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If your field is accounting —or you're responsible for hiring
accounting people —get to know your team of
accounting professionals at Source Finance.
Source Finance is the unique non- franchised national
recruiting and placement firm specializing in the
accounting and financial profession. Each of our staff has
extensive work experience in the field prior to joining

the firm. With this exposure, we can gain an in -depth
understanding of your particular situation and provide
the expert counsel and guidance you deserve.
If you're planning a career change —or are seeking
to employ capable accounting and financial talent —
call your team of accounting professionals at Source
Finance this week in confidence.
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Treasurer, Controller and Assistant Secretary for
Cencor, Inc., Assistant to the President at National Bellas
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Arthur Andersen & Co. Memberships: AICPA, NAA
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joining Source Finance, Bob served in a variety of positions
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Executive with Compu -Sery Network, Inc. and Tymshare.

Inc. He gained his initial experience with Arthur Andersen
& Co. as a Senior -In- Charge. Memberships: AICPA, NAA

Richard C. Nowak, CPA,directs the Chicago office.
Prior to joining Source Finance, Rich served as Internal
Auditor, Financial Planning Manager, Assistant Controller

and Division Controller for American Hospital Supply
Corporation and Senior Auditor for Ernst & Ernst.
Memberships: AICPA, NAA

Alexander K 5clema, CPA/MBA, directs the Boston
office. Prior to joining Source Finance, Sandy served as
Internal Audit Supervisor at The Gillette Company and
Senior Staff Accountant at Price Waterhouse and

Company. He gained his initial exposure in the Loan
Department of the State Sheet Bank and Trust Company.
Memberships: AICPA, NAA,

Walter P. Stroman, CPA, MBA,directs the Atlanta office.
Prior to joining Source Finance, Walt served as Controller
for the manufacturing companies of American Recreation
Group, Controller for South Carolina Forts Authority, Chief

of Internal Audits and Systems Analysis Division for Santee
Cooper and gained public accounting experience with
the firm of McKnight Frampton, Memberships: AICPA, NAA.

Now Available: Source Finance offers interested
professionals and hiring executives two informative reports
without charge. The 1977 Accounting and Finance
Salary Survey is a comprehensive study of compensation
at all responsibility levels and provides an in -depth review
of successful career planning strategies and techniques.

The People Challenge analyzes the reasons accounting
and financial professionals leave their jobs and the steps
management can take to reduce costly turnover. For
your free copies, call your nearest Source Finance
office this week.

Atlanta 4041325 -7000
Boston 617/482 -7850
Dallas 214/630 -3410
Fort Worth 817/338 -4750
Palo Alto 415/328 -2050

If unable to call, write indicating position title to:
Department A4, Source Finance, 100 South Wacker Drive,
Chicago, Illinois 60606.
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Call your nearest
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Chicago 312/372 -9192
Detroit 313/352 -8860
Los Angeles 213/385 -0333
San Francisco 415/956 -4740
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Client Organizations Assume Our Charges.

PRESIDENT'S PERSPECTIVE
In his inaugural address at the Annual Conference in Chicago,
President R. Leslie Ellis spoke about some of the tensions in the
marketplace and asked some thought - provoking questions of
accountants and businessmen. Many thought the address deserved
wider dissemination so we are publishing it this month, beginning on
this page.

The Conflicts of Freedom
Things are moving fast these days. But we sometimes forget how
fast. Here's what I mean. Horseshoes were invented in the second
century B.C. By about the fifth century A.D. they were more or less
commonly known. But it was not until the Middle Ages that they
came into regular use. And the basic design of the horseshoe has
remained virtually unchanged since it was invented.
Compare this development with that of the computer. The
electronic computer is generally regarded as originating with the
University of Pennsylvania's ENIAC in 1945. About 10 years later a
reliable estimate was made that, in time, as many as 50 computers
would be in use across the United States. Certainly no more than
that, it was said, because 50 would be enough to handle all the
requirements they could foresee for computers. W e all know what
happened. By the beginning of this decade almost 50,000
electronic computers were in use. Today, with the availability of
mini - computers, the number is in the hundreds of thousands.
The rapid —and to some, the unexpected —rise in computer
capabilities is a good reminder not only of the fast pace of
technology today but also of the dangers of underestimation. At first
even the computer manufacturers underestimated the need for their
products, and they couldn't meet the demand. It's a good reminder
of something else, too. Because of the speed with which changes
occur today, and the almost bewildering complexities that
sometimes result, it's easy to fall into a habit of thought that accepts
change in everything. It is doubly important, then, to keep a sharp
distinction between those things that change and those that do not.
Scientific developments change. The physical aspects of the
world around us change. Even people may change. But the
principles that govern a person's relationships with his fellow
human beings do not change. We can ignore these principles, or
forget them, or even fool ourselves into believing that they can be
abandoned. But sooner or later we either return to certain basic
standards of human relationships or we lose our humanity in
selfishness and anarchy.
In such fast - moving times as these, it is helpful then to have
guidelines to follow in our day -to -day business lives. For many
years, our company has had such broad guidelines in the form of
four concisely stated operating principles. One of them is
Continued on page 49
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Based upon his inaugural address at the Annual Conference, President R. Leslie Ellis'
column this month focuses on the socio- economic and ethical choices that face
management accountants every day.
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SEPARATE SCHOOLS OF ACCOUNTANCY: ARE THEY
NECESSARY?
By John C. Alexion
Will separate schools of professional accounting spring up at hundreds of universities and
colleges —only to wither away when the discovery is made that their need was more
apparent than real?

14

SCHOOLS OF PROFESSIONAL ACCOUNTANCY: THE
MANAGEMENT ACCOUNTANT'S VIEW
By W ayne G. Bremser, Vincent C. Brenner, and Paul E. Dascher
A survey of NAA members indicated that respondents thought schools of professional
accountancy would attract better students and faculty, emphasize functional
specialization, improve technical skills, and upgrade the image of accounting as a
profession.
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HANDLING STRESS IN THE ACCOUNTING PROFESSION
By J. D. Kimes
In the accounting profession today, states the author, deadlinbs are rigorous enough to put
King Kong on tranquilizers. He tells us that stress is an insidious killer, but it doesn't have
to be so. Read how you can be "kind to yourself."
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ACCOMMODATING EXCHANGE RATE FLUCTUATIONS IN
INTERCOMPANY PRICING AND INVOICING
By Duane Malmstrom
A major multinational corporation, Honeywell Control Systems, has developed a "dollar
indexing" method for setting transfer prices which permits each manufacturing subsidiary
to effectively plan its own local currency costs and volume, and to continue Invoicing and
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AN ANALYSIS OF THE FASB'S TREATMENT OF FOREIGN
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By Ruth E. Pleak
The author has examined the FASB's Statement No. 8 dealing with foreign currency
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THE LIQUIDATION ALTERNATIVE IN BUSINESS PLANNING
By A. Michael Sibley and Gerald L. W addle
This article suggests a theoretical model of the liquidation decision and investigates ways
in which the model can be operational ized.
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COMMENT

Zero -Base Budgeting, Mr. Carter and CEP
As Toffler (Future Shock) and others have observed, the ability of an
organization to survive in our century of rocketing change is directly
related to how fast it responds to new challenges. NAA, we believe, is
responding —and swiftly —to the challenges that the socio- economic
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environment is presenting management accountants.
Take, for example, zero -base budgeting, about which much has
been written and more is surely to follow. President Jimmy Carter, the
most prominent exponent of zero -base budgeting, was elected in November and in the same month MANAGEMENT ACCOUNTING published
an article on the topic, which later won the Lybrand Silver Medal.
Now less than a year later, the 1977 -78 Continuing Education Program debuts with a zero -base budgeting course scheduled in Chicago
next month. In addition, the latest NAA Self -Study Program (SSP)
course is devoted to—you guessed it —Z -B Budgeting and later this
month the Association also will publish a research study on the topic.
We're not really pounding our chests. The above is meant only as a
demonstration of the Association's commitment to education and care e r t ra in in g o f a ll it s m e m b e rs . W h ile t h e e d u c at ion a l s ta f f s ta y s o n
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top of new accounting techniques, it continues to revise and update
the established core courses and modules like standard costs, flexible
budgeting and direct costing.
You'll find those topics —and more —in the Fall Continuing Education Program schedule, A course called "Time Management" also is
being introduced for the first time next Winter. Three other courses
were introduced in 1976 -77, were well received and will be repeated.
These are "Accounting for Planning and Control of Not - for - Profit Orga-
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nizations," "Problem Solving Methods for Accountants and Adminis-
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trators," and "Planning and Control of the Maintenance Function."
To survive, an organization must continually examine its environment, react and respond creatively and refurbish its products. The mix
of produc ts and s ervic es offered by NAA to m em bers is constantly

being revised, updated and changed.
What is relevant today may be obsolete tomorrow- NAA's goal is
your insurance that it will remain relevant to you and your career.
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be submitted in writing by Sept. 22 to FASB,
File Reference 1015, High Ridge Park, Stamford, Conn, 06905.

