the rate risk associated with
not perfectly matching the interest rate sensitivity
of sources and uses of funds (that is, hedging all
commitments) would be the responsibility and
control of the money manager, who in his own
right is viewed as a profit center. The money
manager is in a better position to assess the drift
in market rates, and is responsible for matching
maturities or taking the corresponding profit or
loss for not doing so. As a practical matter, the
money manager can completely hedge the bank's
32

Exhibit 8
PRICING MODEL
15.66%

=

=

-

14.64
1.07%
-I- 1.12%
2.19%

+

=

—

0.68%
1.51%
+ 0.86%
1.44%
3.81%
6.50%
10.31%
=

Desired return on equity
Earning asset leverage
(earning assets)
(equity)
Pricing margin —after taxes
Income taxes
Pricing margin— before taxes
Increase in spread required for equity
coverage
(equity)
earning assets)
Income spread
Overhead
Acquisition and servicing cost
Required net Interest margin
Cost of funds
Required gross rate of return (price)

+

five location which is useful in branch banking
states to isolate geographic variation (level 4); and
by product line, service, or individual customer
(level 5) ..
Once the profit contribution for a market or
sub - market is determined, it serves to establish a
test of reasonableness for any analysis done at a
lower level. For example, the total profit for the
retail market sector must be the sum of the profit
contributions from each product line and service
offered to that market. The total profit or loss
calculated at each level is in balance with that reported for the combined bank. This approach ensures the credibility of the analysis, and avoids the
pitfall of building from the ground up an elaborate
cost accounting system that reconciles to no other
financial date in the bank. The same marginal cost
analysis previously discussed will be used to evaluate
all product lines, services, and overall customer
relationships, and to assist in making marginal
resource allocation decisions.

=

"Such a system
is designed to
hedge all
commitments
with respect
to their
maturities."

exposure by going into the open market at any
time, buying as much long or short term money as
is necessary. It is this theoretical cost of going into
the open market for marginal funding that determines the transfer price used in evaluating resource
allocation decisions.
In effect, this approach isolates the dollar impact
of overall bank policy decisions related to maturity
imbalances and consequent assumption of rate risk
exposure, and places this responsibility where it
belongs in the organization. Other responsibility
centers reflect only the rate risk under their control.

The Treatment of Bank Capital
Banks operate under the watchful eye of various
regulatory authorities which, from time to time,
establish guidelines regarding the minimum amount
of bank capital necessary to support a given asset
base. While the level of these guidelines cannot be
analytically justified, and their application is somewhat arbitrary, they do constitute an actual constraint under which banks conduct their business.
A capital allocation formula might be developed
that would distribute equity on the basis of loss
experience and risk exposure in the loan portfolio,
market losses in investment securities, volatility in
the liability structure, volume of trust assets
managed, or any of a number of other factors. It
should be recognized, however, that the capital base
performs a double duty, covering a number of risks
and investment opportunities simultaneously. In
addition, the level of capital within the bank at any
given time may vary, with reasons unrelated to loan
quality or deposit structure, and therefore outside
the control of responsibility centers or functions.
Capital allocation appears, therefore, to be an
arbitrary and not particularly useful exercise.
The importance of considering bank capital is to
ensure that an adequate return is provided for the
funds invested, so that banks may compete effectively with other industries for capital funds in
the open market. Although the cost of other sources
of bank funds must be considered, the key element
in providing an adequate return is the pricing of
earning assets, product lines, and services at an
MANAGEMENT ACCOUNTING /NOVEMBER 1976

appropriate spread to cover the bank's costs as well
as the capital employed. A useful approach is to assign capital as a ratio of earning assets, and factor
it into the rate or price at which each product is
offered. Since the level of capital determines the
amount of expansion a bank may undertake, capital
should be used to support those areas determined
to be most profitable, in order to maximize the
overall earnings of the bank.
A Pricing Model for Earning Assets
If capital is assigned as a percentage of earning
assets, a model can be developed to determine the
gross rate of return required for each earning asset
category in order to provide an adequate return on
equity. The basis for such a system is shown in
Exhibit 8.
The model assumes a return on equity goal of
1 5.66 percent. Earning asset leverage and the increase in spread required for equity coverage are
determined by the capital assignment ratio. Management may wish to provide a slightly higher assignment to asset categories with greater risk exposure, so that this risk may be reflected in a wider
pricing spread. This calculation serves to include in
the final price a markup for the required return on
equity. Overhead, acquisition, and servicing costs
may be derived by product line within the parameters set by the income statement of each market.
Included in these expenses will be the regular provision for loan losses. The final expense included in
the calculation is an effective cost of funds. Because the transfer cost figures are based on marginal
open- market rates, the pricing of the product line
at any given time will reflect the current cost, the
most relevant cost for decision - making.
By this approach, the bank can maintain or
achieve a stated return on capital by providing an
adequate profit for its employment. If and when a
minimum spread is not obtainable to provide an
adequate profit, the capital should be shifted to
other areas in the bank. This is effectively accomplished by discontinuing the expansion of commitments in one area, and expanding it in others where
the desired spread is obtainable.
Conclusion
The application of any transfer pricing system to
bank decision - making must be tailored to the
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purpose and result desired from the analysis. Banks
strictly employing the marginal cost approach
should weigh the longer -term relationships with
their customers and markets, and balance the
marginal cost rate with their view of long -term rate
structures and overall profitability of their customers. Strategic planning, in particular, should be undertaken with a view of both short and long -range
considerations. Under a marginal cost approach,
however, the true economic impact of a current
decision becomes apparent. Sound business judgment may dictate that certain unprofitable decisions
be made so that some subjective or longer range
benefit may be realized. Nevertheless, the cost of
such a decision in dollar terms should be available
as one of the factors to be considered.
It is also important to recognize that economic
performance is not necessarily equivalent to management performance. In evaluating a manager's
ability to perform his function, only those factors
over which he can exercise control should be considered. The market maturity transfer price discussed earlier probably comes closer to an accurate
measure of a manager's performance than any other
system, Since the transfer price is held constant
over the term of the commitment, the manager is
not rewarded or penalized for unanticipated rate
movements. Presumably the transfer price is known
at the time the commitment decision is made, so
that the resulting spread is entirely within the
manager's authority to influence. Overall bank
policy pertaining to the assumption of rate risk is
isolated in the money manager function.
In order to respond profitably to changes in
economic conditions and market interest rates,
banks will need to develop an accurate measure for
the value of their funds. Marginal cost analysis is
the only approach that reflects the economic impact of individual decisions in the same way that
the results of those decisions will affect the overall
earnings of the bank. It is the most accurate rate
concept to employ for pricing and resource allocation decisions.
❑

"By this
approach, the
bank can
maintain or
achieve a
stated return
on capital ..."

I

Effective May 16, 1973, Supplement to Regulation Q (section
217.7) issued by the Board of Governors of the Federal keserve
System, p resc rib ed no maximum rate of interest o n time d ep os its
of $100,0000 or more.
I
Wac ho via Bank has recently developed a F unctional Profitability
System (FPS) to analyze its major markets and c us to mer groups ,
along with the responsibility centers that serve them, and to
provide profit and loss information for its various product lines
and services.
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How many times have you bought some shares of
stock and wondered about the commission
charged by the broker? Have you ever stopped to
think about all the people involved and the steps
taken in processing a stock purchase? Have you
ever wondered whether these service organizations use such a thing as cost accounting, and
whether they attempt to relate costs to revenue on
a "product" basis? The answer to these questions
is "yes," and in this article we will describe how
the costs of providing a stock transfer service relate to the revenues generated.
Very simply, a stock transfer service helps brokers and corporations maintain stock or bond
ownership records. For example, consider a stock
transfer service company whose revenue is produced from the following activities and fees:
1.
2.
3.
4.
5.
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Revenues
Certificates issued
Certificates registered
Dividends processed
Shareholder accounts maintained
Window items

$30,000
8,000
2,500
1,500
18,000

Total

$60,000

Expenses
Personnel costs
Travel and entertainment
Computer costs
Facilities
All other expenses

$23,100
4,650
7,000
11,600
4,900

Total

$51,250

Certificates issued
$.03
Certificates registered
.01
Dividend checks processed
.005
Shareholder accounts maintained .0025
Window items'
.02

each
each
each
each
each

Pre -tax profit

$

'~

The overall company profit and loss statement
would then look like this:

By Fred C. Feddeck

y

-

n I S __Z_

8,750

There is some value to this type of information.
However, it does not help management answer
MANAGEMENT ACCOUNTING /NOVEMBER 1976

such questions as: "Are all our customers profitable?" and "Are we pricing our services properly„
Client Profit and Loss Statement
To answer these types of questions, the company has to analyze its revenues and expenses in
more detail. The basic approach used by the service company is to develop a "client" profit and
loss statement. This is simply a matching process
to present readily identifiable revenues and appropriate expense allocations in a single statement.
The allocations being a proportionate share of the
sum total of expenses attributable to an activity or
cost center.
Let's begin such an analysis by reviewing the
sources of revenues as follows: The company has
five clients, as shown in Exhibit 1 Schedule I, and
during the period studied an analysis of each client's activities revealed that revenues were developed from each as shown in Schedule II.
The company's expenses as indicated earlier on
the profit and loss statement include personnel
costs, travel and entertainment expenses, computer costs, facilities expenses, and all -other expenses.
These expenses are grouped together into three
direct cost centers: Issuance, Recordkeeping, and
Account Administration. Although these cost
centers handle various duties, a survey has shown
that the major areas of concentration within each
cost center are:
1. Issuance
a. Certificates issued
b. Certificates registered
c. Window items
2. Recordkeeping
a. Dividends processed
b. Shareholder accounts maintained
3. Administration
a. Certificates issued
b. Dividends processed
c. Shareholder accounts maintained

Stock certificates are attached by mounting machine
to processing sheets which are later processed
electronically with applicable names, addresses, etc.
of shareowder.

The total expenses as allocated and charged to
each cost center are as follows:
Issuance
Recordkeeping
Administration

$19,800
18,900
12,550

Total

$51,250

In order to relate these costs to each client, it is
necessary to allocate expenses on the basis of the
amount of activity each client generates in each
cost center. (It is assumed for this example that all
activities take the same standard times to perform.) A typical allocation of charges to issuance
related activities is shown in Exhibit 1, Schedule
MANAGEMENT ACCOUNTING /NOVEMBER 1976
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III. The other expense allocations for recordkeeping and administration would be developed in the
same way. The results of such an analysis permit
the company's profit and loss statement, as presented in the beginning of this article, to be
opened up to reveal client profitability as shown in
Exhibit 1, Schedule IV.
By further breaking down expenses into their
fixed and variable components, the decision -maker is afforded an opportunity to review cost/benefit effectiveness. It would also appear at first
glance that Clients "B " and "D " should be
dropped or their fees revised and that the business
should concentrate on the profit maximization of
Client "E ". Management could do this by developing a different fee schedule for customers based
on activity or as an alternative charge a flat
monthly fee based upon the shareholder base at
month's end disregarding activity altogether. Un35

"If a company's
costs are
understood,
management
can improve its
financial
plans..."

use cost accounting data that allows it to deter mine the relative contributions of the various activities in which it is engaged. If a company's costs
are understood, management can improve its financial plans and budgets, productivity programs,
and pricing schedules to better direct its efforts. 71

derstanding a company's cost composition and relating it to revenues generated by the product mix
enables it to make more intelligent pricing decisions for an existing client or for a prospective
customer of similar size and volume.
conclusion
Every company, whether it be a manufacturer,
retailer, or service organization, must develop and

'A window item is the direct delivery of securities to the transfer agent. Delivery
is made by messenger to the "receive window" of the agent receiving the stock.

Exhibit 1
CLIENT PROFITABILITY ANALYSES
Schedule I
Activity repo rt by client
8

500
300
200
20 0
475

20 0
20 0
150
20 0
170

A

B

Client
C

D

E

150
50
50
100
125

100
50
100
100
80

50
200

Client
C

D

E

Total
1,000
80 0
500
60 0
90 0

-

Certificates issued
Certificates registered
Dividends processed
S/H accounts maintained
Window items

A

-

Activity

50

Schedule II
Revenue by Client

Total

$29 .0 00

Total

6,0 00
2,0 00
750
500
3,4 00

$4,500
500
25 0
25 0
2,500

$3,000
500
500
250
1,600

$1,500
2,000

11000

$30.000
8.000
2.5 00
1,500
18,000

$12 ,6 50

$8,000

$5.850

$4,500

$60,000

D

E

Total

-

$15,000
3,0 00
1,000
500
9,5 00

-

Certificates issued
Certificates registered
Dividends processed
S/H accounts maintained
Window Items

$

Revenue category

Schedule III
Expense Allocation
Client
C

A

8

500
300
475

20 0
50
170

150
50
125

100
50
80

50
20 0
50

1,000
80 0
90 0

Total

1,275

570

325

23 0

30 0

2,700

Percent /total

.47 22

.2 11 1

.1204

.0852

.1 1 1 1

1.0000

$9,350

$4,180

$2,384

$1,687

$2,199

$19,800

Issuance - related activity
Certificates issued
Certificates registered
Window items

-

Issuance cost center allocation
percent of total activity times total expense

Schedule IV
Statement of operations by client
A

Revenues

Margin (percent)

36

Total

E

$12 ,6 50

$8,000

$5,850

$4,500

$60 ,0 00

9,3 50
6,873
5,378

4,180
6,014
3,287

2,384
2,577
1,793

1,687
3,436
1,793

2,199
29 9

19,800
18,900
12,550

$21 ,6 01

$13 ,4 81

$6,754

$6,916

$2,498

$51,250

7,399

($ 8 31 )

$1,246

($ 1,0 66 )

$2,002

8,7 50

25.5

(6.6)

15.6

(18 .2)

44.5

$

$

Pre -tax profit

D

$29,000

Expenses
issuance related
Records related
Administration related
Total

Client
C

-

Certificates, etc. (per schedule II)

8

14.6
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Management
Accountants
Respond To
Segment Reporting
It is obvious that the reporting requirements of the FASB will have
their most significant impact on those who must respond to them,
the management accountants.

MANAGEMENT ACCOUNTING/ NOVEMBER 1976

The Survey
In order to collect the data used in this study,
questionnaires were mailed to 433 NAA members
who held executive positions in Fortune 500 companies during 1974 and 1975.2 This sample was
selected as being representative of management
accountants in positions of authority with large
multi - segment firms. Accordingly, the researchers
felt that these accountants would be informed
about and concerned with the segment reporting
issue.
The questionnaire was designed after examining
the Exposure Draft and dividing it into separate

I

i

The Financial Accounting Standards Board
(FASB), in September 1975, issued an Exposure
Draft of a proposed Standard which would require that interim or annual financial statements
disclose segment information.' Segment reporting
would then provide the users of financial statements sufficient information about the size, profitability, assets, and trends of segments to allow
them to make sound investment decisions on the
company as a whole. According to the proposed
standard, which contains the most comprehensive
disclosure requirements yet promulgated by any
institution charged with the creation or administration of accounting principles, disclosure would
be required ifa segment generates ten percent of a
firm's revenues, identifiable assets, or profits. The
following segment information would have to be
disclosed as part of or in conjunction with the
financial statements: operating revenues, operating expenses, allocation of common costs, segment
assets, geographical information, major customers, export sales, and foreign operations. It is obvi-

ous that the reporting requirements of the FASB
will have their most significant impact on those
who must respond to them, the management accountants. Viewing this omission of input to the
rule making process as a significant gap, we have
conducted a survey of management accountants'
opinions. The FASB Exposure Draft was chosen
as the focus of the survey since it is the most recent and comprehensive, potentially authoritative
document on segment reporting.

i
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sections according to the following concepts: the
purpose of segment reporting, the definition of
segments, segment revenue, segment profit or loss,
segment determination, reportable segments, disclosure methods, foreign operations, major customers, and export sales. The questions were
phrased so as to identify the position of the FASB,
although we attempted to show no bias for or
against the position. Two additional categories
were included to elicit responses concerning the
need for specific guidelines and allocation methods. These items concerned possible additions to
the Exposure Draft. The respondents were asked
to express their opinions on each item by selecting

the appropriate response from the following list:
strongly agree (SA), agree (A), no opinion (NO),
disagree (D), strongly disagree (SD).
Findings
The results of the survey as summarized in Exhibit 1, These results are surprising in that most
management accountants appear to be in agreement with the definitions and conditions described
by the FASB. Of the 40 items listed, 29 responses
from more than 50 percent of the respondents
were strongly agree or agree.
PURPOSE AND DEFINITION

The two questions which composed this section

Exhibit 1
PERCENTAGE DISTRIBUTION OF RESPONSES TO THE SURVEY
SA

Proposition

A

NO

D

SD

Purp ose and def inition
1. Seg me nt re po rting ass is ts financ ial s tate ment us ers in analyzing and under.
stand ing the ente rp rise 's financ ial statem ents b y permitting be tter app rais al
of the e nterpris e's pas t pe rformance and f uture risks and pro spec ts.

18.3

61.5

3.9

11.5

4.8

2. An ind us try s eg me nt is a component of a business enterprise engaged in
providing a prod uc t or service or a group of related products or services
primarily to unaff iliated c ustom ers f or a pro fit.

18.2

76.0

2.9

1.9

1.0

3. Interse gm ent s ales o r trans fe rs o f goo ds o r se rvice s should be included in
segment revenue.

4.8

32.7

25.0

20.2

17.3

4. Intesegment inte rest earned on long -term investments in or lo ans to o the r
segments should be exclud ed from segme nt revenues.

17.3

50.0

9.6

19.2

3.9

5. Co ntribution p ro fit or los s (re ve nue s minus d ire ctly trac eab le co sts) should
be reporte d for each segment.

12.5

49.0

3.9

21.2

13.4

6. Operating pro fit o r loss (c ontrib utio n profit or loss minus allocated costs
which are not directly traceable) should b e re ported f or e ach segm ent.

7.7

39.4

7.7

33.7

11.5

a. Revenues earned and expenses incurred in the firm 's central administrative offices.

13.4

40.4

4.8

35.6

5.8

b. Interest expense.

11.5

49.0

1.0

31 .8

6.7

c. Dome stic and fo reign inco me tax.

12.5

50.0

4.8

26 .0

67

d. Gain or loss on disc ontinued ope rations.

11.5

48 .1

5.8

29 .8

4.8

e. Extrao rdinary item s.

14.4

57.6

5.8

18.3

3.9
3.9

Revenue and pro fit or lo ss

7. The f ollo wing should not b e d ed ucted in co m puting c o ntrib utio n or o perating prof it o r lo ss, as d efined in q uestions 5 and 6 abo ve:

1

f. Mino rity interes t.

9.6

50.0

8.7

27 .8

g. Cumulative e ffec t of change in accounting principle.

9.6

50.0

8.7

126.9

4.8

2.9

38.4

16.4

33.6

8.7

12.5

56.7

2.9

21.2

6.7

b. Sim ilarity of the uncertainties pertaining to the various products and
services f rom which the ente rpris e de rives its reve nue.

4.8

26.0

22 .1

42.3

4.8

c. SIC and ESIC systems.

1.9

30 .8

16.4

36 .5

14.4

d. Sale s are prim arily to unaf filiated c ustome rs.

8.7

50.9

8.7

30 .7

1.0

a. Segment revenue is 10 percent or more of combined revenue of all
segments,

8.7

68.3

6.7

14.4

1.9

b. Operating pro fit is 10 perce nt or mo re o f the co m bine d op erating profit

4.8

51.9

5.8

31 .7

5.8

8. Income from investments in common stock accounted for by the equity
method should be included in segment pro fit o r loss or asse ts o nly if the
investee is in the s am e industry.
Determining seg ments
9. Each of the f ollowing is a valid c rite rio n f or ide ntifying seg ments:
a. Profit centers.

10. Each of the following is a valid criterion for ide ntifying reportable segments.

of all seg me nts that did not incur a los s.
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of the questionnaire concerned the purpose of segment reporting and the definition of segments as
provided in the Exposure Draft. According to the
FASB, the purpose of segment reporting is to assist financial statement users by permitting them
to make better appraisals of past performance and
future prospects. An overwhelming majority of
the respondents either agree or strongly agreed
with this position. Apparently, management accountants agree that segment reporting in general
provides useful information. Consequently, we
may assume that disagreements with the Exposure Draft concern specific requirements and
procedures proposed by the FASB and not the

segment reporting issue in general. The FASB
concept of segments is rather broad, including information about foreign operations, export sales,
and major customers. As we shall see later, the
respondents did not agree with all of these disclosures. However, they did agree with the specific
FASB definition of an industry segment as a component of a business enterprise engaged in transactions with unaffiliated customers for profit.
REVENUE AND PROFIT OR LOSS

"Apparently,
management
accountants
agree that
segment
reporting in
general provides
useful
information."

Some disagreement was demonstrated as to
what should constitute segment revenue. Management accountants were evenly divided as to

Proposition

SA

A

NO

D

SD

c. Operating loss is 10 percent or more of the co m bine d loss of all segments that did inc ur a los s.

3.9

43.2

7.7

39.4

5.8

d. Seg ment identif iable as sets (tangible and intang ible asse ts that are us ed
by o r dire ctly ass oc iable with a s eg me nt) are 10 p e rc e nt or m o re of the
combined identifiable assets o f all se gments.

3.9

44.2

12.5

32.7

67

11. Sales of reported segments should constitute at least 75 percent of the
firm 's total s ales to unaffiliated custome rs.

2.9

64 .4

15.4

15.4

19

a. W ithin the b ody of the f inancial statem ents:

2.9

26 .0

5.8

48.0

17.3

b. In note s to the financ ial state ments.

2.9

41.4

2.9

43.2

9.ci

c. In a s ep arate s ched ule as an integ ral part of the f inancial statem ents .

Disclosure
12. Each of the f ollowing is a valid alte rnative f or d isc los ing s e gm e nt info rmation:

9.6

63.4

3.9

17.3

5.8

13. The res ults o f f ore ign ope ratio ns which are s ig nificant should be disclosed
separately when segments are reported.

8.7

64.3

8.7

13.4

4.9

14. The identity and relative impo rtance of major customers should be disclo sed in a firm's f inancial statem ents.

2.9

17.3

7.7

38.4

33.7

15. Significant revenue derived from sales to unaffiliated foreign customers
should b e d isclosed in a c ompany' s financ ial stateme nt.

3.9

43.2

8.7

30.7

115

a. Identification of industry se gments.

23.1

48.0

2.9

23 .1

2.9

I,. Allocation of revenue s, costs, and assets.

22 .1

51.0

3.9

20 .1

2.9

c. Additional d isc losure o f se gme nt information.

17.3

55.8

11.5

13.5

1.9

d. Metho ds of grouping fore ign c ountries.

17.3

51.9

15.4

13.5

1.9

e. Reasons for o missio n of f oreign activities.

12.5

43.3

14.4

27.9

1.9

Specific guidelines
16. The exposure draft does not provide specific guidelines for determ ining
whe n c ertain ite ms must be re po rte d, but ins te ad leave s s uc h d eterm ination
to management discretion. Specific guidelines (beyond those provided in
the expo sure draft) should not b e provid ed b y the FA SB f or:

f. Reporting se gments in f oreign countries.

14.4

53.8

10.6

18.3

2.9

g. Identification o f m ajor cus tome rs.

25 .0

50.9

3.9

16.3

3.9

h. Identification of signif icant expo rt sales.

16.4

51.9

5.8

22 .1

3.9

a. Non - direct traceable costs and expenses.

8.7

59.5

5.8

22 .1

3.9

b. Assets share d with othe r segments.

6.7

54.7

8.7

26.0

3.9

c. Costs and ass ets of internal service and sup ply ce nters.

6.7

51.9

10.6

24 .1

6.7

Allocations
17. The exposure draft requires that several items be allocated in rep orting
seg me nt op erations and assets. Each o f the f o llowing alloc ations is necessary and feasible for s egment reporting:
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".. .t he
segment
revenue criteria
drew most
support from
management
accountants."

whether or not intersegment sales or transfers
should be included in revenue. Although a significant proportion strongly disagreed with their inclusion, and even larger proportion was indifferent. A majority of the respondents agreed or
strongly agreed that intersegment interest should
be excluded from segment revenue and that contribution profit or loss should be shown for each
segment. On the other hand, the management accountants were almost evenly divided in their
opinions about the inclusion of operating profit or
loss which includes allocated costs not directly
traceable to individual segments.
The Exposure Draft lists seven items which
should not be deducted in computing contribution
or operating profit: revenues and expenses of the
firm's central administrative offices, interest expenses, income taxes, gains or losses on discontinued operations, extraordinary items, minority
interest, and the cumulative effect of changes in
accounting principles. The majority of the respondents agreed or strongly agreed that these items
should be deducted, although the affirmative responses were far from unanimous. The greatest
amount of disagreement concerned the exclusion
of revenues and expenses of the firm's central
administrative offices and interest expenses as deductible items. Apparently, a number of management accountants believe these to be legitimate expenses which should impact reported segment
earnings.
The last question in this section of the questionnaire asked for opinions concerning the FASB position: that income from investments in common
stock accounted for by the equity method should
be included in segment profit only if the investee is
in the same industry. A large number of respondents disagreed with this portion and a significant
number expressed no opinion. A possible explanation for the disparity of opinion is the complexity
of the wording and logic of this issue. The FASB
provides no rationale for including this income for
investees in the same industry but not for others,
and consequently, complicates decisions about the
justification of this requirement.
DETERMINING SEGMENTS
A majority of the respondents agreed that industry components which can be identified as
profit centers and those whose sales are primarily
to unaffiliated customers should be classified as
segments. However, more negative than affirmative responses were received for the items which
concern similarity of uncertainties, and SIC (Standard Industrial Classification) and ESIC (Enterprise Standard Industrial Classification) systems.
Several respondents felt that decisions concerning
the similarity of uncertainties were too subjective
and too difficult to make. Likewise, a number of
respondents indicated that the SIC and ESIC sys-
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tems were inappropriate or invalid for the products their firms manufactured.
The FASB requires that a segment be reported
if it meets any one of four criteria: segment revenue is ten percent or more of combined revenue,
operating profits is ten percent or more of combined operating profit for segments not incurring
a loss, operating loss is ten percent or more of
combined loss for segments incurring a loss, or
identifiable assets are ten percent or more of combined assets. A majority of management accountants agreed that a segment should be reported if it
accounted for ten percent or more of the total enterprise revenue or operating profit, although a
significant proportion disagreed with the operating profit criteria, indicating again a degree of disapproval with the operating profit concept. The
respondents were divided in their opinions concerning the reporting of a segment whose loss accounted for ten percent or more of total operating
loss, and likewise were divided concerning the reporting of segments whose identifiable assets accounted for ten percent or more of total assets.
Thus, the segment revenue criteria drew most
support from management accountants. Perhaps
these results are suggested by a belief that revenue
information is more objective and easier to obtain
than other data, particularly identifiable assets.
The final question of this section of the survey
considered a criterion for determining the minimum number of segments to be reported. The majority of the respondents agreed that sufficient segments should be reported to account for at least
75 percent of the firm's total sales to unaffiliated
customers.
DISCLOSURE
The Exposure Draft states that information
concerning the reportable segments of a business
can be reported in financial statements in one of
three ways: within the body of the financial statements, within the notes to the financial statements, or within a schedule that is an integral part
of the financial statements. Management accountants expressed a strong position against disclosing
segment information in either the body or notes of
the financial statements. However, disclosure in a
separate schedule which is an integral part of the
financial statements drew strong support. Apparently, the respondents felt that segment information should be clearly distinguished from the
financial statement information. An unresolved issue for consideration in this regard is whether the
segment information should be audited. Clearly,
management accountants wish to minimize audit
fees and are not eager to adopt new reporting requirements which may increase these fees.
Other types of disclosures required in the Exposure Draft are information about foreign operations, major customers, and export sales. Since inMANAGEMENT ACCOUNTING /NOVEMBER 1976

vestments in different countries require different
types and degrees of risk, rates of profitability, and
opportunities for growth, the proposed standard
would require disclosure of information about significant operations in different countries or groups
of countries. The board also believes that financial
statements should include information about the
identity and relative importance of a single or few
customers on whose business the company or segment depends significantly. In addition, a company is to disclose significant revenues from export
sales to unaffiliated foreign customers. Management accountants were not in agreement with all
of these disclosures. The disclosure of foreign operations was acceptable and the respondents were
split evenly on the disclosure of export sales.
However, the issue of disclosing major customers
resulted in strong opposition from management
accountants. Several respondents indicated that
the identity of major customers was confidential
information and would be of little value to financial statement users.
SPECIFIC DISCLOSURE GUIDELINES
The Exposure Draft does not provide specific
guidelines for determining certain reportable
items but instead leaves these decisions to the discretion of management. In order to determine if
more detailed guidelines were desired, the respondents were asked if the standard should provide
more specific disclosure guidelines for: identification of industry segments; allocation of revenues,
costs and assets; additional segment information;
methods for grouping foreign countries; reasons
for omission of foreign activities; reporting of segments in foreign countries; major customers; and
export sales. For each item, the responding management accountants were significantly opposed
to additional guidelines, preferring flexibility instead. They indicated that differences between
firms necessitate a degree of subjectivity and independent discretion in implementing the FASB requirements. The respondents were apparently
concerned that the disclosure guidelines would be
too restrictive rather than too flexible, although a
few did believe that explicit guidelines were neces-
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sary if the resulting information was to be objettive and comparable.
ALLOCATIONS
The question of the necessity and feasibility of
allocating costs was of apparent concern to some
respondents. This problem was thought by the authors to be significant enough to warrant separate
consideration. Therefore, the last section of the
questionnaire (question 17) is concerned with this
issue. Although a number of respondents disagreed with the inclusion of allocations, an even
larger number disagreed with reporting operating
profit, indicating that allocations are not the only
reason for disapproval. Of further interest is the
fact that a significant proportion of respondents
(about 35 percent) disapproved of reporting any
segment revenue or profit or loss elements.
One of the major arguments against segment
reporting has been the need to allocate common
costs and expenses. Many feel that such allocations are not meaningful in financial reporting.
However, the Exposure Draft requires that common traceable costs and expenses, assets shared
with other segments, and costs and assets of internal service and supply centers be allocated to a
firm's different segments. Surprisingly, management accountants responding were generally in
agreement with the necessity and feasibility of allocating these items. A few responded that the allocations were often difficult and expensive but
were essential if the information was to be valid,