Rep. Moss Plans Accounting Hearings

Robert F. Randall, Editor

FASB Issues Exposure Draft
On Oil, Gas Accounting
The Financial Accounting Standards Board has
opted for the "successful efforts" method of
accounting for costs incurred in searching for
and developing oil and gas reserves. The
Board announced its decision in an exposure
draft of a proposed statement on accounting by
oil and gas producing companies. The proposal
would be effective for financial statements for
fiscal years beginning after June 15, 1978, and
would be applied retroactively by restating financial statements presented for prior periods.
In the Energy Policy and Conservation Act of
1975, Congress specified that accounting practices applicable to producers of crude oil and
natural gas be developed by Dec. 22, 1977, in
order to develop a reliable energy data base.
The Board said that it believed the proposed
standard would assist the Securities & Exchange Commission in fulfilling its responsibilities under the 1975 Act, however, it emphasized that its standards must necessarily be
limited to information that is judged appropriate
for inclusion in financial statements, and that
the energy data base required by the Act may
well encompass additional information.
Under the proposed statement, mineral interests in properties are recorded as assets when
acquired. All exploration costs except the costs
of drilling exploratory wells are changed to expense when incurred; the costs of drilling exploratory wells, other than stratigraphic or test
wells, are capitalized as "construction-in-progress" when incurred, to be expenses later if the
well is determined to be unsuccessful or to be
reclassified as an amortizable asset if proved
oil or gas reserves are discovered. After discovery of reserves, costs incurred to drill all development wells and to provide related equipment and facilities are capitalized as amortizable assets.
The proposed statement would supersede
FASB Statement No. 9, "Accounting for Income Taxes —Oil and Gas Producing Companies." Comments on the draft proposal should
MANAGEMENT ACCOUNTING /SEPTEMBER 1977

Look for the second round of hearings on the
so- called "accounting establishment" this Fall
when Rep. John E. Moss (D- Calif.) plans to
probe the accounting profession to see what
steps it has taken to make improvements. Rep.
Moss, chairman of the House Commerce Committee's Oversight Subcommittee, testified before the recent hearings of Sen. Lee Metcalf's
Subcommittee. He told the California Society of
CPAs that he will not introduce legislation his
staff is drafting if convinced that real progress
is being made by the accounting profession in
resolving problems that its critics have pointed
out.

SEC Panel Will Not Urge
Radical Change in Disclosure
The blue ribbon advisory panel that has been
investigating the SEC's corporate disclosure
system is not likely to recommend radical
change in that system, according to A.A. Sommer, a former SEC commission and chairman
of the Advisory Committee on Corporate Disclosure. In a New York Times story, Mr. Sommer is quoted as saying that his panel's study
had convinced him that only minor modifications in the disclosure system are required. Apparently the panel will not make any recommendations on one of the principal issues it
studied —how to handle the disclosure of questionable and illegal corporate payments. The
Committee is expected to issue its final report
by the end of this month.

Arthur Andersen Plans New Setup
Arthur Andersen, a Big 8 accounting firm, is
planning a reorganization in which it would establish a worldwide partnership and new headquarters in Switzerland. Under its proposed organization, Arthur Andersen, soci6t6 cooperative S. C. would act as worldwide headquarters with each partner of every national
practice entity, wherever located, having one
share of, and one vote in, the new entity. The
Swiss headquarters unit would not practice
public accounting in any country; instead it
would have responsibility for quality control,
Continued on page 55
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Management
Accounting
Practices
Louis Bisgay, Editor

MAP Committee Adds Edwards
and Tufer
Two outstanding NAAers have joined the Management Accounting Practices Committee.
James Don Edwards and Armin C. Tufer were
appointed by NAA President R. Leslie Ellis to
three -year terms July 1.
Dr. Edwards, J.M. Tull Professor of Accounting at the University of Georgia, has been an
NAA member since 1954 and is a past president of Lansing - Jackson Chapter. He also is
the author and co- author of numerous books
and articles for which he has received awards.
Active in several organizations, he is a past
president of the American Accounting Association and has been a trustee of the Financial
Accounting Foundation.
Mr. Tufer is a partner in the firm of Haskins &
Sells. Before his recent transfer to the firm's
Chicago office, he was in the Executive Office
in New York City where he was responsible for
the Research Department. He has been active
in the development of H &S policies on accounting and auditing matters_ Mr. Tufer joined
NAA'S Detroit Chapter in 1957 and served as a
director of that chapter, then as director and
vice president of the New York Chapter. He
also has been active in the AICPA.
The terms of Dr. Norton M. Bedford, University of Illinois, and Donald C. Brabston, Ernst &
Ernst, expired June 30. Both men have been
Committee members for more than one term
and have made significant contributions to
NAA. They have earned a vote of thanks from
each of us.
Besides Edwards and Tufer, the MAP Committee includes: Martin V. Alonzo, AMAX, Inc.,
chairman; Dr. Harold E. Arnett, University of
Michigan; Dr. James M. Fremgen, Naval Postgraduate School; Robert F. Garland, Burlington
Northern, Inc.; Albert T. Roeper, Thiokol Corp.;
Herbert H. Seiffert, Johnson & Johnson; Donald P. Selleck, 3M Company; Robert L. Shultis,

Technicon Corp.; Donald J. Trawicki, Touche
Ross & Co.; and Donald J. Wait, General Electric Co.

MAP Committee Comments on
Auditors' Responsibilities
The MAP Committee recently commented on
tentative conclusions presented by the Commission on Auditors' Responsibilities, a seven person group appointed by the American Institute of Certified Public Accountants (Data
Sheet, May 1977). Manuel F. Cohen, former
SEC Chairman, was Chairman of the Commission prior to his recent death.
The MAP Committee generally approved the
Commission's recommendations. Highlights of
the Committee's reactions to specific sections
of the report follow:
• The proper mechanism to promote auditors' independence of management is
the Corporate Audit Committee composed of outside directors.
• An expanded flexible audit report would
be an improvement over the standard
short-term report.
• The auditor should not be in the position
of assessing the likelihood of uncertainties occurring; his or her responsibility is
the revelation of the basic facts and reasonable potential consequences of the
facts.
• Some reasonable statutory limitation of
liability should accompany the acceptance of expanded responsibility for the
detection of fraud.
• The competence of auditors to monitor
compliance in certain areas, such as
possible violation of the Robinson -Patman Act, is a matter of concern. Companies' attorneys should assume a greater
burden of responsibility to the general
public.
• Enhanced education to enable auditors
to cope with changing environments appears necessary. Less convincing, however, is the immediate need for any
unique institutional framework such as a
four -year undergraduate program coupled with a three -year professional
school of accounting.
• The performance of management advisory services by accounting firms does
not appear to compromise their independence vis -a -vis the audit function. Recruiting services do, however, present
problems with respect to the appearance of independence.

Continued on page 55
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LetterS

TO THE EDITOR

This is Great, But . . .

contains certain assertions from which
Mr. Boone, in his article, "Wouldn't unsophisticated readers, who are not faIt Be Nice If," in the February 1977 is- miliar with the purpose and /or effects
sue Of MANAGEMENT ACCOUNTING, of the AICPA Statement on Auditing
has touched on a subject that causes Standards No. 7, Communications Beproblems to practically every company. tween Predecessor and Successor AudiI have to agree with almost every- tors (SAS No. 7), and the AICPA Obthing in the article, but the problem jectives of Financial Statements (Truewith the programmer should be the eas- blood Report), could draw incorrect iniest one to control. All changes or addi- ferences and be misled.
I was disappointed that the discustions of computer systems should go
sion
in the article completely ignored
through proper EDP supervision and be
paragraphs
4 -7 of SAS No. 7. If these
completely documented and the details
formulated before the programmer even paragraphs are considered, the concluenters the picture. I realize that some sion reached in the article, that the succompanies are small enough that some- cessor auditor has no responsibility to
times the user has to go directly to the communicate with the predecessor auditor, is not a valid conclusion.
programmer.
In addition, according to the TrueOne of our big problems seems to be a
blood
report they do discuss the imporvariation of Mr. Boone's syndrome. It
goes like this: We receive a "wouldn't it tant question "To Whom Must It [fibe nice if" and, following proper proce- nancial statements] Be Relevant ? ".
dures, a new or revised report is pre- They state that an objective of financial
pared. Upon receiving the new report statements is to serve primarily those
the user will almost always say, "This is users who have limited authority, abiligreat, but ...," or "This is exactly what ty, or resources to obtain information
I wanted, but —," and from this opening and who rely on financial statements as
he will go on to ask if this can be added their principal source of information
or if this can be changed or maybe he about an enterprise's economic activiwill have something he forgot to tell us. ties.
Another oversight, though not of the
One way of helping to solve these
same
magnitude as the preceding ones,
problems is to pass the cost of these
has
to
do with her examples on how to
projects on to the user, A system can be
developed to charge the user's budget overcome the problem of providing the
with the development costs of new pro- right amount of disclosure. She never
grams and the operating costs of the even discusses the possibility of using
computer. If the user knows he is going outside audit committees to serve this
to be charged with these additional function.
Even with the above oversights and
costs he will look at these new projects
discrepancies
the article, taken as a
in a different light.
whole, is well conceived and shows a
great
deal of merit; and with the above
George M Jackson
additions
and corrections, provides a
Owensboro, Ky.
timely and important area of controversy to the reader.
David L. Gittes
Philadelphia, Pa.
Well Conceived, But . . .
Juanita Marshall has written a timely, comprehensive and excellent article
titled, "The Full Disclosure Problem,"
in the February 1977 issue of MANAGEMENT ACCOUNTING. Unfortunately, it
8