"The Exposure
Draft does not
provide specific
guidelines . . . "

Conclusion
This study provides empirical evidence that a
number of management accountants agree with
the feasibility and desirability of many aspects of
segment reporting. Care should be used, however,
in interpreting the results, since respondents to
this survey represent only one element of the profession. Likewise, the significant proportion of respondents who disagreed with the FASB requirements should not be ignored.
' "Financial Reporting for Segments of a Business Enterprise," Exposure Draft,
FASB, Stamford, Conn., September 1975.
, One-hundred twenty -six responses were received for a response rate of 29
percent. Ten of the returned questionnaires were usable.
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Profit Contribution
By Market Segment
The purpose of market segmentation is to produce relatively
homogenous submarkets so that segments of opportunity can be
identified and the marketing mix can be tailored to the
characteristics of each segment.
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Accounting, as it relates to the marketing function, usually emphasizes an analysis by segment of
such things as products and territories. This type
of segmentation has been defined as "... the subdividing of a market into homogeneous subsets of
customers, where any subset may conceivably be
selected as a market target to be reached with a
distinct marketing mix." ' The underlying logic
behind the segmentation concept is based on the
assumption that: "... the market for a product is
made up of customers who differ either in their
own characteristics or in the nature of their environment in such a way that some aspect of their
demand for the product in question also differs."
The first step in the development of market segments is to develop a market grid. A market grid
is a visual presentation of a partitioning of the
market into a set of submarkets. These submarkets in turn help to identify significant market
characteristics which influence the demand for the
firm's products.' A simplified example of a market
grid is presented in Exhibit 1. In this example, a
firm which produces adding machines, full keyboard and ten key, might first divide its market
into cells. Each of the cells represents a product
and a territory, and each cell might next be subdivided by customer classes.

The purpose of market segmentation is to produce relatively homogeneous submarkets so that
segments of opportunity can be identified and the
marketing mix can be tailored to the characteristics of each segment. In our example, the customer class segments also represent benefit segments.
That is, banks value adding machines that minimize the possibility of human error while manufacturing firms value speed. Therefore, banks will
be identified as the primary market for full keyboard machines and manufacturing firms will be
the primary market for ten key machines.
The indentification of target markets and their
attendant characteristics will lead to advertising
copy, media selection, sales promotion, and manpower effort decisions which are based on the
characteristics of each segment. Thus, the firm's
overall marketing mix can be viewed as an aggregation of the individual segment marketing mixes.
Each segment marketing mix can then be translated into its cost and revenue implications by developing segment budgets. The segment budgets, in
turn, can then be aggregated to form the firm's
overall marketing budget.
Cost and revenue accumulation can be accomplished by designing a flexible data base in which
basic documents, such as sales invoices, are coded
as to applicable segments. In our example, a cost
such as sales commissions would be given a multiMANAGEMENTACCOUNTING/NOVEMBER
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element computer code based on its functional
classification (selling expense —sales commissions)
and its identity with specific segments (product,
territory, and customer class). Thus, the applicability of sales commissions with respect to a given
segment or combination of segments, such as an
aggregation by product categories, could easily be
retrieved from the computer.
Cost Classification
The use of a multi- element computer code
would facilitate the preparation of a set of profit oriented segment control reports. The reports
would also provide the marketing manager with a
breakdown of the marketing mix cost components
and cost behavior patterns. The prime purpose of
such a marketing information system would be to
permit intra and intersegment analyses of the
marketing mix with respect to the mix's effectiveness and efficiency.
One cost classification system which meets
these criteria uses the familiar contribution approach. The contribution approach emphasizes
the classification of costs by behavior patterns and
logical attachability to cost objects as opposed to
arbitrary allocations. The merits of the contribution approach for decision oriented internal reporting can be illustrated within the context of
our example, e.g., a two product, two territory,
and two customer class market grid.
As indicated in Exhibit 2, the first step is to
calculate the manufacturing contribution for each
segment by subtracting the variable nonmarketing
costs from the segment revenues. Next, the variable marketing costs, such as sales commissions,
are deducted from the manufacturing contributions to produce the variable contributions. The
variable contribution figures can often act as a basis for projecting aggregate changes in segment
contributions due to assumed alterations in sales
volume, pricing structures, and variable costs.
The second category of marketing costs to be
deducted represent the nonvariable expenditures
which have been made for the direct benefit of
identifiable segments. For example, we have assumed that the firm has made noninstitutional advertising expenditures of $290 and $245 for the
direct benefit of ten key and full keyboard machines, respectively. Also, we have assumed that
the advertising costs, when analyzed by territories, indicate that $225 and $300 has been spent
for the direct benefit of Territories A and B, respectively. The difference between the total advertising costs for products versus territories is a
simple illustration of the fact that the degree of
identifiability of a given class of costs varies with
the nature of the cost object. By deducting the
nonvariable direct costs from variable contributions we get the direct contributions for each segment. The direct contributions indicate the dollar
MANAGEMENT ACCOUNTING /NOVEMBER 1976

contributions which would clearly be lost by eliminating a segment.
Next, all marketing costs for which reasonably
valid bases exist for assigning them to segments,
should be assigned to segments. For example,
salesmen's salaries might be assigned on the basis
of selling time devoted to each product. When
reasonable, nonarbitrary, bases exist for assignment, the related costs should be assigned to the
appropriate segment. The subtraction of the assignable costs from the direct contributions by
segments then yield each segment's contribution
to profits.
It should be noted, however, that segment contributions in this case do not indicate the potential
loss of profits as a result of the elimination of a
segment. Some of the assignable costs might not
cease with the elimination of the segment. The
decision to eliminate a segment, such as a product, will often require a special analysis based on a
reclassification of costs and the consideration of
additional information.
The final class of marketing costs which are included in Exhibit 2 represent expenditures for
which no valid bases exist for assignment. As a
case in point, institutional advertising would not
be assigned to segments because such an assignment would entail the use of arbitrary bases. The
deduction of the nonassignable costs from the sum
of the segment contributions will result in a dollar
figure for the marketing department's contribution to the coverage of the fixed -joint nonmarketing costs and net profits.
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Accounting at Indiana
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Breakdown by Major Market Segments
The format and cost categories used in Exhibit
3 are identical to those used in Exhibit 2 except
for the absence of the nonassignable marketing
and joint -fixed nonmarketing costs. The nonassignable marketing and joint -fixed nonmarketing
Exhibit 1
MARKET GRID FOR ADDING MACHINES
Full keyboard

Ten key

Primary mkt:
Banks

Primary mkt:
Mfg. firms

Secondary mkt:
Mfg. firms

Secondary mkt:
Banks

Primary mkt:
Banks

Primary mkt:
Mfg. firms

Secondary mkt:
Mfg. firms

Secondary mkt:
Banks

Territory
A

Territory
B

43

the firm's
marketing mix
has been
heavily
weighted . . . "
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costs need not be included in the Exhibit 3 reports
because the marketing manager's primary interest
will focus on the components which make up the
segment contributions. The nonvariable direct
costs were assigned through an analysis of the
costs which were incurred for the direct benefit of
each product /territory cell in Exhibit 1.
A comparison of the information in the product
by territory reports in Exhibit 3 with the contents
of Exhibit 2 indicates that valuable information
can be obscured in highly aggregated segment reports. The segment contributions in Exhibit 2
seem to be somewhat consistent with segment revenue and cost structures. However, the segment
contributions in Exhibit 3 seem to indicate a potential problem in the sale of full keyboard machines in Territory B,

Exhibit 2
CONTRIBUTION ANALYSIS
Historic al cost and re venue f igures for the period
Full
keyboard
$4.00

Sales volum e in units:
Territo ry A
Territory B
Variable m anuf acturing c osts per unit
Variable selling costs
Variab le distribution costs

Ten key
$2.00
800
1,300
.9 0
.15
.05

$

$

$

600
400
$2.00
.20
.40
$

$

Selling price p er unit

Contrib utio n analys is b y prod uc ts
Ten key

Company
to tal

$4 ,0 00
2,00 0
$2,000

$4 ,2 00
1,890
$2,310

$8,200
3,8 90
$4 ,3 10

200
400
$1 ,4 00
245
$1,155
585
570

31 5
105
$1 ,8 90
29 0
$1 ,6 00
550
$1 ,0 50

515
505
$3,290
535
$2,755
1,135
$1 ,6 20
520
1,1 00
700
400

Territory
A

Territo ry
B

Company
total

$4 ,0 00
1,920
$2,080

$4 ,2 00
1,970
$2,230

$8 ,2 00
3,8 90
$4 ,3 10

240
28 0
$1 ,5 60
225
$1.335
490
845

275
225
$1 ,7 30
30 0
$1,430
535
895

515
505
$3 ,2 90
525
$2,765
1,025
$1,740
640
$1,100

$

$

Sales
Variable manufacturing costs
Manuf ac turing co ntribution
Marketing co sts
Variable selling costs
Variable distribution costs
Variable contribution
Nonvariable direct costs
Dire ct contribution
Assignable costs
Segm ent contribution
Nonassignable
Marke ting c ontribution
Fixed -joint nonmarketing costs
Net prof its

Full
keyboard
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$

$

Sales
Variable m anuf acturing c osts
Manuf ac turing co ntribution
Marke ting costs
Variable selling costs
Variable distribution c osts
Variable co ntribution
Nonvariable dire ct costs
Direct co ntrib ution
Assignable costs
Segm ent contribution
Nonassignable
Marke ting contribution
Fixed -joint nonmarketing costs
Net profits

$

Contribution analysis by te rritories

70 0
400

Exhibit 4 illustrates the basic idea that as the
analysis of segments become more specific, few
costs will be directly identifiable with the segments. Thus, $290 of the firm's $675 expenditure
for nonvariable direct cost could be identified with
ten key machines but only $190 can be identified
with specific territories. The assignable costs can
be treated in a manner similar to the treatment of
the nonvariable direct costs. Exhibit 5 presents the
firm's assumed breakdown of assignable costs,
The Detailed Control Report
In order to simplify our introduction as to the
need for segment disaggregation, Exhibits 2 and 3
presented only actual revenues and costs. However, it will be necessary to include the appropriate
budgetary data in the reports as well in order to
use them for their intended control function and
to avoid the drawing of potentially misleading inferences. Thus, Exhibit 6, which represents the final step in the market segment disaggregation
process, presents a simple budget /variance control report.
As indicated in the fixed budget in the first part
of Exhibit 6, the firm's marketing mix has been
heavily weighted toward the sales of full keyboard
machines to banks. Such a policy makes sense
when one considers that banks emphasize accuracy and manufacturing firms speed. Thus, the
prime market for full keyboard machines is represented by banks. Unfortunately, the marketing
mix for the sale of full keyboard machines to
banks in Territory B has not generated a sufficient
level of sales.
The lack of a sufficient sales volume could have
resulted from a poor sales forecast of potential
unit volume, If this is the case the firm will want
to redirect some of its efforts to other segments.
Of course, it is also possible that the potential unit
volume is not the main problem. Perhaps the
firm's advertising message or media placement is
incorrect and a reassessment and adjustment will
yield an increase in sales.
Also, Exhibit 6 shows that all of the efforts represented by the nonvariable direct costs were targeted to banks. In spite of the limited efforts to
sell full keyboard machines to manufacturing
firms, $400 in sales were made to such firms resulting in an excess of actual over budgeted sales
of 43 percent. Thus, manufacturing firms accounted for 25 percent of total sales and 39 percent of
segment contribution. Perhaps a greater effort to
sell full keyboard machines to manufacturing
firms should be considered.
While the fixed budget gives us some insight
into marketing effectiveness measures, measures
of efficiency are usually better served through flexible budget reports. For example, our fixed budget
analysis showed a favorable variance for variable
selling costs for banks and an unfavorable variMANAGEMENT ACCOUNTING /NOVEMBER 1976

"The lack of a
sufficient sales
volume could
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sales forecast of
potential unit
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Exhibit 3
CONTRIBUTION ANALYSIS— PRODUCTS BY TERRITORIES
Territory A

$

$

240
280
$1,560
165
$1,395
370
$1,025

80
160
560
120
440
225
215

Ten key
$2,600
1,170
$1,430

Company
total
$4,200
1,970
$2,230

195
65
$1,170
100
$1,070
200
870

275
225
$1,730
220
$1,510
425
$1,085

$

120
40
720
90
630
180
450

Full
keyboard
$1,600
800
800

$

$

$

Ten key
$1,600
720
880

$

120
240
840
75
765
190
575

Territory B
Company
total
$4,000
1,920
$2,080

$

$

$

$

Sales
Variable manufacturing costs
Manufacturing contribution
Marketing costs
Variable selling costs
Variable distribution costs
Variable contribution
Nonvariable direct costs
Direct Contribution
Assignable costs
Segmental contribution

$

Full
keyboard
$2,400
1,200
$1,200

Exhibit 4
NONVARIABLE DIRECT COST MATRIX
: jT e : nk e y

Identifiable with
territories but
not products
60
80

Total
225
$300

$100
$290

50
$245

$140

$150
$675

Ten key
$180
$200

Full
keyboard
$190
$225

Identifiable with
territories but
not products
$120
$110

Total
490
535

$170
$550

$170
$585

$

$

Territor A
Territor B
Identifiable with products
but not territories
Total

$

Full
keyboard
75
$120

Exhibit 5
ASSIGNABLE COST MATRIX

_

r

340
$1365

_ $23(0

$

Territory A
Territory B
Identifiable with products
but not territories
Total

Exhibit 6
CONTRIBUTION ANALYSIS CONTROL REPORT—FULL KEYBOARD IN TERRITORY B BY CUSTOMER CLASS
Variance*

$1,720
860
860

$1,200
600
600

86
94
680
120
560
150
410

$120F
60U
60F

$2,000
1,000
$1,000

$1,600
800
800

$4000
20OF
$2000

60
100
440
120
320
170
150

26F
6U
$240U
—0—
$240U
20U
$260U

14
56
70
= 0—
70
30
$40

20
60
$120
-0—
$120
25
95

6U
4U
50F
—0—
50F
5F
55F

100
150
750
120
630
180
450

80
160
560
120
440
195
245

20F
l0U
$190U
—0—
$190U
15U
$205U

60
100
$ 160

$-0—
34U
$ 34U

20
80
$100

20
60
$ 80

80
160
$ 240

$_0_
14U
$ 14U

$
$
$
$

$

Company total
Actual
Variance*

$

$
$

80
146
$ 226
$

$

$
$
$

$
$

$

$

$-0—
20F
$ 20F

$

$400
200
$200

$

$280
140
$140

$

$520U
260F
$260U

$

Budget

$

60
66
$ 126

Manufacturing firms
Budget
Actual Variance*

$

$

$

$

$

Banks
Actual

$

Fixed budget
Sales
Variable manufacturing costs
Manufacturing contribution
Marketing costs
Variable selling costs
Variable distribution costs
Variable contribution
Nonvariable direct costs
Direct contribution
Assignable costs
Segment contribution
Flexible budget for variable
marketing costs
Variable selling costs
Variable distribution costs
Total