in the article entitled "Assessing Progress of the CMA Program," by John K.
Harris and Jack L. Krogstad, in the
February 1977 issue Of MANAGEMENT
ACCOUNTING; but it should be noted
that this program is still in its infancy.
Four or five years for a program such as
this is a rather short history. These are
the same problems that all certification
programs have had in their early years.
The Data Processing Management
Association began its certification program in 1962. In its first 15 years, more
than 30,000 individuals have sat for the
certification examination, and some
16,000 have been awarded the Certificate in Data Processing (CDP). Even
with these numbers, the CDP program
is still having the same problems that
the CMA program has. To try to help
solve these problems, the Institute for
Certification of Computer Professionals
(ICCP) was established in 1973. ICCP
is a nonprofit organization that was created by eight major data processing professional associations with the purpose
of improving the CDP program and trying to make improvements in the areas
of education, curriculum development
and accreditation standards.
The success of both the CMA and the
CDP programs depends on their acceptance in the business community. It will
take many years for these programs to
prove their value to the business community and for the holders of these certificates to move into positions in management where they will be able to be of
benefit to the programs. I believe the
time will come when these programs
will prove their merits.
Thomas E Hagan
Owensboro, Ky.

The Profession Needs Professionalism

The Time Will Come

Phillip E. Lambert's article, "Accrediting Specialities in Public Accounting
... A Logical Step," in the March 1977

The progress of the CMA program
may seem to be rather slow, as set forth

issue, embodies several sound theoretical concepts. However, his concepts are
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unfortunately just that — theoretical. He
has ignored or merely passed over many
of the pragmatic problems of accreditation.
The initial step in any such pursuit
must be the financial considerations.
His parallel to physicians and dentists is
deficient since these professionals are
willing to spend eight or more years
past their bachelor's degree in the study
of their specialty. How many CPAs today are willing to surrender that many
chargeable hours? Further, the burden
of additional test administration and
subsequent monitoring of the "new"
professionals would have to come either
from additional client billings or state
revenues; a bitter choice indeed.
We have, currently, certificates in
management accounting, the CMA, or
certificates in internal auditing, the
CIA, to indicate specialization (not to
mention the CFA or CDP). This would
tend to deluge our profession with many
narrow viewpoints and would only hinder the client. He would be forced to
pay for the additional titles.
Finally, how will this affect the professional himself? Will not someone
who holds himself out to be a CPTA
lose much of the business that the CPC
or CPE would attract; even though he
may be just as qualified to perform these
services?
Perhaps what our profession needs is
a bit more "professionalism" to the extent that CPAs will keep themselves
"current" and refer to other practitioners those problems which are beyond
their knowledge.
Thomas E. Mignanelll, CPA
Coventry, R.I.

Personnel Accounting
I enjoyed Messrs. J.D. Spiceland and
H.C. Zaunbrechers' article, "The Usefulness of Human Resource Accounting
in Personnel Selection," in the February
1977 issue Of MANAGEMENT ACCOUNTING, even though their conclusion was rather obvious.
When it comes to using data, personnel executives today are where the accounting and finance people were 20
years ago. By choice, and by necessity,
personnel people collect a lot of infor-

mation. But few have found an effective
way to put it together for use in their
day -to -day decision making. Much
work must be done to sell them the idea
of using appropriate accounting systems
to measure hiring costs, and of the necessity of keeping track of such costs on
a continuous basis.
The value of this information goes beyond cost control and identifying the
most effective method of recruiting. It
can be particularly important if the
company is planning to enter a new
business venture which will require a lot
of recruiting. It can also enable top
management to assess human resource
costs as well as capital costs.
Gene J. Hymel
New Orleans, La.

The Medium of the Future
The article by James C. Lampe,
"Electronic Funds Transfer Systems,"
which appears in the March 1977, issue
Of MANAGEMENT ACCOUNTING is a
timely topic for reading by all accountants. It touches briefly on the various
electronic funds transfer programs currently in operation and stimulates a person's thinking with regard to further developments of such systems.
In my opinion, it is necessary that accountants accept their rightful responsibility and participate in the development of these electronic programs. Accountant participation is essential to assure proper recording of transactions
and coding schemes which provide for
efficient data retrieval and data utilization. Also, the opportunity to provide
input to the structure of these programs
which will generate meaningful management information while not being
oblivious to the need for the retention of
individual privacy, is an important social responsibility.
I concur with Mr. Lampe that electronic funds transfer systems are the
medium of the future. Regardless of the
role chosen by accountants, the continuing implementation of such systems
will have an increasing effect on accounting functions.
Robert J. Wentz
Detroit, Mich.

MANAGEMENT ACCOUNTING /SEPTEMBER 1977

AreYou
Insured For
Inflation?
Unless you've just completed a
plant building project or major
purchase of production
machinery. you're in for a shock!
Building costs are up 100% and
equipment costs are up 80 0 0 in
10 years. In the last 5 years,
building costs are up 50% and
equipment is up 45910.
Hopefully double -digit inflation
has been slowed, but the effects
have left most businesses
underinsured. It's too late to
check the adequacy of coverage
when a loss occurs —but be
assured, your insurer's adjusters
will— that's part of their job.
A Marshall and Stevens
appraisal of your assets for
insurance requirements is the
starting point to adjust for inflation
for your protection. Our service
segregates the values for
rate - making purposes and
provides the detailed records so
vital to your "Proof of Loss:'
And, Annual Valuation Service
of Marshall and Stevens provides
an economical method of
keeping abreast of inflation in the
future. Sorry—but there's no
end in sight!
Please contact our Valuation
Consultants in...
Atlanta, Boston, Chicago.
Dallas, Detroit, Houston,
Kansas City, Los Angeles,
Minneapolis, New York,
Philadelphia, Pittsburgh,
San Francisco, St. Louis,
Washington, D.C.

The Asset Management Professionals
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..NAA's Continuing Education Program
of Courses brings you concentrated
learning from top faculty— discussions,
case studies, problem solving —in
today's accounting and finance areas.
What more can you ask!

1 8

BOSTON, NOV 14MON. /TUE.

• Developing and Using Standard
Costs
• Modern Budgeting Methods for
Local Governments and Non Profit Institutions

PARKER
HOUSE

WED. /THU. /FRI.

• Flexible Budgeting and
Performance Reporting

• Accounting Information for
Pricing Policies and Decisions
• Computer Security and Internal

THU. /FRI.

• Management Accounting for
Hospitals

Control

• Retail Financial Control Systems

MON. /TUE. /WED.

• Economic Evaluation of Capital
Expenditures

• Data Processing— Concepts and
Information Systems Design

Registration Information
To register for any Course listed, fill
out and return the registration form
together with your check to:

(Please type or print)

I Name
I Title
Social Security No.
Division,
Plant
or
Office
I
I Company
Address
I Street
City
State
Zip Code
I Firm's
Principal Product or Service
Business Phone
I NAA
Member (Chapter)
(Account No.)
I Please register me for the following Courses:
I Print or type complete name of each Course Dates Location
I1
$.
12.
$

• Material Requirements Planning

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

Fee

I
Members Nonmembers*
I 2Fees
day Course
255
I 3 day Course 230
345
370
fee for NAA Courses includes daily
I The
luncheons, refreshments, and all
I technical materials.
The $25 differential
I "Nonmembers:
per Course for nonmembers may be
to NAA membership; or the
I applied
$25 may be applied against the dues of
an NAA member of the same firm
I (organization).
The differential may
be used anytime before June 30, 1979.

Separate Schools of
Accountancy:
Are They Necessary?
I do not believe there is a real need, nor is there justification, for
separate schools of professional accounting. Neither is there need
for five -year accounting programs. I view these proposals as
"overkill."