Budget

' Favorable = F, Unfavorable = U.
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"Unit variable
costs are often
averages and
not truly
incremental or
marginal costs."

ance for manufacturing firms. However, the flex ible budget for variable marketing costs in the sec and part of Exhibit 6 indicates that for our actual
level of sales, selling costs precisely coincided with
our expectations,
Exhibit 6 highlights another point in favor of
disaggregating higher level segments into subsegments. Unit variable costs are often averages and
not truly incremental or marginal costs. For example, the flexible budget shows that the total distribution costs in territory B ($ 160) for the 400
full keyboard machines averaged $.40 per unit.
But the average per unit variable costs for the 300
machines sold to banks and 100 machines sold to
manufacturing firms was $.333 and $.60, respectively. Thus, a more precise analysis of cost behavior can be achieved through segment disaggregation.
Finally, the flexible budget control report indicates a substantial unfavorable variance for distribution costs to banks ($34). This variance may
indicate a further problem with the firm's insufficient sales volume. That is, even within a disaggregated segment, per unit variable costs are
often averages rather than truly incremental or
marginal costs. Furthermore, the form and level
of these average variable costs may change over
different ranges of volume. Our relatively low ac-

LETTERS
Continued from page 8
sion tool with the criteria that if —PVCost is greater than zero, accept the
project: if PV -Cost is less than zero, reject the project —would lead to better
decisions. The re- investment assumption would be even less troublesome if
the intermediate R. could be assumed to
be re- invested at a more certain, stable
rate. Such a rate might be a more "risk free" rate such as rate on treasury securities with a maturity approximating
the life of the project under consideration. Presumably, the firm could reinvest intermediate cash flows at this rate
with little or no change in uncertainty
or risk. Expression (7) becomes:
n
PV = 7. R, /(1 + R,)f
i =1
where R, =Risk free rate on appropriate
treasury issues.
We know that projects in an ex -ante
46

tual volume may have resulted in putting us in a
range of the cost curve in which the average unit
variable cost is substantially larger than the cost
that would exist in the range of substantially larger volume. The large favorable variance for manufacturing firms ($20) may indicate the cost benefits that can be derived from substantial increases
in volume above the level of the firm's originally
budgeted expectations.
Conclusion
Given the importance of the marketing function, every effort should be made to provide the
marketing manager with a state of the art profit oriented marketing information system. The
structure of such a system should be based on the
marketing concept of segmentation, and should be
accounted for using the contribution approach.
Thus, accounting control reports which reflect the
nature of a firm's market segments will provide
the marketing manager with a valuable tool for
improving his decision - making with respect to the
firm's profit objective.
' Philip Kotler, Marketing Management, second edition, Prentice -Hall, Inc.. Englewood Cliffs, N.1., 1972, p. 166.
Ronald E. Frank. "Market Segmentation Research: Findings and Implications," in Applications of the Sciences in Marketing .Management, John Wiley &
Sons, Inc., New York, 1968, p. 39.
' William J.E. Crissy and Rohert M. Kaplan, "Matrix Model for Market Planning," MSL' Business Topics, Summer 1963, p. 48.

context are risky. In expression (7), risk
(uncertainty) is normally accounted for
in the cost of capital. The cost of capital
contains implied adjustments for risk in
all of its elements; debt, preferred and
common stock, and retained earnings:
otherwise those costs would be similar
to R,. Even in an ex -post context, COC
still contains these implied risk adjustments. These adjustments are made primarily by market forces and management. If R; is strictly defined as expected
return from the project in the i" year, R;
is more properly defined as E (R,) and
takes explicit account of risk (uncertainty). Equation (7) then double counts the
risk factor associated with that particular project. By substituting the expected
value operator "E(R;)" in the modified
equation we have:
n
PV = E E(R,) /(I + R f ) '
i =1
In this last equation, risk is explicitly
accounted for in the numerator, E(R,),
and the assumption of reinvestment of

intermediate E(R,), is conservative at
the discount rate R,. And the same decision rules apply as for Equation (7).
Once a project is accepted according to
this last expression, and its associated
decision rules, the IRR may be used to
determine discounted cash flow rate of
return. Comparison of projects on an
ex -post basis can then be made on the
basis of actual cash inflows from the
project with the E(R,) as suggested by
Gordon on page 40.
While it is necessary to monitor the
progress of any project in the economic
sense for control purposes, the true economic value of any project is in its impact on the economic value of the total
firm. Thus, while the above represents
an improvement, and the suggestion
that the accounting information system
need be modified to facilitate such comparisons, steps should be taken to evaluate and monitor projects holistically.
Prof. Philip A. Horwath
Indiana University
South Bend, Ind.

MANAGEMENT ACCOUNTING /NOVEMBER 1976

Controlling And
Tracking Unit Costs
It is important to note that due to the competitive nature of the
market, the selling price is often not flexible; the unit cost may be
the only variable the company can control to achieve forecasted
profit objectives.

The key to every successful new product development depends upon the considerations given to
the product evaluation process. Before engineering commences with the design process, many
months of product planning must precede the
product definition and functional specification
stage. Questions concerning specific needs of the
market, structure of the market, market size and
potential, plant capabilities, state of the art of
technology and other potential pitfalls require research before the product is given management
approval. An example of a typical evaluation
process for a new product is expressed in a flow
chart as indicated in Exhibit 1.
The cost of research and development, of capital equipment and the subsequent start-up costs
must be compared with the pretax profit generated and must be considered in the return-on- investment analysis needed for every new product approval. Each new product investment analysis
should, therefore, be accompanied by an original
engineering estimate developed by the chief project engineer. It is important that this unit cost
estimate be as accurate as possible in the early
stages since this cost will be used to justify the
investment. The unit cost is dependent upon the
MANAGEMENTACCOUNTING/NOVEMBER
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efficiency of the engineering design and the minimization of changes to the design after the functional specifications have been determined. It
must be reviewed and monitored from the development stage through the manufacturing start-up
process and on into regular production. If the
product is a by- product of a current manufacturable unit, as compared to a completely new product
venture, then the unit cost will be simpler to develop.
The engineering estimate should consider only
the standard cost of the product; manufacturing
and service personnel will provide the estimates
for production and warranty variances. These estimates will consider the fully - loaded anticipated
cost after the start -up or learning stage is over,
and the amount and type of start -up costs to be
incurred during the early production runs. In other words, two cost estimates should be available
for cost tracking; one unit cost to be achieved during start -up and another unit cost to be achieved
after start -up. Also, if the product is to be manufactured two or three years in the future, a factor
for inflationary costs must also be included. The
cost estimate must represent the cost for the proper time period when the product goes to market.
Exhibit 2 highlights the fully - loaded unit cost estimate used for the return -on- investment analysis
and future cost tracking.
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E xhibi t 1

EVALUATION PROCESS

Revised market product definition
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and
development
requirements

R&D
Costs, turning

Reviewing and Updating the Unit Cost Estimate
At the start of any new product development
project, the unit cost is strictly a "best guess."
However, this is the cost to be used in the justification of the project and if this cost is significantly
understated, the project may fail in its bid to
achieve the projected return. Our purpose now
should be to update these costs at various stages of
development to eliminate any potential errors in
the cost. It is important to note that due to the
competitive nature of the market, the selling price
is often not flexible; the unit cost may be the only
variable the company can control to achieve forecasted profit objectives. Therefore, the unit cost
should be updated after the original engineering
estimate at the following development levels:
1. Reestimate unit cost after ten percent of the
projected funds have been expanded.
2. Reestimate unit cost at. the breadboard stage.
3. Reestimate unit cost at the prototype stage.
4. Reestimate unit cost at the manufacturing release date.
5. Track unit cost during the pilot run.
6. Track unit cost during each production nun.
Each time the unit cost is reestimated a return on
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investment analysis should be recalculated using
the most current information for the selling price,
unit cost, and R & D expenditures.
"Go or No -Go" Decision
Any time the unit cost estimate deviates to a
point where the original return on investment
forecast is deficient, the project will be in danger
of failing to meet its objectives and a management
decision would be warranted. If engineering
changes to the original design have increased the
cost such that the unit gross profit has deteriorated, another look at the selling price or the functional design is required. If the units are competitive and do not allow for a selling price increase,
the engineers must explain to management what
actions can be taken to reduce costs. If it's a question of too much product for too little price, and
the selling price is fixed, then the design specifications may have to be reduced in order to lower the
costs. In any case, each milestone for a new and
firmer cost estimate should be reviewed in detail
to determine if the project is still worthy of the R
& D investment.
Cost Estimating File
The "Go or No -Go" decision by management
can be aided by the use of a "cost estimating file."
MANAGEMENT ACCOUNTING /NOVEMBER 1976
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Exhibit 2
ORIGINAL ENGINEERING COST ESTIMATE - WIDGET A -UNIT COST

Eng.

$1,161 .50

Mfg.
Mfg.
Mfg.

88.00
66.00
38.50
192 .50

20.00
60.00
40.00
120 .00
90 .0 0
25 5.00

$
$

Service
Service
Service
Acct'g

$

Startup varianc es
Mfg. variances
After sale
Engineering re work
To tal s tartup

Mfg.
Mfg.
Mfg.
Mfg.
Mfg /Acct'g

385 .00
$1,739 .00

$

10.00
25 .0 0
5.00
10.00
(5.00 )
45.00

Acct'g

$

$
$
$
$
$

-0-0-0-

Estim ated unit co st after s tartup

$1,994 .00

Estim ated unit G .P . af ter s tartup

$2,00 8.00

Percent

$

Variances:
Mfg. variances
Re wo rk Manuf ac turing
Closed jobs
Purchas e price
Freight•out
Und er (over) ab sorbed
Total
Aftersale
I ns tal lat io n -1 hr
W arranty - 3 h r s
Travel
-2 hrs
Total
Staf f -thre e pe rc ent o f sale s
Total variances

38 5.00
$1,73 9.00

$

Overhead (200 pe rce nt)
Total Estimated Std. Cost

88 .0 0
66.00
38.50
192 .50

$

$1,161 .50

-

Labor
Final A s s em b ly -2 0 hrs .
Test
-1 0 hr s .
Inspection
5 hrs.
Total lab or

Department

Pe r unit
inc luding
startup

$

Material

Pe r unit
cost af ter
startup

20.00
60.00
40.00
120 .00
90.00
255 .00
50.00
25.00
10.00
85 .0 0

Acct'g

50 .1
$2,07 9.00

Estim ated unit G.P. includ ing s tartup

$1,92 1.00

Percent

4 8 .2 %
$4,000 .00

The cost estimating file is generated using the current engineering bill of material structure. It is
maintained separately from the master file and the
current standard cost file. The engineering department has the responsibility for inputting to the
cost estimating file any further structure changes.
In the case of a new product, many changes from
the original engineering structure will occur. As
the file is established, it is matched against the
current standard cost file to pick up the standard
costs on all active parts. The accounting department then inputs costs for all parts that are in the
file with zero cost.
The cost estimating file is prepared in two sections. The first section is a numerical listing of all
parts in the product and includes the standard
cost codes which indicates the source of the cost
data. It is important to know the source of all
costs for future cost tracking and performance
evaluation of the estimated costs. The standard
cost code listing would appear as follows:
MA NA G E M E NT AC C O UNT I NG /NO V E MB E R 1976

L .S T E F F E NS
Orang e Co unty
Chap ter, is a Financ ial
Analyst at the Scientif ic
Ins truments Division of
Be c km an I nstrum e nts ,
Inc., F ullerton, Calif. He
holds a B .B.A. deg ree
fro m Calif ornia S tate
Unive rs ity,

10.00
25.00
5.00
10.00
(5 .0 0 )
45.00

Es timate d unit c os t includ ing startup

Se lling p ric e -Ne t realized pe r unit

tivh

Code
E
M
P
D
A

Marke ting

$4,000 .00

Source of cost
Electronic assembly (in- house)
Machine shop and fabrication (in- house)
Purchasing dept. (in- house)
Engineering estimate (developmental parts)
Assembly (labor)

A part number in the cost estimating file that has
no cost code would indicate an active part using
the current standard cost.
The second section in the cost estimating file is
the assembly parts list. This section lists the component parts in all assemblies, and shows a total
material cost for each assembly. The material
cost, combined with the estimated labor and overhead cost, must then be entered into the cost estimating file opposite the appropriate part number.
The costs are obtained by the accounting department from information supplied by in -house
purchasing, machine and fabrication shops, electronics, and assembly departments. These cost
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"In most
business
environments,
a new product
is rarely
completely
new.. ."

supplying departments each receive a copy of the
cost estimating file as well as engineering drawings along with the order quantities or lot quantities for each part that requires a cost. The cost
estimating personnel also review the breadboard
model in order to include any product improvement or cost reduction ideas they may have before
establishing their costs. This same review procedure is followed by production personnel in order
to estimate assembly, test, and final quality control inspection times for the new assemblies. The
quoted costs and the assembly times from the
source departments are returned to the accounting department for input into the cost estimating
file, The manufacturing overhead which must be
added to the part cost prior to its input into the
file is handled by the accounting department.
These cost estimates, supplied by the functional
manufacturing departments, later become the
standard costs for unit cost performance evaluation.
Confirmation of Estimated Standards
From the earliest breadboard model to the first
production run, regular review sessions are held
with in -house personnel who represent all phases
of the manufacturing process: machine shop and
fabrication facility, plastics fabrication, electronics
manufacture, assembly, quality control, field service, and test. Manufacturing input is most important at these reviews because an understanding of
production processes and new techniques must be
conveyed to the designers and project engineers.
Only through communication and feedback will
the optimum manufacturing efficiencies be realized. For reliability and specification performance,
the production and quality control groups and the
project engineers must evaluate the prototype and
any engineering design changes. They must inspect the physical unit for a potential reduction of
parts, consolidation of parts for more efficient fabrication, substitution of materials, more efficient
electronic circuitry design, after sale serviceability, etc. Once a potential cost- reduction has been
determined, a quick cost/benefit analysis can be
made; if it yields positive results, the changes are
incorporated into the engineering design and bill
of materials. Any changes in design will obviously
require revised cost estimates by the producing facility.
Of equal importance is the review and confirmation of previous cost estimates made by these
groups. Their estimates will be treated as if they
were a vendor's quote and will not only affect the
profitability of the product, but will also be the
basis of each producing facility's performance
evaluation. Before the prototype gets full approval, these costs as well as outside vendor quotes
must be confirmed. Purchasing will have a very
important function in maintaining the accuracy of
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all quotes. Future unit cost tracking can then
highlight variances from the estimated costs.
Estimated Variances
In most business environments, a new product
is rarely completely new; it is rarely designed
completely from scratch.' Usually it has a foundation based upon some current product, operational techniques, or procedures. Because of these
commonalities, it is possible to extrapolate the
variances from the products currently being manufactured to the expected variances of the proposed new product. By means of a review process
with the manufacturing, marketing, service, and
quality control groups, the current product can be
compared with the proposed one. These groups
will attempt to estimate how the physical differences between the two will affect the after startup
variances. As in the situation with the estimation
of the standard costs, these variance estimates
must be given more than cursory attention. The
performance of the various facilities will be measured by means of their ability to meet the estimated variances.
Start -Up Variances
Start -up variance estimates are usually based
upon the plant's previous experience with new
products. However, there are a few specific items
that require consideration. For example, the manufacturing variance is a "learning curve" cost
based upon the principle that variances from standards will be reduced as the quantity produced
increases. A curve of 20 percent is often applied to
assembly operations. This curve indicates that a
20 percent reduction in actual labor costs will occur each time the cumulative quantity produced
doubles. Computation of the variance is made between the end of the pilot run and the end of the
first production run, at which time a 100 percent
performance is projected. This variance cost utilizes the actual cost per direct labor hour, plus 100
percent variable overhead. Installation and warranty variances are also subject to this type of
analysis, however, it must be realized that the design and specification review previously mentioned can often determine the magnitude and
longevity of any start -up variances.
Release to Manufacturing
Prior to the release of the project to manufacturing for the pilot run, a final business plan must
be completed. This analysis should confirm previous studies which were the basis of the original
investment's justification. Included will be another marketing review of the generic and specific
markets in which the project will compete: the five
year distribution plan including the number of
units and dollars to be shipped, five year forecast
of consumables and other ancilliary marketing
MANAGEMENT ACCOUNTING /NOVEMBER 1976

projects and sales expense forecast (included also
should be a specific marketing plan of action),
sales and service inventory projection, and after sale installation and warranty costs. Manufacturing will be required to include a five -year inventory plan and a requirements forecast for facilities,
equipment and tooling for all production centers
involved in the project. Finally, engineering must
present the actual to -date investment in the research and development of the project as well as
the anticipated cost of future applications engineering, line maintenance and continuing engineering. This volume of data accumulated by the
accounting department will provide a complete
picture of the project, the commitment of each

department of the organization, and it will allow
for a valid analysis of present value and return on
investment of the project.
Of considerable importance is the review and
acceptance and subsequent commitment by manufacturing to the final estimated unit costs -material as well as labor. Upon the approval of any
revised facts and the confirmation of the unit cost
by management, the new product will be released
to the manufacturing floor for a pilot run.
Tracking Pilot and Production Runs
In order to track the costs of the pilot run, visa bility and accountability must be emphasized. Visability can only be achieved if the pilot run is set

Exhibit 3
UNIT COST TRACKING-B A S I C WIDGET A
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Developing Building Replacement
Costs for SEC Disclosure...

Many companies are faced with the need to determine the replacement cost of their productive capacity.
The SEC has indicated that several methods are suitable. These are:
1. Unit Pricing — determining current costs per unit.
2. Indexing — applying indexes to existing fixed asset records.
3. Direct Pricing — obtaining vendor quotes.
4. Functional Pricing — engineering analysis of production facilities.
To develop replacement cost for buildings, methods 1 and 2 above are most appropriate. Whichever approach is adopted, Boeckh (bek) Publications can help. Boeckh develops both current unit construction
costs per square foot (method 1) and building cost indexes (method 2).
We recommend, wherever possible, that companies develop SEC replacement cost data for buildings on a
unit pricing basis using current construction costs. As compared to indexing, unit pricing has the following
advantages:
• Fixed asset records are often incomplete and inconsistent.
• Changes in construction techniques have occured over time; indexing may perpetuate the higher
cost of outmoded facilities.
• Capitalization policies (e.g., interest during construction and in -house labor) typically have been
handled in different ways over time,
• Excess construction costs may have been incurred for any building which has been added to or
remodeled.
• Analysis often will show that current production approaches would utilize fewer square feet as compared to existing facilities.
Standardized models of most common types of commercial and industrial construction have been developed and are maintained by Boeckh. Boeckh also accumulates labor and material costs (which can be
applied to each model) for over 200 geographical areas on a current basis. To receive accurate and reliable
current replacement costs, clients need supply minimal (first 8 items on form shown) building information.
From this information Boeckh can assume specifications of a complete building which would lead to the lowest replacement cost consistent with the planned use. Replacement costs can be developed promptly and at
low cost, usually for less than $100 per location. Furthermore, such replacement cost can be updated in
future years and at lower fees.
To find out how Boeckh can provide prompt, accurate and supportable replacement cost information on
buildings, phone 414- 271 -5544 or write George Trimmer or Bob Morton. They can provide samples of the
type of information used by other clients. They will be glad to discuss the various approaches which you can
utilize to meet replacement cost requirements of buildings, within current SEC time deadlines.
For December 31st fiscal year companies, it is not too late to develop accurate replacement cost of buildings.
If you have not yet developed replacement cost for buildings, we recommend
the Boeckh method of unit pricing. If you have already developed replacement costs — using some other technique — we recommend checking the
validity of the results with information from Boeckh.

016h BQECKH,
PUBLICATIONS

A Division of AMERICAN APPRAISAL ASSOCIATES, INC.
525 East Michigan Street • Milwaukee, W isconsin 53201
Phone 414 - 271 -5544
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"It is not
unusual for the
pilot run units
to cost twice
the expected
costs . . . "
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up as a separate job. It is important that the direct
labor, material, overhead and variances be accurately charged to the pilot run. Any deviation
from this policy could result in over optimism and
a complacent attitude concerning cost reductions
or it could create an unwarranted desire to reduce
costs before a complete audit. It should, therefore,
be emphasized to all manufacturing personnel and
others who could charge the project, that the accuracy of their charges are as important as any
other aspect of the project's development.
Exhibit 3 presents a cost tracking summary that
includes data for the pilot run as well as the data
from the original engineering estimate and the final estimated standard cost. As each of the pilot
run jobs close, the costs should be related to the
number of units transferred, so that a unit cost
can be calculated. Usually, a pilot run can be broken down to about three or four separate jobs for
tracking major subassemblies. This division of the
pilot run will allow us to follow any learning
curve patterns and efficiences of production. It
should be emphasized that the goal to which all
parties have committed themselves is the final estimated cost, listed on the cost tracking sheet.. It
will always be against this cost that pilot run and
regular production run unit costs will be compared.
It is not unusual for the pilot run units to cost
twice the expected costs, however, any significant
deviation from the estimated standard material or

labor costs must be analyzed, explained, and accompanied by a written plan of action to bring the
costs back into line with the standard. Update reports of this nature should be provided to management to assist in monitoring and evaluation.
Exhibit 3 also illustrates the update report that
provides management with this visibility of costs
and variances, As in the case of the pilot run, the
production runs for the first year should be maintained as a carefully guarded separate entities
which will receive only those charges specifically
identified to them. To repeat, only if there is accuracy in the charges assigned to the project will
there be accurate analysis of unit costs.
Conclusion
The major benefit of unit cost tracking is in
achieving a specific predetermined cost which
leads to unit profitability. It requires teamwork
within the company and all departments are expected to perform to their cost estimates. Another
important feature of unit cost tracking and reporting is that it facilitates information flow and
communication. However, the long range benefit
provided by this type of cost tracking lies in the
ability of the company to control new product introductions and the profitability of the firm.
1:1

' Occasionally. a new product will be based upon a technological breakthrough
or a process which is new to the company. This situation will require more
crystal ball techniques than before, yet the procedure is much the same.
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SCAT —A Process of Alternatives
Presidential candidate Jimmy Carter talks about zero -base
budgeting for the Federal Government. Here's how the concept
was applied to a school district budget in Greece, N.Y.

By Arthur F. Brueningsen
In contrast to the heydays of the 50's and 60's
when educational planning consisted mainly of
deciding how quickly school facilities and staff
could be added to accommodate a burgeoning
population, the 70's may be characterized as
"planning by crisis," Faced with a slowdown in
the rate of growth of both students and property
tax base, runaway inflation, increased demands
from employee unions, and an apparent ceiling on
state- funded aid, school districts have been hard pressed to predict total current expenditures,
much less the leveraged impact on the local property tax rate. The result has been to wait and see
how it comes out. Too often, the bottom line is
defeated budgets, austerity, and crisis cuts.
In the Greece Central School District, Greece,
N.Y., a middle socio- economic suburb of Rochester, a new technique was developed and implemented in planning the school budget. It is called
the "SCAT process ", a term applied to the comprehensive process of functional budgeting, analysis, reporting, and planning. It represents the adaptation of a broad range of management accounting practices to the unique needs and problems of
a public school system. The process (1) applies the
concepts and procedures of zero -base budgeting,
(2) incorporates the features of a broad based
community /district suggestion system, (3) adopts
accepted financial reporting practices and (4) provides a sound basis for short term and long -range
planning.
The District has an annual operating budget approaching $30 million, employs about 1,150 fullMANAGEMENT ACCOUNTING /NOVEMBER 1976

and part -time professionals and support staff to
serve over 13,000 pupils in the nineteen schools,
grades K -12, and has a fine record of community
participation generated by a large number and diversity of volunteers. It conducts fully self -supporting continuing education courses and activities servicing almost 30,000 persons annually.
In New York State, school district budgets require resident voter approval. After several defeats of the proposed 1975/76 budgets, adoption
of austerity, and a successful referendum to add
back interscholastic sports and extended busing,
the board of education was approached with a
proposal to restructure the entire budgeting process. The proposition came from the district's
Community
Education
Advisory
Council
(CEAC), an established organization of community delegates from each of the 19 school units and
other town and civic groups with an interest in
education. The council expressed to the board its
increasing concern over the adverse consequences
of three major budget defeats in five years, the
need to reestablish community confidence and district credibility, and the fear that militant anti -tax
groups would form and ultimately destroy what
was considered to be an excellent educational system.
The CEAC proposed the formation, and offered
the services of, a team of community volunteers
trained and experienced in modern financial management techniques to evaluate, independently
and objectively, the district's cost structure and
budgetary process. The effort was to be identified
as "SCAT" —the School Cost Analysis Team.
While the risk of failure was high in terms of
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"In zero -base
budgeting there
are no 'givens'."

lost time and wasted effort, confidence in the community organization and full recognition of the
potential benefits prevailed. The offer was accepted, and necessary commitments made.
The charge to the team from CEAC was to find
answers to the questions people seemed to be asking when they rejected the budget at the polls.
"Are we getting our money's worth ? ", "Are we
getting the most we can for what we are paying ? ",
and "What can be done about this whole situation?" Specifically, the charges were to analyze
school costs in terms of a cost/benefit approach
and to make recommendations for the next budget
coming up. The idea of how to go about this —
that is, zero -base budgeting —and the formation of
the School Cost Analysis Team came together at
the same time and the process began.
The zero -base budgeting (ZBB) concept, developed by Peter A. Pyhrr and introduced in 1969 at
Texas Instruments, has been applied in a variety
of settings. It was applied in Southern California
Edison, for example, and later in the State of
Georgia when Jimmy Carter became governor
there. ZBB popped up again more recently at Xerox.
The people who formed the team were contacted through the local chapter of the National Association of Accountants. They included the manager of Corporate Financial Reporting at Eastman
Kodak as chairman; the comptroller of Tobin
Packaging Company; the former comptroller of
the Rochester Diocese; an associate professor in
the College of Education and in the Graduate
School of Management at the University of Rochester; and a program manager at Xerox, who
worked directly with the application of zero -base
budgeting there.
Approach to Functional Budgeting
Zero -base budgeting is not a magic formula, but
an attitude, woven into a structured analytical
process. As most administrators know, the usual
approach to budgeting is to begin with the present
level of operation and spending and then carefully
justify the new programs or additional expendi56

tures desired for next year. In zero -base budgeting
there are no "givens." It starts with the basic
premise that the budget for next year is zero —and
that every expenditure, old and new, must be justified on the basis of its cost and benefit.
That's the concept. But to ask a manager to
start from nothing, invent a whole new way of
operating, and then measure the benefit of everything he would do in relation to its cost would be
mind - boggling at best and so impractical that it
would likely never be done.
So the discipline of zero -base budgeting takes a
different approach —in fact, a reverse approach —
to this problem of justifying everything. What it
says is this: Begin with where you are and establish a business -as -usual budget for next year —the
same way, and the same things you would do if
you weren't concerned about constraints or total
justification. Then start by asking, "What would
happen if I didn't do this particular function at
all ? ", and measure the impact of doing away with
it completely. When you've done that, you have,
in effect, backed into a cost/benefit analysis. Instead of justifying where you go from zero up, you
start from where you are and evaluate what would
happen if you went down. This comes out to be
the truest form of cost/benefit analysis, for that
function, in that place.
The nature of this process is function oriented.
You don't think in terms of a department, or a
certain number of people in a certain place, but
rather in terms of the functions being performed.
In the case of a manufacturing application, for
example, a production control department might
do short term and long -range planning, as well as
quality control. You divide it up to say, suppose I
didn't do any long -range production planning,
what would that cost me? How much would I
save? You would then measure the potential loss
(in earnings from lost sales) against the amount
you might save in immediate staff reduction. The
other functions would be similarly analyzed. This
process leads into the discipline of cost/benefit
analysis in zero -base budgeting —begin where you
are and start playing off alternatives.
Virtually everything you do resolves to a selection among alternatives. In zero -base budgeting,
the process of alternatives is more rigidly defined.
Having measured the effect of eliminating a function, you next must define what would happen if
the function were reduced to a lower level of service. What would be saved? What would be the
consequence of providing less or delayed service?
Then you start all over by asking: Now, how
could I provide these lower levels of service by
doing things in a completely different way and at a
lower cost? Thus, you are considering two types of
alternatives simultaneously. It is the marriage of
those two types into a defined system that is the
essence of zero -base budgeting as it is being apMANAGEMENT ACCOUNTING /NOVEMBER 1976
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Exhibit 1
GREECE CENTRAL SCHOOL DISTRICT
DECISION PACKAGES
Group

Code

Package Name

A1.1. 010.0.00.0.000
A1.1. 020 - 0.00.1 -000
A1.1. 020.0 -00 -2.000
Al -1. 030.0.00.1 -000
A1.1. 030.0.00.2.000
A1.1. 030.0 - 00.3.000
A1.1. 030.0.00.4 -000
A1.1. 030.0 - 00.5.000
A1.1. 030.0.00 -6.000
A1.1. 030.0.00.7 -000
A1.1. 030 - 0.00.8 -000
Al -1. 040.0.00 -0.000