By John C. Alexion
As a former corporate official who continues to
"keep his hand in" by serving as a director for an
insurance company, a bank and a manufacturer,
and as a part-time consultant to various major
firms, I believe that my viewpoint concerning the
establishment of separate schools of accountancy
may differ greatly from some of my more academic colleagues.
I do not believe there is a real need, nor is there
justification, for separate schools of professional
accounting. Neither is there need for five -year accounting programs. I view there proposals as
"overkill."
I listened to the same arguments concerning the
potential growth in the breadth and depth of the
retailing profession shortly after the close of
World War II. In keeping with the American mania for innovation for the sake of change, separate
schools of retailing mushroomed on campuses all
over the country. Several years later, they were
quietly dismantled and reabsorbed by their collegiate schools of business —from whence they
sprang initially.
Not at the Top
I was an active corporate manager in the late
1940s and early 1950s. During that period, I vividly recall that the accountant was all but banMANAGEMENT ACCOUNTING /SEPTEMBER 1977

ished from the management planning and decision- making team. The only member of the accounting profession included in forward planning
formulation was the cost accountant because he
could provide inputs both timely and capable of
projection. The traditional accountant was classified by operating management in somewhat the
same category as a historian. Admittedly, today's
accountant enjoys equal status with other fundamental disciplines on the management team. But
he still does not occupy the "top" position.
In 1959, Gordon and Howell (the Ford Foundation) and Pierson (the Carnegie Foundation)
caused a revolution in the programs and curricula
of the collegiate schools of business.' In their respective publications, they accuse inferior collegiate schools of business of overemphasis on practices and methods, i.e., vocational and too little
attention to more higher level objectives. For example, Gordon and Howell state:
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of Business
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"Although schools of business administration have now been assimilated into the
academic structure of the United States,
contrary to the situation abroad, many
problems remain to be solved. The vocational approach that has all too often characterized these schools in the past is now considered inadequate. A few institutions have
been experimenting with new curricula de11

the
profession of
accountancy
has widened
and deepened

signed to provide a more rigorous professional training within the context of a liberal
education.
Inevitably, there is a high inverse correlation between the emphasis placed on the ...
[preparation for the first job] and the quality
of the school. This is true for two reasons.
First, preoccupation with the need to prepare the student for his first job is greatest in
institutions which attract students of inferior native ability or those with a poor educational or cultural background. Secondly,
concern with a vocational objective leads to
overemphasis on a narrow range of factual
knowledge and the development of largely
routine skills, with a consequent neglect of
more fundamental knowledge and the
broader, more basic skills, including general
problem - solving ability and the capacity to
learn from new experience.
A larger number of undergraduate
schools emphasize preparation for specialized careers, although this is not always
clear from the statements of educational
philosophy appearing in their official bulletins. Occasionally, the preparation is at a
reasonably high level; what is apparently envisaged are careers which, while specialized,
involve technical competence of a fairly high
order. All too often, however, the training is
at a low level, involving detailed descriptions of current practice and the development of low -level skills." z
In like manner, Robert G. Cox in his article,
"Accounting," states the following:
"Programs in accounting, at both the undergraduate and graduate levels, have been
dominated by professional accounting requirements to the neglect of management aspects of the subject. Professionally oriented
courses have, for the most part, been narrowly slanted with emphasis place upon
techniques and procedures." 3
Both publications strongly recommend that an
undergraduate collegiate school of business concentrate its specialized or advanced courses in the
upper division, with one exception. Accountancy
majors must start specialization at some point in
the first year —hence the use of the term, "apart."
Recently, AACSB required its accredited undergraduate schools to move intermediate accounting, formerly a sophomore course, into the junior
year.
One gets the feeling in reviewing these significant publications that accounting was considered
somewhat apart from the other business disciplines, and that it was almost on the borderline of
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being excluded from the "new look" for business
schools because of its vocational flavor.
As the demand for accountants increased greatly during the late 1950s and the 1960s, many of
the larger public accounting firms purchased huge
suburban estates and converted them into intensive schools of accountancy. These in -house training programs converted young people with non business (or non - accounting) baccalaureate degrees into junior accountants. Upon graduation
after a few short months of intensive schooling,
they were then sent out into the field to work
alongside recent graduates of four -year baccaluareate degree programs in accounting.
There is no doubt the profession of accountancy
has widened and deepened during the last two
decades. This, however, has not been caused by
internal growth of the profession itself. All disciplines in business have experienced growth in dimension as well as a broadening of their respective
fields simply because business has become more
complex, and government has become more demanding. If one were to agree that this is cause to
create separate and elaborate schools of accountancy, why not also create separate programs and
schools for, say, quantitative analysis? Certainly,
quantitative analysis has sufficient technical methodology, professional standing, and identity to be
a candidate for a separate five -year program.
Certification
To a considerable extent, the teaching of accountancy has been directly influenced —and, in
my opinion, will continue to be influenced —by
certification requirements of different states.'
When and if all states are willing to develop a
fairly uniform CPA examination whose level and
breadth is significantly more complex and advanced, there may be justification for considering
separate schools of accountancy. The prospects of
this happening within the next several years appear to be somewhat dim.
Several Problems
I do not believe that sufficient attention has
been given to several problems that readily come
to mind. For instance, separate schools of accountancy outside of university schools of business may result in accounting faculty and students
being isolated from other faculty and students.
Because basic business courses — including
managerial and financial accounting for non -accounting majors —are required of all baccalaureate degree majors, some duplication of faculty,
courses, equipment, facilities, and administration
would occur between schools of accountancy and
schools of business.
There is an obvious and close correlation between accountancy and other major disciplines
such as finance, controllership, aspects of quantiMANAGEMENT ACCOUNTING /SEPTEMBER 1977

tative analysis, organizational management, and
so forth. All major business disciplines— including
accountancy —are intertwined and correlated one
with the other. In my opinion, standards and accreditation for all these interrelated business disciplines, accountancy included, are now effectively
conducted and coordinated by the American Association of Collegiate Schools of Business
(AACSB). I believe the professional status of accountancy has been, and will continue to be, enhanced by its association with the AACSB. For
example, several years ago AACSB began requiring an accounting Ph.D. degree on top of the
MBA/CPA qualification. It promoted the M.Sc.
in Accounting. It furthered coordination with
professional accounting groups and public accounting firms.
Finally, an accounting student may decide upon
graduation, or some time thereafter, to move into
another business field. An accounting student
with a baccalaureate or master's degree from a
collegiate school of business has less identity as a
narrow specialist. If his degree was from an autonomous school of accountancy, this would constitute obvious narrow specialization.
A Reasonable Viewpoint
I do not want to give the impression that I am
for stagnation and against the continuing inquiry
into the improvement of the various disciplines of
business. My concern is for objective development
of all specializations within the total profession of
business. There has been much that has been written concerning this highly controversial subject. I
believe that the most reasonable and acceptable
viewpoint has been stated by the Touche Ross
Program to Support Accounting Education. This
major accounting firm expresses its views on this
accounting education proposal as follows:

Moreover, the preparation which is offered may be a four -year program, a five year program, or an MBA or doctoral program. Each of these may be appropriate
when examined as individual units and
when tested by the demands of the profession.
It is also our view that each school of
business is best able to determine its structures, assess its administrative requirements
and allocate the resources required to meet
its responsibility for quality accounting education. A school of business should not have
to look to others who may seek to force
changes which it may consider unsound for
its particular circumstances. Thus we believe it unnecessary for a school to obtain
approval of its organizational structure or
accreditation of its program from noneducational institutions. Each school of business
must strive, in the way it believes best, for
excellence in preparing students for entry
into the profession." '
The Touche Ross Program to Support Accounting Education has not attempted to confine
or restrict the manner in which accountancy
would be improved. It allows for progress at all
levels of the profession within a broad range of
education backgrounds. On the other hand, the
AICPA proposal is relatively inflexible: separate
and autonomous schools and a five -year program.
Conclusion

"Our concern is to insure continued quality educational preparation for entry into the
profession. It is our conviction that this
quality education can continue to manifest
itself within existing educational structures,
or emerge as new programs within the
school of business.
The complexity of our environment need
not be interpreted as requiring the development of one —and only one — specific educational program for professional accountants.
In our view, quality educational preparation for the profession may occur:

Where has the profession lacked in progress or
support from allied disciplines? How has the
AACSB failed to furnish recognition and support
for accountancy? AACSB schools are now offering the essentials for a five -year program with the
M.B.A. or the M.Sc. in Accountancy. Curricula
in accounting are in a constant state of progressive
change: offering human resources accounting,
R &D accounting, Certificate in Management Accounting (CMA), advanced forms of corporate
audits, special taxation courses, and so forth.
If the AICPA and others are impatient with the
progress of accountancy's professional image over
the past two decades, perhaps they should increase their coordination and cooperation with allied groups — notably the AACSB. Amputating
themselves from collegiate schools of business for
the sake of autonomy will not significantly enhance the reputation ofaccountancy.
❑

• Within existing schools of business
• Through traditional accounting departments
• As a part of a professional program or
professional school within the school of
business.

' See Robert Aaron Gordon and James Edwin Howell. Higher Education for
Business, Columbia University Press, New York, 1959; and Frank C. Pierson
and Others, The Educarion ofAmerican Businessmen, McGraw -Hill Book Company, New York, 1959.
Ibid., GordonC and Howell, pp. 40-41.
Pierson and others, (Robert G. Cox) p. 355.
' Ibid., Frank
As recently as the 1960s, Pennsylvania did not require the CPA examination
candidates to have a college degree or to have completed specific college courses.
' Touche Ross R Co., "The Touche Ross Program to Support Accounting Education," a brochure, The Touche Ross Foundation, New York, undated.
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proposal is
relatively
inflexible ... "
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Schools of Professional
Accountancy:
The Management Accountant's
View
Because schools of professional accounta ncy cou ld affect the
education of accountants in industry and private businesses as well
as that of accountants in public practice, it seems apparent that
mana gement accou nta nts should ha ve some say in the
esta blishment of those schools.

By Wayne G. Bremser, Vincent C. Brenner, and
Paul E. Dascher
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holds B.S. and M.B.A.
degrees from Drexel
University and a Ph.D.
degree from the
University of
Pennsylvania. Dr.
Bremser is a member
of the Philadelphia
Chapter.

This article was
submitted through the
Baton Rouge Chapter.

Discussions of the school of accountancy concept
to date have focused on the theoretical or practical advantages and disadvantages thought to accrue from such an organization structure. They
have been normative in approach and result. In
order to enlarge the scope of our study, therefore,
we need to approach the professional school issue
from a different direction.
Because schools of professional accountancy
(SPA) could affect the education of accountants in
industry and private businesses as well as that of
the education of accountants in public practice, it
seems apparent that management accountants
should have some say in the establishment of
those schools. This article will attempt to determine the attitudes and perceptions of management
accountants concerning the advantages and disadvantages of a school of accountancy.
The Study Design
Management accountant's perceptions were determined by sending a mail questionnaire to a random sample of 300 members of the National As-
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sociation of Accountants. Responses were received from 121 (40.3 percent) of the sampled
group. The respondents were asked to indicate
their agreement or disagreement with a series of
statements pertaining to establishment of schools
of accountancy. The questions themselves were
drawn from accounting and education literature
in which the establishment of professional schools
had been discussed. Items selected for inclusion in
the questionnaire may be grouped into three categories:
1. Perceived changes in accounting education and
accounting students attributable to a SPA
2. Interaction between the profession and academia resulting from SPAS
3. Adverse factors associated with SPAS
Participants were asked to express their agreement or disagreement with a series of statements
concerning professional schools. To provide a
frame of reference, a cover letter defined professional schools as used in the study, and each participant was asked to consider the issues as they
relate specifically to their college or university.
Responses were collected and summarized by
MANAGEMENT ACCOUNTING /SEPTEMBER 1977
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Interaction Between Academia and the Profession
The second set of questions deals with the effect
the establishment of a SPAs would have on the
interaction between the accounting profession and
academia. This section includes five questions, the
responses to which are summarized in Exhibit 2.
A majority (67 percent) of the repondents believed the establishment of SPA would improve
relationships between practitioners and academicians. Such interaction is essential for the realiza-

Exhibit 1
PERCEIVED CHANGES IN ACCOUNTING EDUCATION AND
ACCOUNTING STUDENTS ATTRIBUTABLE TO A SCHOOL
OF PROFESSIONAL ACCOUNTANCY— PERCENT
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8
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18
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1
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Disagree, SD Strongly
=

SA
21
Attract better students
Improve student attitude toward
30
profession
3. Attract higher quality faculty
23
4. Emphasize functional specialization
16
5. Improve technical skills of accounting
27
graduates
6. Improve image of accounting as an
16
academic discipline
7. Help to have accounting recognized
40
as a profession
8. Degree from SPA symbol of
27
professionalism
4
9. Increase support from practitioners
10. Decrease need for on- the -job staff
4
training
SA
Strongly agree, A Agree, U Undecided, D
disagree
1.
2.
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The first set of questions sought to determine if
the respondents believed an SPA would cause a
change in the image of accounting education and
accounting students. This category involved ten
questions which are summarized, with responses,
in Exhibit 1.
The responses indicate that the responding
NAA members perceive the SPA to be a vehicle
that would enhance the image of the profession.
The separate identity and more prestigious title of
a SPA have been viewed by many as a means of
attracting better students to accounting. A majority of the respondents (63 percent) agree with this
point of view. In addition, a strong majority (83
percent) believed that a SPA will aid in the development of a professional attitude in accounting
students and bring a consciousness of a close relationship with practicing accountants. In addition,
the respondents believed the SPA would help attract higher quality faculty members.
The responses seem to indicate that the combination of improved students and improved faculty
will create an atmosphere in which functional
rather than general areas of knowledge can be emphasized. This should result in students graduating with greater technical skill.
One frequently cited advantage of the SPA concept is the opportunity to establish a unique identity for accounting education. As a separate entity, the professional school would emphasize the
professional nature of accounting and its unique
characteristics. This aspect is attractive when
compared to the view cited by the AICPA Council that accounting appears to be declining in stature relative to other academic disciplines in the
traditional schools of business. A strong and
unique identity can provide a barrier against further encroachments into the stature of accounting
as an academic discipline. Slightly over half of the
respondents believed that a SPA would improve
the image of accounting as an academic discipline.
In addition, an overwhelming majority (82 percent) of the respondents believed a SPA would
help in the recognition of accounting as a profession. This concurs with the assertions of many
proponents of SPAs that a professional school will
aid in setting perceptions of the accounting profession similar to those of medicine and law. In this
regard, SPA proponents have stated that an accounting degree should be the symbol of the profession just as the M.D. is the symbol of the medical profession. A majority (63 percent) of the respondents agreed with the point of view.

=

Changes in Accounting Education and Students

One of the greatest problems facing accounting
departments today is availability of adequate resources. Many departments have found enrollments doubling over the past years and budgets
increasing only slightly. Accounting departments
have therefore become increasingly dependent
upon outside funds to support faculty recruiting,
faculty travel, research, scholarships, and equipment. Proponents of SPAS have contended that
SPAs would lead to increased support from practitioners and industry. Half o f the responding
NAA members agreed with this contention.
Industry and public accounting firms spend
millions of dollars a year to train their staffs.
Many of the staff training dollars for new recruits
go to development of basic skills. Proponents of
SPAS have indicated that they believe a SPA, with
its more specialized curriculum, should lessen the
need for staff training in basic skills. The respondents are not in agreement with the SPA proponents on this point. Only 25 percent believed
SPAS would decrease the need for on- the -job staff
training. The respondents evidently thought that
although the additional schooling is essential for a
professional accountant, it cannot be expected to
teach a student each particular company's way of
doing things.

=

both attitudes and importance as well as by issue.
Chi - square tests were conducted to determine if
there were any significant differences in the responses to questions according to employment,
certification, or level of education.
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'Just under half
agreed that
a five-year
program is
necessary . . . "

tion of many of the proposed advantages of SPAS,
such as applied research and assisting in continuing education. Without a strong interaction these
could not be successful. A large majority (82 percent) of the respondents perceived that SPAs
should play a larger part in the continuing education of accountants.
A majority of the respondents agreed that SPAs
would encourage applied accounting research, but
they did not feel that SPA faculty should be exclusively involved in applied research. The majority
(81 percent) did, however, express the belief that
SPAS would also aid in the development of accounting theory. This seems to indicate that management accountants are aware of the need to develop theory to guide practice so that solutions to
different problems are theoretically consistent. A
majority (61 percent) of the respondents believed
that SPAS and their research would help solve
major problems confronting practitioners.
Deterring Factors
The concept of a school of professional accountancy has been seriously debated for over ten
years. This debate has naturally included the airing of deterring factors to the establishment of a
SPA. The last set of questions pertained to some
of these deterring factors (Exhibit 3).
Considering the highly publicized budgetary