Board of Education — Operation
Clerk— D istrict Meeting
Clerk— Records
Finance Treasurer
Finance Aud iting
Finance Tax Collection
Finance Insurance
Finance —BOCES Administration
Finance — Assessments, Claims, Etc.
Finance — Inter -Fund Transfer
Finance Debt Services
Legal Services

Staff

A1.2- 100 -0 -00 -0.000
Al -8- 110.0.00.0.000
Al -6- 120.1.00.0.000
A l -7-120.2.00 -0.000
Al -5- 130 -0- 00.1.000
Al -5- 130 - 0.00 -2.000
Al -5- 130 - 0.00 -3.000
A1.5- 130 -0 -00.4 -000
Al -5- 130.0.00.5.000
Al -5- 140 -0 -00.1 -000
A1.5- 140 -0 -00.2 -000

Superintendent of Sc hools
Com munity Re latio ns
Personnel
Employee Relations
Accounting — Budget
Manag ement
Accounting -- General Accounting
Control
Accounting —Cash Control
Accounting— Accounts Payable
Accounting — Payroll
Pupil Accounting— Census
Pupil Accounting— Attendance

Ins truction

A1.3. 200.1 -00 -0 -000
A1.3. 200.2 -00 -0 -000
A1.3. 200.2.00.0 -040
A1.3. 200.2.00.0 -680
Al -3. 220.1 -bb -0 -010
A1-3. 220.1 -bb -0.040
Al -3. 220.1 -bb -0.060
Al -3. 220.1 -bb -0.100

&

&

Board of
Education

Ins tructio nal Manage me nt

—

Pupil Services Coordination
Pupil Services — Nurses
Pupil Services — Tutors
Ele me ntary Prog ram s— Building Adm in.
Ele me ntary Prog ram s— Nurses
Ele me ntary Prog ram s— Lunc hroo m Monitors
Elementary Programs —K -6
Language Arts
— M at h
Social Studies
Science
Fam ily Living
Elementary P rograms —Art
Ele mentary P rog ram s— Music /Vocal
Ele me ntary Prog ram s— Mus ic /I ns trume ntal
Elementary Programs — Physical Education
—

The people in the district have identified 150 of
these decision packages. (See Exhibit 1). The documentation spells out for each of these packages a
statement of the program and goals —what the
function is supposed to be accomplishing, the resources required, the units of measure appropriate
to the function, some quantitative measures and
some subjective benefits. (See Exhibit 2).
Most of the detailed work, of course, was done
by the staff in the district (e.g., principals, curriculum coordinators) who know best what they are
doing. It is essential that this work be done by
those administrators and managers who know
what they are doing, why they are doing it and
how they might do it differently. Once the decision packages had been defined and developed, the
next problem was to identify the expenditures involved for each. (The major account codes used
are presented in Exhibit 1.)
It is important to note that the team started
with the current year's budget, identifying decision packages and costs in terms of the 1975 -76
budget. This approach provided the opportunity
to observe the functions and to assure that all
costs were accounted for.
As an example, the elementary program budgets are broken down into 13 packages, showing
administration, nurses, lunchroom monitors, vocal music, psychological services, tutors, and K -6
basic instruction. In the junior high programs,
there are 19 decision packages. These include language arts, social studies, math and science.
The senior high program is even further disaggregated. Other groups of packages have to do
with instructional management, maintenance,
general board operations and the various staff
functions that are required. These are all spelled
out in terms of how many people in a job, how
many are certified versus non - certified, what is the
salary structure, the equipment expenditures, materials and supplies, textbooks and other materials
required, and regional service center costs. All
district functions were identified by the set of deci-

Start with two
benchmarks —
"where you
were, and
where you are
going ..."

—

Defining Decision Packages

sion packages. In addition, managers applied appropriate units of measure to the packages, such
as cost per pupil. Physical education, for example,
based on the number of children in elementary
school, costs $44.20 per student per year, while
basic instruction in math, language arts, social
studies and science costs $755.50 per student per
year.
After the team was assured by tests applied to
the current budget that the system would work,
the next step was the development of a business as -usual (sometimes called "maintenance of effort") budget. In this concept, the team asked the
district to put together what would normally be
done for next year's budget by taking the programs that are in place and advancing them a
year. The build -up of next year's budget to arrive
at a business -as -usual posture provides two benchmarks —where you were, and where you are going
if nothing is changed.
Starting from the business -as -usual level, the
team went on to the next step: developing new

Al -3- 220.1 -bb -0.410
A1.3. 220 -1 -bb -0.460
A1.3. 220 -1 -bb -0.480
A1.3. 220.1 -bb -0 -510

—

plied in Greece Central School District.
Because the school system is structured on a
standardized State Education Department accounting system, the team first examined the account structure. It was apparent that the SED account structure would not provide a useful framework for functional budgeting. It doesn't provide
for analysis, nor does it tell you what you are doing, or how. The team had to break down the
district's costs into programs or functions, which
are called "decision packages." Decision package
is a term out of zero -base budgeting, and it merely
means the identification of a function and its related cost into an easily handled unit, about which
relatively independent decisions can be made.
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Choose one of
three: business as- usual, the
cutback or the
minimum.

alternatives. This definition of alternatives is the
most interesting, most exciting, and by far the
most difficult part of this whole process. The team
asked for the development of alternatives which
would represent three different levels of service.
The highest level is the preferred level, which is
business -as- usual —but not blue -sky projections,
or wishful thinking just where the program
would go in the normal course of business. The
second is a reduced level, similar to austerity in
which the level of service would be cut back. The
third and lowest is the minimum level of service,
which represents that which is absolutely legally
required. The bare minimum described for some
functions, of course, would be nothing. The result
is identification of the business -as- usual, the cutback and the minimum —three different levels of
service for each "decision package" or function
performed.
Then, for each level of service, the budget managers were asked how that level could be provided
in a different way —an approach that has never
been used, a reorganization of the way things are
done, an innovation.

For example, using the area of transportation,
the preferred level of service might be the present
policy of the board regarding maximum walking
distances. The minimum level of service —the far
end of the spectrum —has been defined because
there is a state requirement; therefore, somewhere
in between would be a reduced level of service,
which might be different walking distances or seasonal busing. But then within each of those three
levels, the transportation director might say: my
alternatives are 1) operate my own bus system, or
2) hire buses from the transit system or other contract service. This would result in a double set of
cost alternatives —three costs related to the three
levels of service and two alternatives for each of
those levels. Thus, the budget manager begins to
get an array to choose from. Instead of the present
way of doing things versus nothing, there is a
range of alternatives in between. Each of the 150
decision packages was looked at in the same way.
That is, what would happen if the level of service
were reduced and, more importantly, how could
things be done differently to accomplish the same
results at lower cost.

Exhibit 2

A
B
C

LEGAL REQUIRE,
CONTRACT REQUIRE
BOARD POLICY

-

LANGUAGE ARTS K -6

-

CODE

PACKAGE NAME

-

GREECE CENTRAL SCHOOL DISTRICT
DECISION PACKAGE

RESOURCES REQUIRED
DIRECT COSTS —

CURRENT
YEAR

NEXT
YEAR

CHANGE

SALARIES
FRINGE BENEFITS
EQUIPMENT
SUPPLIES
MATERIALS
CONTRACT SERVICES
BOCES
&

—

TOTAL
SPECIAL FUNDING — SOURCE
_YES
_ NO

&

SERVICE REQUIREMENTS 1) Data Processing; 2 ) Print Shop (RAP
LA. Currie); 3) IMPC —RAP mastery disb urs eme nt, 4) Courier (RAP);
5) Procure ment; 6) T ransp ortation; 7) Te sting
Evaluation.
&

STATEMENT OF PROGRAM AND GOALS Lang uage A rts at the
elem entary level fo cuse s on the de ve lo pm ent of basic skills in
listening, reading /lite rature and writing (includ es g ramm ar /us age, spelling, comp osition, hand writing , mec hanics ). The program is de signe d to assis t eac h student to d evelo p his lang uage
from an early listening and spe aking em phas is, moving d evelopmentally into reading and writing com pe tencie s. As ses sme nt of
individual s tud ent growth in reading is f acilitated via a co mputerbased benchmark system consisting of twenty -six sequentially
develo ped leve ls. The pro gram relate s d ire ctly to mis sion characteristics: 1f1) Basic Skills— identification and de ve lo pm ent in
me as urab le te rm s the basic skills o f re ad ing, oral and writte n
co mm unic atio n, lis te ning , and re as oning. +#4) The Instructional
Program — reflects the development (in a three -year process) of
curric ula designed (1 ) to allow stud e nts to progress at the ir
own rate, style, and need, (2) base d o n the interrelatio nships
amo ng s ub jec t and skill are as thro ug h p ractic al ap plic ation and
practice o f language arts skills in co ntent areas.

arts:
K -3
4 -6

—

QUANTITATIVE MEASURES
All K -6 students (6,6 06) are
ins tructe d d aily in language

-

BENEFITS
1. Provides ins truction of s tude nts in basic s kills ess ential to
bec om e lite rate , func tioning ind ivid uals in our so ciety.
2. Provides stud ents with op p ortunitie s to be taught at the ir
level, pace, and in sequentially de velo pmental ste ps which
are articulated K -12.
3. Provides the teacher with well- defined objectives and instruc tio n m ate rials whic h s upp ort the teac hing of tho se ob jectives.
4. Pro vid es the teacher with the tools (RA P) to de te rmine each
student's instructional needs and ac hievem ent —a pre- requi•
site for providing stud ents with approp riate ins tructional

CURRENT
YEAR

NEXT
YEAR

2 to 3 hrs. daily
1 1/2 to 2 1/z dire ct
instructio n daily,
ind irect instruction
occurs via application
of skills in all
othe r c onte nt.

programs.
ALTERNATIVES ATTACHED
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DATE

PREPARED BY
YES

NO

Mari Lehman

11 /2 6 /7 5
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1,000 Ideas
One of the unique features of the SCAT process
was the way in which alternatives were developed.
The plan for development of alternatives provided
for the building principals to meet with their
staffs, discuss the whole project, and develop ideas
on how things might be done differently. Then, all
of the elementary principals would get together to
consolidate their ideas, and all the junior and senior high school principals would also get together
to combine their suggestions. These would feed to
the next level of instructional management, then
to the Superintendent, and finally to the Board.
Here, an interesting thing happened —if the principals were going to meet with the staff, it made
sense that everyone who might have an idea about
what someone else is doing, as well as just his own
area, should be included. The alternative generation process expanded to the point where everyone was offered the opportunity to make suggestions. If the custodians felt that the teachers could
save money by doing something differently, they
had the opportunity to say so. Furthermore, suggestions could go through the line organization, if
desired, or the opportunity was opened to send
them directly to the Superintendent. The result of
this process was a book containing approximately
1,000 different ideas that have come from the people in the school system on how to do things dif-

ferently, suggestions on how to improve the system, or how to save money.
While this process was going on within the
school system, the community was also at work.
Presentations were made to various groups within
CEAC, and anyone else who wanted to come. The
community had the opportunity, in work sessions
and by mail, to make the same kind of suggestions. A companion book of suggestions was developed containing several hundred suggestions
and ideas from the community.
Together, these books represent a "shopping
list" of valuable suggestions for reducing cost or
improving efficiency. While those ideas that could
be adopted were, many more remain as possibilities for the future. A number of these —as well as
the alternatives developed by the administration —
will require modifications in teacher contracts,
state education department regulations, or local
board policies.
The recognition of these constraints was incorporated in the initial design of the decision packages. A coding system was used to designate
whether the function was "A" legally required,
"B" required by contract, or "C" a matter of local
board policy (refer to Exhibit 2). These designations provided the first cut as to how much could,
in fact, be changed in the current year. On this
basis, the options for immediate versus longer

01

1,000 different
ideas . . . on
how to do
things
differently
or how to
...
save money."

Exhibit 3
Balance Sheet

1,478 ,924

$

77,857
160,158
48 ,8 74

1,765 ,813

$29 ,4 89 ,1 21

TOTAL ASSETS

668,042
22, 530,192
6,6 30,709

$29 ,82 8,9 43

TOTAL LIABILITIES & NET WORTH
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8,61 1,37 1
242 ,6 98

308 ,2 50
575,000
100,000
255 ,0 00
4,252 ,530

1,5 05,414

$

4,6 55 ,7 01
$14,529,000
4,3 64,996

20,87 7,7 50
$27,038,865

$10 ,93 4,9 47
543 ,7 38

8,8 54 ,0 69
$35,892,934

$

$
$

$15 ,83 7,0 00
5,0 40,740

4,6 38,000

$40 ,51 9,1 62

429 ,8 28
522 ,1 06
103,480
450,000

$

Performance Bonds /Deposits received
Long -term liabilities:
Bonds p ayable
Bond intere st payable
Total Liabilities
Net worth - Taxpayers' Eq uity
Fixed assets less long term
liabilities
Equity balance available

6,0 52,219

$35,892,934

$

LIABILITIES & NET WORTH
Curre nt Liabilitie s:
Accounts Payable
Taxes (FICA) Payable
Colle ctio ns in advance
Tax rece ipts in advance
Apartm ent o wne rs ' c laims
FSD taxes collected

50,000

4,6 38,000

$

668,042
22, 530,192
6,2 90,887

1,4 24,689
255 ,0 00
4,2 52,530
70,000

$

$

Projecte d as of:
June 3 0, 1976

$

Performance Bonds /Deposits held
Fixed Assets (at cost):
Land
Buildings
Equipment

As of:
June 3 0, 1975

$

ASSETS:
Current Assets:
Cash - operating
apartme nt owne rs claims
Cash - escrow, FSD taxes
Accounts Receivable
Receivable • Federal Funds
Inventories

1

5,4 90,780
4,6 55 ,7 01

18,8 93,996
$29 ,04 0,4 77

11,4 78,685
$40 ,51 9,1 62
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"The . . . budget
was pruned by
over $1
million . . . and
passed on the
first ballot."

range change became apparent. It also became apparent that the last formal step in zero -base budgeting —the ranking of alternatives —would not be
necessary at this point.
Given the specific range of available alternatives
and a clear definition of constraints, the Board
was able to establish an objective for the current
budget proposal without going through the time consuming process of ranking all the alternatives.
The decision was made to select those alternatives
which would reduce cost without cutting into educational programs or compromising educational
objectives. The net result was that the business -asusual budget for 1976/77 was pruned by over $1
million without detriment to direct instructional
programs or students, and the resulting budget
was passed on the first ballot.
While the zero -base budget application was be-