Exhibit 2
INTERACTION BETWEEN PROFESSION AND ACADEMIA
RESULTING FROM SCHOOLS OF PROFESSIONAL
ACCOUNTANCY— PERCENT
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Exhibit 3
DETERRING FACTORS ASSOCIATED WITH SCHOOLS OF
PROFESSIONAL ACCOUNTANCY— PERCENT
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problems of colleges and universities, the greatest
deterring factor would seem to be the uncertain
financial consequences of establishing a SPA.
Nonetheless, only 38 percent of the respondents
perceived this to be a deterring factor.
There have been expressions of concern that the
establishment of SPAS would disrupt colleges of
business and could seriously weaken them. But
again, only 38 percent agreed with this assertion.
Others have contended that setting up SPAS
would lessen the interaction between accounting
and other business disciplines. This has caused
concern because it is generally believed that such
interaction is necessary. Individuals in accounting
positions must be able to interact with and understand all phases of a business's operations. A majority (52 percent) of the respondents did not feel
that the establishment of a SPA would lessen the
interaction between accounting and other faculty
members.
Another, often - voiced deterrent, is that only a
limited number of universities have resources necessary to support a SPA. Overall, the respondents
did not take a firm stand on this issue. Less than a
majority thought this was a valid concern, and
approximately a third of the respondents disagreed. Almost a quarter of them were uncertain.
Another deterring factor frequently cited in regard to SPAS is the necessity for a five -year program with a wide variety of course offerings. The
Discussion Draft of the Board on Standards for
Programs and Schools of Professional Accounting, put out by the AICPA specifically states that
only five -year programs should be accredited.'
Just under half of the respondents agreed that a
five -year program is necessary to provide significantly better preparation in accounting than existing programs. Evidently, 38 percent of the respondents, who disagreed, believed the accounting curriculum could be beefed up within the existing
four -year structure.
Analysis of Responses
Comparisons of responses were made based on
certain biographical data. These comparisons
were made using a chi - square analysis (at the .01
level of significance). The first analysis was made
by comparing the responses of CPAs with non CPA respondents. The analysis yielded no statistically significant differences. A similar test could
not be conducted using CMA certification since
only two of the respondents were CMAs.
Comparisons of responses were also made based
on the current employment of the respondent.
Statistically, differences in responses were noted in
only two questions. Compared to those in public
accounting, respondents in industry and education were more in agreement that SPAs would
lessen the interaction between accounting faculty
Continued on page 23
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Handling Stress in the
Accounting Profession
Stress is an insidious Killer. Unfortunately, we find our own
personalities serving as its most efficient emissaries.

By J.D. Kimes
Stress was first defined as a specific syndrome in
1935 by Dr. Hans Selye, who pioneered research
on the effects of stress.' Selye noted that a similarity existed between the condition of a sick person
and the condition of someone who had experienced a demanding physical or emotional event.
In attempting to identify this consistent physiological response to demanding circumstances, he
found that a sudden change in temperature, a bacterial infection, a loud noise or a great surprise
can all trigger the same system of physiological
defenses. Selye called this reaction to demanding
situations stress. Because each individual has his
own threshold of stress susceptibility, a particular
stressor cannot be quantified as to how much effect it will have on the human body. In other
words, one man's meat may indeed be another
man's poison. One person may be playing roulette
with $1,000 chips and experience no appreciable
effect from the situation, whereas for someone
else, such a situation could eventually lead to a
nervous breakdown. Many constitutional and circumstantial factors play a role in one's reaction to
stress. Two drivers can be bumper -to- bumper in a
traffic jam. The first may be from out of town,
lost, and in a hurry. The second driver may be a
local resident, in no hurry, and listening to soothing stereo music. The first would likely experience
considerably more stress than the second driver.
However, there has been an attempt to quantify
and rate certain events according to how much
stress they produce in relation to each other. ExMANAGEMENT ACCOUNTING /SEPTEMBER 1977

hibit 1 illustrates a Social Readjustment Rating
Scale. Prepared by Drs. T.H. Holmes and R.H.
Rahe, the rating scale is an outgrowth of some
"life charts" that were maintained by Dr. Adolf
Meyer, professor of psychiatry at Johns Hopkins.'
Dr. Meyer correlated certain illnesses of his patients with major events or changes that took
place in their lives. Alvin Toffler has popularized
this phenomenon under the general heading of
"future shock," which he defines in his book by
the same name as "the distress, both physical and
psychological, that arises from an overload of the
human organism's physical adaptive systems and
its decision- making processes." '
It. seems that with each generation, the growing
complexities of life only add more stress, and
since it has been conclusively proven that stress
contributes to heart disease and a number of other
ailments, the goal of everyone should be to learn
as much as possible about its effects and then
learn how to either cope with it or reduce it.
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Stress on the Job
Everyone has heard the story of the man who
boasted, "I'm a top -level executive and I've got an
ulcer to prove it." Unfortunately there is a definite
relationship between psychic stress and ulcers.
One out of every ten Americans will suffer from a
peptic ulcer during his lifetime. People in "stress
and strain" professions have a higher incidence of
ulcers. However, corporation executives have no
exclusive domain when it comes to ulcers. Other
professions as well have their endemic areas of
tension, whether it be teaching school or driving a
17

"Some
researchers are
beginning to
believe that
cancer is also
related to
stress. "

taxi. Also, stress has no gender. According to an
article in Business Week, more women now are
beginning to suffer from the effects of stress. Peggy Lancaster, a principal and creative director of
Scott, Lancaster, and Mills, a Los Angeles ad
agency, was quoted in Business Week: "I don 't
know any woman who has an executive position
who doesn't have some form of stress or some
kind of physical result of it.. "' Although heart disease is rare in women, Lancaster has a serious
heart condition, as do many women managers,
and she attributes her ailment to her work.
Heart trouble, high blood pressure, and ulcers
are not the only diseases that stress is responsible
for. Some researchers are beginning to believe that
cancer is also related to stress. And even though a
disease is not caused by stress, it can obstruct the
treatment of the disease. Yet, it is not always the
stress situation, per se, that is to blame, but the
lifestyle one leads and the personality profile of
the individual. In their book, "Type A Behavior
and Your Heart," cardiologists Meyer Friedman
and R.C. Rosenman advanced the theory that
people who are extraordinarily competitive, aggressive, and impatient were poorer risks with regard to future heart disease as compared to people
who have a quieter, easier, and more relaxed way
of life.` Friedman and Rosenman got their first
clue when an upholsterer who was redoing their
waiting room remarked that the chairs were only
worn on the front edge.
Type A people are commonly recognized as
"high strung," and can easily be identified. They
are very time - conscious and therefore always in a
hurry. They are energetic, assiduous achievers,
not long satisfied with the status quo. And often it
is the frustration born out of failure to achieve
that causes the most stress. Strokes occur more
frequently among middle managers than in the executive suite. Top executives are among the
healthiest people in America. They rise to the top
because they are able to cope with stress and
hence, new challenges become eustress (good
stress) or stimuli rather than distress (bad stress).
Dr. John P. McCann, medical board chairman of
the New York -based Life Extension Institute says,
"It's the 35- year -old comer who's still in the same
spot at 40 who feels a tension he cannot dissipate.
He's your likeliest candidate for an executive disease."
Changing Our Lifestyles
As stated earlier, each year that passes brings
more stress to our lives and this seems doubly true
in the accounting profession. With all the regulatory agencies expanding their perimeters of control, the government requesting more and more
forms to be filled out, narrow profit margins, and
a host of other problems to solve and deadlines to
meet, it behooves each of us to take inventory, not
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of our finished goods, but of ourselves. As Pogo
said, "We have met the enemy and he is us." We
can easily lay blame on our environment and the
growing complexity of our society, but solving the
problem of stress is no different from solving any
other problem, whether it be the energy shortage,
crime, inflation, or food supply. Moreover, it
should be easier since the solution is solely within
our own power, and that is simply to change ourselves.
Reinold Niebuhr offered all of us some invaluable advice when he created the slogan for Alcoholics Anonymous:
"God, grant me the serenity to accept things
I cannot change, courage to change things I
can, and wisdom to know the difference."
There will always be situations we cannot change.
We may not even be able to change ourselves, but
we should have the courage to try, And for those
situations that are hopelessly beyond our control,
we must develop the serene forbearance to take
them in stride. It does indeed require good judgment to know which situations can be changed,
but it requires even finer judgment to know how
much stress to which you are subjecting your
physical and psychological well - being,
Too often, those suffering from tension seek relief in the wrong way, namely alcohol and drugs.
This approach usually leads to a progressive accumulation of tension which causes the individual to
enter a negative spiral that could result in a psychosomatic illness such as high blood pressure, a
peptic ulcer, asthma, or even a psychiatric disorder. Stress can cause an involuntary change in
personality which may be first identified as a neurosis. However, if we recognize that our particular
personality is stress- generating, such as the Type
A personality mentioned earlier, we can volitionally modify our behavior, thus avoiding what
might otherwise be a collision course with some
physical or emotional debility.
Transcendental Meditation
There are many books on the market today outlining techniques for coping with stress. One of
the most popular techniques is transcendental
meditation. One of the more straightforward texts
is, The Relaxation Response, by Dr. Herbert Benson, associate professor at the Harvard School of
Medicine and Director of the Hypertension Section of Boston's Beth Israel Hospital.' Another
more informative text is " T M" by Bloomfield,
Cain, Jaffe, and Kory.' Not only do these books
offer helpful, practical advice, but they provide
background material on the effects stress has on
our health. Dr. Benson, in his book, describes
T M as a simple, meditative technique that, to
practice it effectively, requires no classroom inMANAGEMENT ACCOUNTING /SEPTEMBER 1977
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More Practical Methods

.. during
meditation there
was a marked
decrease the
body's oxygen
consumption
y

"

"she was so busy that she never had time to go for
a gynecological checkup until it was too late."
One comedian summed i t up in a bad jo ke:
"Meditation makes me tense," he said. Since this
attitude is so prevalent, more practical methods of
reducing hypertension should be explored.
°

struction. He recommends two sessions per day
from 10 to 20 minutes each in some quiet, comfortable place. The main thrust of the technique,
for it to have maximum therapeutic value, is literally not to think of anything during the meditative
session. This has been, by far, the most difficult
aspect of meditating as compared to finding the
time or the place. One's mind has a natural tendency to wander. To prevent distracting thoughts,
one is advised to adopt a mantra, a secret word or
phrase, which is to be repeated on each exhalation. While meditating, one may elect to stare at a
particular object or close the eyes and maintain a
fixed vision, perhaps some scenic view that is conducive to relaxation. The latter approach, with the
eyes closed, is more likely to bring on sleep. However, repeating the mantra enables the meditator
to remain awake during the period of meditation.
Experiments have shown that during meditation there was a marked decrease in the body's
oxygen consumption, thereby decreasing the rate
of metabolism. This restful state, called hypometabolism, causes bodily energy resources to be
taxed less. Dr. Benson points out that there are
few conditions that lead to hypometabolism. Two
of them are sleep and hibernation. However, the
meditative condition is distinguished from hibernation by measuring the rectal temperature. During hibernation rectal temperature drops, but during meditation it does not. Neither are the physiologic changes the same as those associated with
sleep. During sleep, oxygen consumption decreases slowly and progressively to a level of about
eight percent lower than during wakefulness.
However, this may occur only after four or five
hours of sleep, whereas during meditation the decrease averages between 10 and 20 percent and
occurs during the first three minutes of meditation.
Meditation has been described as a super nap,
yet yielding much more benefit from relaxation
than a 20- minute snooze. The therapeutic value
derived from meditation such as lowering hypertension and the serious complications associated
with it, purports to be a sound solution to a growing problem. Today about 700,000 Americans die
every year from heart disease, many of whom are
just entering the peak of their careers. The stress
and strain of today's hectic pace and lifestyle contribute in large measure to coronary insufficiency
and heart attack. However, it is at the same time
dismaying to see many candidates of coronary disease doing little or nothing toward preventing a
heart attack. Many still view meditation as being
otherwordly, religion oriented, or requiring too
much effort and discipline than they feel they have
available to devote to realize effective value. Donna Angott, manager of customer relations for
Mary Kay Cosmetics in Dallas, recalls a Mary
Kay sales director who died of cancer because

Without resorting to such seemingly exotic
techniques as transcendental meditation and yoga,
there are many other ways we can either reduce
stress in our lives, or at least learn to recognize
stress situations and how to cope with them.
First, subscribing to Friedman and Rosenman
and their Type A behavior theory, we have to become more intimately acquainted with ourselves
and what makes us tense. Is it traffic jams, people
who talk too much, indecisive superiors, waiting
in line -all of these, some of these, none of these?
Once we determine this, we must direct situations
instead of allowing situations to direct us. If it's

Exhibit 1
THE SOCIAL READJUSTMENT RATING SCALE
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.
11.
12.
13.
14.
15.
16.
17.
18.
19.
20.
21.
22.
23.
24.
25.
26.
27.
28.
29.
30.
31.
32.
33.
34.
35.
36.
37.
38.
39.
40.
41.
42.
43.

Life event
Death of spouse
Divorce
Marital separation
Jail term
Death of close family member
Personal injury or illness
Marriage
Fired at work
Marital reconciliation
Retirement
Change in health of family member
Pregnancy
Sex difficulties
Gain of new family member
Business readjustment
Change in financial state
Death of close friend
Change to different line of work
Change in number of arguments with spouse
Mortgage over $10,000
Foreclosure of mortgage or loan
Change in responsibilities at work
Son or daughter leaving home
Trouble with in -laws
Outstanding personal achievement
Wife begins or stops work
Begin or end school
Change in living conditions
Revision of personal habits
Trouble with boss
Change in work hours or conditions
Change in residence
Change in schools
Change in recreation
Change in church activities
Change in social activities
Mortgage or loan less than $10,000
Change in sleeping habits
Change in number of family get - togethers
Change in eating habits
Vacation
Christmas
Minor violations of the law

Mean value
100
73
65
63
63
53
50
47
45
45
44
40
39
39
39
38
37
36
35
31
30
29
29
29
28
26
26
25
24
23
20
20
20
19
19
18
17
16
15
15
13
12
11
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':

the
executive who
is sick because
he didn't take
care of himself
is a failure. "

waiting in line that bothers you, try taking a book
or magazine along to read while you wait. If it's
traffic jams, leave early and avoid the rush, or
learn to use what most of us consider idle time to
think about pressing problems. Each individual is
distinctly different in personality, and as I stated
earlier, what bothers one person may not bother
anyone else. However, the most important thing is
to find out what bothers you, how much it bothers
you, in what ways does it bother you, and what
steps you have to take in order that the situation
will bother you less or not at all. It is unlikely that
your physician, your minister, your wife, your
best friend, your barber, or your favorite bartender will be able to help you much with this particular problem. "Know thyself," said Socrates. A
wise man, he.
In the accounting profession today, deadlines
are rigorous enough to put King Kong on tranquilizers. This applies equally to industrial and
public accounting, since in many ways the problems are common and thus shared. Ask any accountant what he needs most to make his job easier and he'll say, "More hours in the day." The
business world has merely become more complex.
In this context, we must set realistic goals for ourselves, and in so doing, stop occasionally to smell
the flowers. The "rat race," which we pejoratively
refer to as business life today, doesn't have to be
SO.

Ralph Waldo Emerson, in a poem titled
"Fame," described several generations ago what
many corporate climbers suffer from today:
"He pays too high a price
For knowledge and for fame,
Who sells his sinews to be wise,
His teeth and bones to buy a name,
And crawls through life a paralytic,
To earn the praise of bard and critic.

Go then, Sad Youth, and shine,
Go, sacrifice to Fame;
Put youth, joy, health upon the shrine,
And life to fan the flame;
Being for seeming bravely barter,
And die to Fame a happy martyr."
Too often today we consider it irresponsible to
recognize a situation for what it's worth and simply say, "the price is too much to pay." How do
we do it? It's a matter of values. Life must have a
balance. Admittedly, there are too many alcoholics in America, but there are also too many
workaholics —lives without balance. Unknowingly we put health upon the shrine of success, not
realizing that an executive who is sick because he
didn't take care of himself is a failure.
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I was talking recently to a business acquaintance whom I hadn't seen for some time. I mentioned to him that I was playing golf once a week
in a company league. "When on earth do you find
time," he asked me, utterly confounded. "Usually
we go out on Tuesday afternoon after work and if
not then, we go on the weekend," I replied. He
was flabbergasted. "Gee, you must not have the
workload I do. I'm at the office every night until
seven o'clock and every Saturday and sometimes
Sunday," he complained, dolefully and presumptuously. I was almost beginning to feel guilty that
I had ever swung a golf club.
Here is a man who is the treasurer of a large
corporation, a CPA, and a former manager of a
prestigious public accounting firm and lamentably
works 70 to 80 hours a week on a consistent basis.
Something is wrong. Is he overworked or just
plain inefficient? Doesn't he know how to delegate
or is he afraid to delegate? Doesn't he have the
wherewithal to demand more staff, if that is
what's required? Is his company disorganized
from the top down? Is the situation he describes
temporary or perpetual? Or do the long hours and
the burdensome backlog serve as a security blanket for someone who doesn't know his own worth
or how to assess the contribution he's making to
the organization that employs him. Is he suffering
from a work - related neurosis? Is he so unsure of
his own competence that he is unconsciously trying to compensate for any l ack that exists by
working long hours, hoping that in the eyes of
others effort will suffice where efficiency falters?
Or has he, somewhere along the way, allowed the
gnarled idea to form in his mind that long hours
represent deep dedication, almost consecration,
and will therefore elicit blessed approbation from
those on high and unquestioning reverence and
followship from those beneath? Anyone who
works 70 to 80 hours consistently should be suspect. It isn't healthy for the individual, nor does it
set a good example for subordinates, and likely
the organization will eventually, in some way, suffer from the administrative ineptness.
The reward system in large organizations has
become counterproductive. This was dramatically
illustrated when one day there appeared on the
company bulletin board an announcement of a
moderate restructuring of the organization. I
talked to one of the individuals named in the announcement about his new responsibilities. I told
him that by virtue of the wording of the memorandum, I wasn't completely sure if he had received a promotion or a demotion. He indicated
that he was not sure either and wouldn't know for
sure until it was clear whether he would be working longer hours or shorter hours. "You mean," I
asked, "if you are working shorter hours then you
must have received a promotion ?" "No, vice versa," he answered resignedly.
MANAGEMENT ACCOUNTING /SEPTEMBER 1977