Exhibit 4
Source & Application of Funds - 1975 -76
$ 1,478 ,924
242 ,6 98

CASH BALANCE -beginning
less: Equity balance applied
liquidation of tax rece ipts
in advance
BALANCE
FUNDS PROVIDED BY
STATE AID: Operating
Build ing
Transp ortation
BOLES
Textbooks
Special Continuing Ed.
MONROE COUNTY SALES TAX
OTHER: Continuing Educ ation
Com munity Swim
Interest on deposits
Tuition, re ntals, adm issions
Miscellaneous
Equity Balance Applied
Liquid ation of tax rec eipts in ad vance
PROPERTY TAXES

$
$ 8,0 33 ,0 66
1,123 ,122
542 ,7 06
88 7,55 0
146 ,5 25
7,5 00
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10,7 40,469
1,401 ,489

176,968
13,168
638 ,4 72
58,600
99 ,1 48

Federal funds for programs
add: increase in payables
decrease in receivables
TOTAL FUNDS PROVIDED
FUNDS USED FOR:
District Expend itures:
Salaries & wages
Employee benefits
BOCES
Supplies, Materials, Books
Utilities
Services, fees, travel, etc.
Insurance
Interest expense- current
Bond expense long term
Reductions in long -term debt
Additions to pro perties
TOTAL EXPENDITURES

450,000
786 ,2 26

$1 6,47 1,76 1
3,9 41 ,4 98
1,6 81,035
1,1 03,056
755,300
70 0,83 6
95 ,1 36
315 ,0 00
679 ,9 53

986 ,3 56
242, 698
450 ,0 00
14,3 69,124
$28 ,19 0,1 36
264 ,0 33
52,894
168.014

ing developed internally, the School Cost Analysis
Team turned its attention to the problem of communicating to the community financial information and the results of the various stages of progress.
Communication of Financial Information
Just as the existing account structure did not
provide for meaningful analysis, neither was it
found useful in communicating data. The problem
is illustrated by the fact that the approved "operating budget" for 1975 totaled approximately $32
million, while the expenditure related to education, including debt service and capital, was closer
to $28 million. The difference of $4 million referred to taxes which had been collected but were
held in escrow and were not to be spent. This
figure is more properly a balance sheet item but
the state accounting system requires that it be
passed through the operating budget, even though
it was not an expenditure.
The team also noted a general confusion in the
use of "cost " — namely between cost of operating
the district and cost in terms of the property tax.
This low level of recognition of the interplay between the sources of funds —state aid, other funds
and property taxes —and their uses confirmed the
need for a restructuring of the published district
financial statements.
For these reasons, all progress reports to the
community were carefully limited to an understanding of the expenditures required —the functions, their costs and related units of measure.
Only after the final state aid allocation was known
was the local property tax cause - and -effect relationship introduced.
To carry through this presentation, the financial statements were restructured into the conventional business format of a balance sheet, operating statement and source and application of funds.
In this case, the latter statements were combined
to emphasize the relationship and interplay between where the funds come from and how they
are used. Exhibits 3 and 4 illustrate the format of
these reports as originally presented. As with other components of the process, these statements
will be modified to reflect changing conditions and
needs.
Planning for the Future

$25 ,74 3,5 75
1,3 08,000
339 ,8 22
$27,391,397

Provision for apartme nt o wners claims
TOTAL

255 ,0 00
$27,646,397

Federally funded programs
Increas e in inventory
Decrease in payables, advance collections
TOTAL FUNDS USED

264 ,0 33
1,127
125,057
$28,036,614

Cash balance ending

$ 1,424 ,689

This is not the end of "SCAT." The process has
brought a new account structure which will provide a much more useful history of program budgets and actual expenditures for analysis and planning. Budget managers can now express their programs and services in terms of functions, cost, and
relationship to the overall educational goals and
operational objectives. And district management
has identified critical areas and programs requirContinued on page 66
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Federal Paperwork
And its Impact on You

By C. C. Candee
The Commission on Federal Paperwork was established on December 27, 1974, under Public
Law 93 -556 to find ways and means of lessening
the Federal paperwork burden placed on both
American business and individuals.
The Commission first met in October 1975, officially signifying the start of its two -year term. Bipartisan and diverse in nature, the Commission
has 14 members, representing Federal, state and
local governments, business, labor and the consumer.
Essentially, it is involved in both long -range
and short -range solutions to the paperwork problem.
The Advocacy division of the Commission has
ombudsmen to act on problems and grievances
from individuals that can be solved quickly,
Through coordination and close daily contact
with various Federal agencies, the advocacy division is able to make recommendations and assist
the implementation of legislation and executive
action to solve short -term problems.
Concurrently, impact studies seek to identify
the segments of society most seriously affected by
paperwork, and through evaluation and analysis,
provide statistical impact to the recommendations. The Commission does act promptly, as illustrated in two cases:
On February 26, 1976, the Ombudsmen
MANAGEMENT ACCOUNTINGlNOVEMBER 1976

Office received a complaint from a small
mushroom grower in California —he was
wasting thousands of dollars a year complying with duplicative information requests from the International Trade Commission and the Department of Labor. The
Commission staff sprang to action, contacting the two agencies involved and examining the two forms. Within a month,
the staff recommended that only one agency collect the information and distribute it
to any other interested agency. This was
reported to the Commission at their May
25th meeting. On the same day, the Commissioners endorsed a correlative Executive Order and requested early consideration by the President. On April 26th, only
two months after the original complaint,
President Ford signed Executive Order
11913, eliminating the duplicative requests
and reportedly assuring 1700 businesses a
20 percent reduction in paperwork as it relates to these forms.
Again, largely through the Commission's
efforts, Congress passed a law eliminating
Schedule A of IRS form 941 — allowing
employers to report wages annually instead of quarterly. Passed on December 20,
1975, it was signed by the President on
January 2, 1976, becoming Public Law 94202. The savings? An estimated $250 mil-

i

A California mushroom grower protests against government forms, and
a new federal commission springs into action, and brings about a 20%
reduction in paperwork. One success story of the "red tape" fighters
who need help from businessmen to stem the tide of wood pulp.

retired vice president of
the Chemetron Corp.,
and president of the
Chemicals Group, is
Business Liaison
Officer for the
Commission on Federal
Paperwork.
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Members of the Commission on Federal
Paperwork examine an 80- foot -long
application for an individual FHA loan. L. -r.,
Mark Littler, vice chairman; Gil Barrett;
Esther Peterson, Frank Horton, chairman;
and Robert Benton.
lion to business and $20 million to the Federal Government.
Long -Range Solutions
The Commission will provide long -range solutions through its various study groups, covering
such areas as EEO (Equal Employment Opportunity Commission), ERISA (pension reform),
OSHA, energy, procurement, education, income
security, and various regulatory programs. The
study groups' efforts are directed at eliminating
redundant, unusable, or unnecessary information
requests. A report on the Occupational Safety and
Health Administration, released on June 20,
makes 26 recommendations for improvement in
OSHA. The report has been promised prompt attention by Morton Corn, an assistant secretary of
labor (OSHA).
Finally, the Commission will take the investigation directly to the people in a series of nationwide
hearings and meetings designed to give the public
an opportunity to voice complaints, make suggestions, and discuss our findings and recommendations.
The culmination of two years of determined research, analysis, and action will be presented in
the Commission's final report to the President and
Congress in October 1977. But that is not the end.
Already a follow -up task force of interested people has been planned to track every recommenda62

tion to a final conclusion.
Just another Commission? The record speaks
for itself.
The business community has a major stake in
the success of this program and has a unique opportunity to realize the potential for relieving the
government - imposed burden. We are determined
not to approach this as a study of government
bureaucracy by government bureaucrats. To this
end, the Commission is composed of individuals
drawn from business, labor, consumer, education
and other groups, as well as senior elected and
appointed government officials. Our staff is a mix
of people with corporate, industrial and small business experience, as well as political, academic and
public service backgrounds. This diversity, together with broad public support, should result in positive action.
The assistance the Commission must have from
business and the public is data on just how much
it costs to comply with government information
requests. The cost impact of government reporting are those costs incurred by business in collecting, storing, analyzing and reporting data to, or
maintaining it for, government agencies. Extra
costs such as duplicative reporting, data reconciliation to accommodate overlapping requests, and
compliance that requires either additional record keeping or an initial retrieval from existing records should be carefully developed as a part of
this cost. Information costs associated with the
normal operation of the business should not be
included in cost impact studies.
Obtaining reliable cost impact data is considered essential to the success of the Commission on
Federal Paperwork. These data identify the reporting problems and form the basis for the Commission's recommendations to Congress and the
President and will insure consideration and adoption of paperwork reforms. They provide convincing evidence of the burdens involved to agency
heads and make possible negotiated changes in
various Federal programs. Just as importantly,
cost impact data form a base of comparison when
considering and evaluating alternative methods of
gathering information. They are also the main basis for comparing the cost vs. the value of the information received.
Last, but not least, the methodology of measuring impact should provide a means of evaluating
future legislation and regulations. It is hoped
meaningful cost data will discourage future excessive paperwork. It may, in fact, contribute to the
development of controls to prevent future legislation from giving unlimited information gathering
authority to agencies.
For further information call (202) 653 -5400 or
write: Public Information Office, Commission on
Federal Paperwork, 1111 20th Street, N.W.,
Washington, D.C. 20582.
❑
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Chapter /Member News

At Dallas Chapter, members who make outstanding
contributions to the chapter and the Association are
inducted into a Hall of Fame. Recently so honored were
Clarence F. Dunning and David F. Robertson, standing, and
Tim K. Ferguson, sitting. Others are spouses and guests.

Bermuda Group Flourishing

Exley Named NCR President

In June 1975, staff and elected heads of
the Institute of Cost and Management
Accountants, Society of Industrial Accountants, and NAA held an international conference in Bermuda. One result of this meeting of the British, Canadian and American management accounting organizations was the formation of a local organization called the
Association of Management Accountants in Bermuda.
What progress has the new organization made in the interim? Well, its
membership virtually doubled after
members and students of the Certified
General Accountants Assn. of Canada
residing in Bermuda joined. Six meetings were held and one drew more than
100 people, Two speakers flew in specially from the United States and one
was provided by the Bermudian government.
Sums up K.W. Harding, president of
the Bermuda group: "It is felt that a
reasonable start has been made and providing interest can be maintained we
look forward to playing an increasingly
important role in the Bermudian economy."
❑

Charles E. Exley, Jr., Detroit, has been
named president of NCR Corporation.
He also was elected an NCR director
and a member of the Board of Directors' Executive Committee.
Prior to joining NCR, Mr. Exley was
executive vice president, finance, and a
member of the four -man operating committee at Burroughs Corp. He has been
a member of NAA since 1965.
William S. Anderson will continue as
NCR's chairman and chief executive
officer.
0
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MAX FREEDMAN, Boston.
S.H. GARLAND, Ann Arbor.
HARRY H. HARRIS, St. Louis.
PAUL M. HOErER, Memphis, past president.
FERNAND R. LEWIS, Oakland -East
Bay.
WILLIAM T. MICHAELS, Seattle.
HAROLD L. MURPHY, Dallas,
ALMA W. OT ro, Washington.
JAMES G. POWER, Washington.
ALBERT L. PRICE, Pomona Valley.
HERBERT E. PYLE, Long Beach, past
president. SCMS.
CARL J. RISCH, Evansville, past president.
WALTER J. SIMONS, Detroit.
FRANK X. SLACK, St. Louis.
CASS R. SMYZER, Dallas.
Promotions and New Positions
ALBERT G. KRAEMER, Akron, has
been named manager of business plans
and financial analysis, Firestone Tire &
Rubber Co... . EUGENE D. RUE has
been named controller ofConval Corp.
ROBERT J. KOESTER, Boise, is now an
associate professor at Texas Tech University, Lubbock, Tex.
RALPH J. WINSTON, Calumet, is now
dean of the College of Business and
Public Service, Governors State University.
A.J. MONASTRA, Canton, has been
elected vice president and treasurer of
Superior Switchboard and Devices Div.,
Union Metal Mfg. Co.

Emeritus Life Associates
RICHARD C. BECHTEL, Philadelphia.
ROBERT J. BONNER, Providence, past
president. Stuart Cameron McLeod Society.
HOLLAND K. BYRNE, Louisville.
ROBERT CAMERON, North Jersey
Shore.
EDWARD J. COWAN, Lehigh Valley.
BORDEN B. Cox, Oklahoma City,
Michiana past president.
DUNCAN A. CROOKSTON, Member -atLarge, Australia.
JOHN D. CROUCH, Kansas City.
J.F. CROWLEY, Niagara, past president.

EXLEY

JOHNSON

Detroit

Fox River Valley

MARVIN V. MCCORMICK, Cape Canaveral, was promoted to manager of finance and accounting, Technicolor, Inc.
RALPH E. MCCORMICK, Charlotte
Blue, has been promoted to assistant
treasurer of W.A. Buening & Co.
DONALD L. HILLMAN, Cincinnati, was
63

named manager, general accounting,
Kenner Products, division of General
Mills Fun Group, Inc.

Time Off

LENNART T. ERICKSON, Colorado
Springs- Pueblo, has been promoted to
controller of Fountain Sand & Gravel
Co.
THOMAS P. PILKO, Connecticut Gateway, was named assistant treasurer of
Chestnutt Corp.
E.F. RONAN, Danbury Area., recently
was promoted to vice president, general
manager, Electro- Optical Div., Perkin Elmer Corp.
KENNETH W. KESSLER, Dayton, has
been named manager, financial management information systems at Hobart
Corp.... JAMES E. RIPLEY is now controller, Dayton Newspapers, Inc.
EVERETT H. CRANDALL, Delaware,
has been appointed director of finance
for the Mary Campbell Center, operating unit of L.T.C. Inc.
RONALD G. WADE, Des Moines, has
been named division controller, Hy -Vee
Food Stores, Cherokee, Iowa.
BRENT J. GARBACK, Detroit, was appointed chief financial officer, the Mies el Co.
LEROY J. SHERMAN, Dubuque TriState, has been named manager of accounting, A.Y. McDonald Mfg. Co.
RONALD E. ANDERSON, East Tennessee, has been promoted to assistant
credit manager, General Shale Products
Corp.
ANTHONY W. KING, Elmira Area, was
named plant controller, Lighting Products Div., Corning Glass Works.
JAMES D. FALLON, Erie, has been
named controller of Champion Industries, a division of American Sterilizer
Co., Winston Salem, N.C.
C.B. GREEN, Evansville, has been appointed manager, cost accounting, the
Lunkenheimer Co., a division of Conval
Corp., a subsidiary of Condec Corp.
JEANNE M. WHITE, Florida Gulf
Coast, has been named controller of Orange State Lumber.
ROBERT C. JOHNSON, Fox River Valley, recently was elected vice president,
controller, Barber - Greene.

''The Maintenance Department says they'll have your chair repaired in another
week or so!"

A Black Picture?
Not all British accountants have accepted the Sandilands Committee's
recommendation that the profession move to current cost accounting. Some view it as an unwonted
intrusion by government into the
profession of accounting,
James Dewhurst, writing in the
July 15, 1976, issue of The Accountant, has some cogent things to
say about this development in an
article, "Financial and Political
Consequences of Sandilands." He
writes:
"One might have felt that the
picture could not have been blacker
from the accountancy profession's
point of view. They have had forced
upon them a new system of accounting, one whose basic tenets
they do not share, and this after a
century of having their own views
accepted both in this country, and
in the many other countries who

have modelled their accounting systems on our own. And not only accepted, but regarded as right and
unquestionable.
"But worse was still to come. For
the very people who have been
landed with the problem of trying
to arrive at a practical solution to
these problems— through the committee set up to consider the implementation of the Sandilands proposals —are the accounting bodies
themselves. It's rather as if your rival decided you were to die, but
granted you the favour of co -operating in arranging the details of
your execution,
"Sir Winston Churchill, when offered the post of Viceroy of India
after the war, said that as a Briton
he did not wish to preside over the
break -up of the British Empire. The
accountancy profession apparently
feels differently."
E

A.R. BROWN, Hagerstown, is director
of finance at Jellystone Park.
B4

MANAGEMENT ACCOUNTING/ NOVEMBER 1976

DAVID F. BE AN , Hartford, is now chief
financial officer of the Connecticut Justice Commission.

ment Co., Seattle, Wash. He is a past
president of Los Angeles Chapter.

Executives and
Professional People

JAMES E. GUSTAFSON ,

BORROW up to

Memphis, has
joined Dyna Technology, Inc., Sioux
City, Iowa, as vice president of finance.

ALF RED C . GHEE ,

Hawaii, was promoted to partner at Peat, Marwick, Mitche ll & C o . . . . K A R L A . HA U S H A L T E R ,

JR., was named managing partner, Arthur Young & Co., Hawaii.... RONALD E. Ho has been promoted to general manager, Fisher Corp.... GEORGE
T. NOMURA is the corporate controller,
NO NAKA

presid ent an d controller, Geo. J. Meyer
Mfg. Div., A -T -O Inc.

O L D D . S A S AK I i s a p a r t n e r i n t h e n e w

RO BER T E. T R IMBLE ,

was pro moted to acco u n tin g
m an age r, Se rve o Pac ific, In c.. .. HA R-

Mohawk Valley, was
elected assistant treasurer of Homestead

Indiana East,
is the new controller of Walled Lake
Door Co.

JOHN S. FORBERG, Muskegon, is now
vice presid en t and auditor of N atio nal
Lu m b erm an 's Ba nk & Trust Co.

_

BIP IN

J.

ston- Salem, has been appointed treasurer an d con tro ller of Young - Phillips Co.
RIC HAR D

K. HESTON, Providence, recently was appointed manager of manufacturing accounting, Fram Corp.

F R ANK

A. MORDA, Long Island -Nassau, was promoted to controller at Columbia Ribbon & Carbon.

C AR L

W . H U M K E , Qui n cy A rea, was
prom oted to general sales manager,
Electric Wh eel Co.

JO S E P H D . C A N T R E L L ,

Massachusetts
North Shore past president, is now division controller of the Consumer Products Div., American Biltrite, Inc.
DOUGLAS E. NORBERG, Member -atLarge, USA, has been elected vice president of the Howard S. Wright Develop-

E. Wilson, Vice President
POSTAL THRIFT LOANS, INC., Dept.421 - 11
703 Douglas St., Sioux CRY, 1A 51102
S e n d c omp lete i nf or m ati on and a
Loan

'
'

,

Application.

Name.
Address
City

'

-_

M

.Ifllbb W

S tate _

.
Zip

l h , . IKP.
-MS,. !rwlI lf AlNn

M

Circle 5 on Inquiry Card

LAWRENC E

ACCOUNTANTS
WANTED

ARMSWORT H ,

J . A LT O N S PAINHO UR, P i e d m o n t W i n -

PHILIP R. RANNS, Ka lama zo o , is no w
controller for WUHQ -TV, Ch an n el 41.

ST EIN,

SCOTT

Peoria, has
been promoted to assistant manager of
accounting for the Illinois office, State
Farm Mutual Automobile Insurance.

ren, has been elected vice president of
Aarque Steel Corp .

F.

S H AH ,

.

Oakland County,
has been promoted to chief accountant,
Hot Sam Companies, Inc.

WILB UR J . BERNER, Jam estown -W ar-

NESTOR

703 Douglas St.
Sioux City, IA.51102

C A ME R O N E. H A L E ,

has

JR., succeeds him as director of
finance and administration, WHAS Inc.

R.

Niagara, has been
named co n troller of Com pressed Air
Com po nents, Buffalo.

MCCRACKEN
Westmoreland County

BROHM ,

Dept, 421.11

Savin gs & Loan.

HECTOR SOTO, N e w Yo r k , was nam ed
assistan t m an ager, control division, corpo rate b an kin g, Chem ical Bank.

Louisville, has
been promo ted to d irecto r of accou ntin g
and budgeting fo r th e Cou rier- Jo urn al
and L ouis ville Tim es Co .... OSCA R P.

POSTALTHRIFT
LOANS, INC.

C

J A N E M . BAR R Y,

DO NA LD W . T O WNS END ,

been promoted to controller, Jitney Jungle Stores of America, Inc.... THOMAS
G. MEADERs has been promoted to administrator of cash management and
control, Mississippi Power and Light.

If you need money . . it's good to
know you can borrow in utmost privacy
... by mail. We are geared to serve the
needs of the executive or professional
person. Signature only; no security required. Competitive rates, payments.
Prepay without penalty. Interest is tax
deductible. Mail coupon in confidence.

Mobile, has been
promoted to vice president for financial
affairs, Mobile College.

firm, Clay & Sasaki. . . . JAMES C.
TODD was named controller of Al Phillips The Cleaner, Inc.

E A R L B. M C N E E L Y , JR . , J a c k s o n ,

by Mall

DAR R ELL C . O R R wa s p r o mo t e d t o vic e

M c C o r m a c k C o r p . . . . G L E N D A L E S.

KRUEGER
Saginaw Valley

$IQ990 0

JOSEPH F. LoIACONO, Milwaukee, was
promoted to manager of corporate accounting and credit manager for Interstate Drop Forge Co., and its subsidiary, Interstate Southwest Forge Co... *

F.

D'ALE SSIO,

Ra r i ta n

Va lley, was p romoted to senior accountan t, Jo h n so n & J ohns on, Inc. ... WALTER J. WILK was prom oted to controller o f H am o n Cooling Power, division
of Research - Cottrell.

Walklin & Co., Inc. is offering exclu.
live 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.

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

NAME
ADDRESS

FREDERIC K C . KLINK, Reading, was

ap po in ted controller — chemicals group
of Cro mp to n & Knowles Corp.

CITY —
STATE _

_ZIP ___

W I L L IA M B. F LO Y D ,

Roanoke, has been
nam ed th e con trolle r of M edical ServCircle6 on Inquiry Card
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ices, Inc.... JAMES B. LEE is now a
partner, Brown, Edwards & Co.
MIC HAEL C . HOLVEY, Ro c h e s t e r , ha s

been elected vice president and controller of Wolfe Publications, Inc.
Valley, has been named president and chief
executive officer of Frankenmuth Mutual Insurance Co.
AR NO LD M . KRUEGE R, Saginaw

C ARL J . ST OC KDALE, San Jose, ha s

been named vice president and controller of the First National Bank of San
Jose.
South Jersey, is
now controller for Julian B. Steven Co.
MIC HAE L G. D OO LE Y,

has been
promoted to manager, business planning and analysis, Owens - Illinois, Inc. .
.. JACOB W. MASTER is now director of
administration, A.C. Ledbetter & Sons.
FRANK T . ALC ORN, Tole do,

US . P O S T A L S ER V I C E

STATEMENT OF OW NERSHIP, MANAGEMENT AND CIRCULATION
(R equired hl 39 U. S. C. 3685)
2 . D A T E O F F IL I N G

1 . T I T L E O r P U B L I CA T I O N

MANAGEMENT ACCOUNTING

1_Oc t.

_
_

Monthl
4. LOCAT ION OF KNOWN OF F ICE OF PUBLICAT ION (Streef, C i t y .

Co u n t y . S t a t e

and ZIP

$12.00

12
Co d e ) ( N ot p r i n te r s )

919 Thir d Av enue , Ne w Y ork, N.Y . 10 022
S . L O C A T I O N O F T H E HE A D Q U A R T ER S O R G E N ER A L B U S I N ES S O F F I C ES O F T H E PU B L I S H E R S ( N ot p r i n te r s )

919 Third Avenue
6.

New York

N.Y. 10022

NA MES A ND CO MPL ET E A DDRES S ES O F PUB L IS HER, EDIT O R. A ND MA NA G ING EDIT O R

PUB L IS HER ( No m e a n d A d d r e s s )

Nationa l Assoc iation of Ac count ants
and

( N a m e

G A R Y A . ZA R R IL Li,

919 T hird Ave.

N.Y. N.Y. 10022

Addhess)

MA NA G I NG e c t r o n ( N a m e a n d A d d r e s s )

Erwin S . Koval
7 . O W N ER

(11 ow n e d

NAA

919 Thir d Av enue

New York

N.Y.

10022

by a c o r p o r a t i on , IM na me a n d a d d r e s s mu s t b e . r a te d a mf al s o i mme d i a t e l y t h e r e u n d e r t h e n a me .

hol de r s own i n g o r holdings 1 pe r c e nt or mo r e or t o ta l a m o u n t o f , t a c h , i t no t o w n ed b y a e Q r pa r i t1 o . , t he n ame s a n d

THOMAS L. EVA, Waukesha Area, was
named manager— accounting, Koehring
Div., Koehring Co.

1_9_76

A . NO . O F 1 5 5 U ES PU B L I S HE D B. A N N U A L S U B S C R I P T I O N
PRICE
A NN UA L L Y

3 . F RE Q U EN CY O F 1 5 S U E

E D I T O R

Trenton, was promoted to salary payroll manager, Johnson & Johnson.

for each function being performed,
m anagers and adm inistrators can apply
sensitivity tests to define which elem ents
are m ost critical. Effort can then be directed to assessing the probability of
these occurrences and the alternative
actio ns th at m a y be required. The last,
and by far most im portant, step is to
inform the com m unity in advance, so
that necessary changes can be made in
an atm osphere of planning for crisis
rather than planning by crisis.

level of detail that can be tested by alternatives —the fixed and variable cost relationships needed for projecting future
fiscal directions are now available.
Th e process described here provides a
so u n d ap p roach to planning for contingen cies —that is, to ask the "w h a t if "
questio ns before they happen, and to
have a plan ready to cope with the
even t. Utilizing a well- structured source
an d ap plication of f unds analysis, togeth er with the costs and alternatives

own e r s mu t t b e F e e n .

and addressee of s to c h-

odd, . , , of

th e Ir l dl u ld ua l

i f ow n e d b y a pa r tn er s hi p or o t h e r u n i n c o r p o r a t e d f i r m, it s n a me a n d a d dr e s s . as w e l l ae t h a t a ( e a c h i n d l u i du a l mu d

be s toa o.)
A DDRES S

NA ME

Natio nal Assoc iati on of Acc ounta nts 1919 Third Ave.

New York N.Y . 10 022

C ALVIN D . MC C RAC KEN, Westm ore-

land County, has been elected corporate
secretary, Jeannette Corp.
C. WILLIAM CODY, Williamsport, has
been promoted to vice president —finance of the Bullard Co., a subsidiary of
White Consolidated Industries.

K NO W N B O NDHO L DERS . MO RT G A G EES , A ND O T H ER S ECURIT Y HO L DERS O W NING O R HO L DING

a.

B . F O R C O M PL E T I O N B Y N O N PR O F I T O R G A N I Z A T I O N S A U T HO R IZ E D T O M A IL A T S PE C I A L RA T ES ( 3 t e t ( o n 1 9 2 . 1 7 7 , PS M )
Th e p u r p O te .

Dayton, 1976.
B RES LE R, 69, Birmingham, 1973.
S . BRODNIT Z, 70, Lima, Peru,

lo.

ER IK

1969.
KE IT H G .

BROWN,

49, Pennsylvania

Northeast, 1971.
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GE O R G E C . CLAGHORN, 86, Me mb e r -

at- Larg e, USA, 1923. Emeritu s Life Associate.
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A. B.
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53, East Jersey, past
president, 1952. Stuart
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McLeod Society. Past National Director.
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TimEAC
TO

60
MITT

Mon. /Tue.
•❑Retail❑Financial❑Control❑Systems

S

•❑Developing❑and❑Using❑Standard
Costs

/

ro

• ❑M ana gement❑A cco unting❑f o r
Hospitals
•❑P ro gram❑B udgeting❑f o r❑Lo cal
Go vernments and No npro f it
Instit utio ns

w

4

•❑M anagement❑S cience❑f o r
Budgeting and Pro f it P lanning

i

Mo n. /Tue./W ed.

❑ c

ex

Sign up today for
NAA'S Continuing

9r

s

Education Program
—❑I❑I different courses to
keep you in touch with the

•❑Data❑Pro cessing❑—❑Concepts❑and
Info rmatio n S ystems Design

C
IA

Wed. /Thu.
• ❑ A c co unti ng ❑I nf o rm at io n❑ f o r
Pricing Policies and Decisions
Wed. /Thu. /Fri.

H

O

U

5

T

O

• ❑Flexi ble❑ B ud geti ng❑ and
Perfo rmance Repo rting

N

Thu. /Fri.

latest developments in the
management accounting
field ... Don't let time
pass you by.

• ❑M anag ement❑A cco unti ng❑f o r

JAN 24 -28
STOLIFFERS GREENWAY
PLAZA

(P lease type o r print)

= / 7 7 7 6 1

I Name

I

I

Title
Division, Plant or Office

Social Security No.

I

Co mpany

I

Street Address

Banks
•❑Economic❑Evaluation❑of❑Capital
Expenditures

•❑Computer❑Security❑and❑Internal
Control

Registration Information
To register for any Course listed, fill
out and return the registration form
together with your check to:
National Association of Accountants
919 Third Avenue
New York, N.Y. 10022
Att: CEP Registrar
(212) 754 -9758

IE

Fees

I

City

I

Please register me for the following Courses:

Zip❑Code—

State

Firm's Principal Product or Service
❑ ❑NAA❑Member❑(Chapter)

Print or type complete name of each Course
I 1

Business Phone
( A c c o u n t

N o . ) , I
I

Dates

Location

Fee
S

I

Members Nonmembers*

2 day course
210
235
3 day course
315
340
The fee for NAA Courses includes daily
luncheons, refreshments, and all
technical materials.
"Nonmembers: The $25 differential
per course for nonmembers may be
applied to NAA membership; or the
$25 may be applied against the dues of
an NAA member of the same firm
(organization). The differential may
be used anytime before June 30, 1978.

At Robert Half
wereasselectivein
ourreferrals
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.

R09BERT
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World's Largest
Finance and EDP
Personnel Specialist.
Offices in the United States, Canada and Great Britain.
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