Be Kind to Yourself
The foregoing examples are descriptions of the
unbalanced life. Everyone needs a hobby or an
enjoyable pastime, an activity that restores. More
aptly, everyone deserves such an activity. It is
healthy and natural to love your work. There are
few professional people who aren't happy with
their work or they wouldn't have chosen the career they did. However, everyone needs time off —
and time out.
Lunch should never be skipped; it's the break in
the day that can make the difference between a
frustrating day of stress or a gratifying day of accomplishment. Don't rush through lunch even if
it means staying an extra half -hour in the evening.
Go to lunch with different people for new perspectives, new ideas. Don't discuss business unless it's
an urgent matter that has to be discussed. Go to
lunch occasionally with someone with whom you
don't work. Go to different places; don't get in a
rut. Have a sandwich and maybe do some shopping, call home and chat with the spouse, or read
something not work - related. The lunch hour can
provide a respite when used wisely.
Take those vacations. But make sure it's the
type of vacation that is restful, not one that leaves
you more tense when you return than before you
left. People have many reasons for not taking vacations. Some think that vacations are too expensive; some people simply lack imagination about
where to go and what to do; others encounter
scheduling problems with their spouse's job,
school, or workload; but some delude themselves
into thinking they are indispensable to the firm,
that a crisis will arise in their absence and they
won't be there to deal with it. They may even be
afraid that maybe a crisis will develop and someone will handle it adroitly and their indispensability will be doubted. Hooray for those firms that
make vacations mandatory.
Dr. Neil Solomon, who writes a syndicated column on medical advice, recommends a certain
diet for those who work under stress. Listed here
are some of his recommendations:
1. Go easy on fats —they are hard to digest, especially under stress.
2. Drink only moderate amounts of tea and coffee, and substitute decaffeinated coffee when
possible.
3. Drink at least eight glasses of fluid a day.
4. Eat foods rich in potassium, like oranges and
bananas. Potassium plays a key role in muscle
contraction, and stress causes excessive contraction.
5. Drink at least two glasses of skim milk a day.
It replaces the calcium lost during stressful
situations.
6. Eat plenty of citrus fruits and vegetables for
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vitamin C. Vitamin C keeps the walls of the
capillaries flexible.
7. Eat foods rich in vitamin B, which serves as a
catalyst in the production of energy.
8. Nitrogen, the base of the body's protein, is
excreted under stress. Vitamin B foods will
provide adequate protein.
9. Eat adequate bulk such as fresh fruits and
vegetables and whole grains, since stress often
causes constipation.
10. Relax before a meal. One good way is to walk
at least one -half mile.
11. Make a point of sitting down at the table every time you eat a meal. Put worries aside and
make this a pleasant moment of your day.
12. Avoid three large meals. Instead, supplement
three small ones with afternoon and bedtime
snacks.
13. Try to take a longer walk before going go
bed —it is relaxing and helps you sleep more
soundly.

"Hooray for
those firms that
make vacations
mandatory. ”

In addition to the above, there are two other
things that should be curtailed to reduce stress:
smoking and drinking. Despite the Surgeon General's warning that smoking could be harmful to
one's health, there has not been widespread abstinence; people still smoke. At a seminar on addiction, habituation and the pharmacology of tobacco, held during the 34- nation First World Conference on Smoking and Health in September, 1967,
there was general concurrence that the presumed
action of nicotine "would link smoking dependence with other major forms of dependence, such
as heroin and alcohol."
The stimulus inhaled from cigarette smoke is a
volatile, poisonous alkaloid chemically known as
C, OH „N, and pharmacologically categorized as an
organic nerve drug so powerful that a one -drop
injection would cause instant death. It is believed
that the drug action of nicotine is a primary cause
of more deaths each year than are caused by heroin. Cigarette smoke produces at least seven known
carcinogenic polycyclic hydrocarbons, and in various ways causes nearly seven times more deaths
than from highway accidents. Dr. Alton Ochsner,
head of the famed Ochsner Clinic in New Orleans
and one of the world's foremost lung- cancer surgeons, believes that the number of cardiovascular
deaths caused or provoked each year by cigarettes
is shockingly high. This is brought about in three
principal ways: oxygen starvation, a racing heart,
and circulatory problems. Aside from the physiological effects that smoking has on the human
body as it regards stress, just thinking about the
destruction being wreaked on the human body is
enough alone to make us tense. Yet, the people in
this country still smoke one and one -half billion
cigarettes a day. To cope with stress, the body
must be healthy; cigarette smoking prevents such
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a condition and actually makes it susceptible to
disease.
"The luncheon
Drinking is another contributor to stress. The
cocktail should
luncheon cocktail should be avoided at all social
be a voided at all costs. No habit is more rationalized. The line of
social costs."' reasoning on the surface is plausible; a drink arbitrates the morning and afternoon. On the contrary, alcohol does not relax the body, but acts as
a stimulus initially and depresses the body about
an hour later. One drink can definitely be felt, two
can destroy productivity for an afternoon, and after three cocktails, it would be just as well if you
didn't return to work. In terms of judgmental
skills, more harm than good can be done. Psychiatrist and public health leader Joe Fort shows in
his recently completed book that alcoholism is the
country's most widespread and pernicious problem.' The problems that drinking causes, causes
stress. Stress often leads to more drinking and
drinking to more stress. As the writer of Proverbs
so wisely stated: "There is a time and place for all
things." Drinking in moderation —and at the
proper time —will cause the average person no difficulty. Unless such discipline is observed, however, it will continue to be our nation's number one
social problem.
Another way of reducing stress in our lives is to
avoid stressful situations. Unless stress is managed, it will manage us. When this tip -point is
reached, our decision - making ability is impaired.
According to an Indiana University Northwest
management professor: "Business is in big trouble, in terms of both poor productivity and lousy
credibility with the public, because of top -level
management techniques that create unwarranted
anxieties within middle - management and lower management ranks." No doubt everyone is familiar with the profile of the administrative incompetent at the head of an organization, who is at the
top because of politics, nepotism, or a host of other invalid reasons, and who constantly leaves a
trail of chaos for subordinates to straighten out.
Frustration is more of a stress symptom than a
stress - causing agent. When one shows frustration,
stress has been at work for some time. Finally, it
manifests itself through a helplessness we feel in
attempting to deal with the situation. At this point
we are frustrated. We really don't know how to
cope with the problem at hand. It is true, much
stress is imposed on us. We get boxed in. It will
pay to anticipate early what type of situations and
what type of individuals are stress - generating.
Once we have established our own definition, we
should avoid them whenever possible. What happens to two people when their body chemistries
are totally different was demonstrated in an episode of "The Tony Randall Show." The character
who wreaked psychological havoc in Tony's life
was the type of obnoxious personality that all of
us have known at least once in our lives. In this
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case, the character, Mario Lanza, drove Tony to
go temporarily berserk. Being of Type A behavior
myself, I commiserated deeply with Tony.
But in real life, so as not to be rude, we humor
or patronize such people at the expense of our
own good health. We should be more blunt. If
they are too obtuse to understand our attitude
when discreetly revealed, then maybe their insensitivity will shield them from that last resort of
blunt instruments known as brutal frankness.
Another prescription I offer for handling stress
on the job is not to allow yourself to be surrounded by those who can't manage stress. This happens more often than managers care to discuss for
fear that they will be accused of meddling. In interviewing to fill positions that bear a lot of stress,
I look for those well- adjusted, personal situations
that are not already stress - heavy. Too many managers are not managing competently because of
preoccupation with personal problems. They have
so many personal plights of their own, they are
completely turned off to such circumstances their
subordinates may present, therefore failing to offer
the counsel that may be needed to achieve even
minimum productivity. At first this seems cold
and biased. If the applicant is technically qualified, then what business do I have disqualifying
him on grounds of a personal nature? Michael
Macoby writes in Fortune about the corporate
climber who develops his head but not his heart."
The "heart" that he refers to is the managerial
technique of dealing with subordinates' emotional
problems and the varied personalities that are
likely to be found in any office. So, the question
becomes: Is a manager capable of dealing with a
subordinate's personal problems if he can't deal
with his own? Stress begets stress. Is it prudent for
me to hire a subordinate manager that is in the
process of getting a divorce? Or one who is filing
bankruptcy? Or one who is egomaniacal and insecure? Or one who chain smokes or bites his nails
until he resembles a replica of Venus de Milo? Or
one who has two cocktails during the luncheon
interview? Robert Half strongly advises against
smoking or drinking at all during an interview. In
most cases the interviewer, even though he himself smokes and drinks, will perceive abstinence
with an unconscious admiration. How a person
manages his personal affairs cannot be completely
separated from how he manages his job. Admittedly, there is a danger of imposing one's own value judgments on someone else to a detrimental
extent. However, as in any sporting event, there
will be calls by the official that are questionable
and debatable by both sides as to accuracy, but by
and large, most of the calls are unanimously consented. Similar calls can be made regarding the
personal lives ofthose who may ultimately be in a
position to affect the stress level in our own lives.
Now try a refill of this same prescription and
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apply it to your own personal lifestyles. Think
about some of the personal situations that cause
an inordinate amount of preoccupation that eventually leads to stress. The principal stress- generating agent is a tight schedule, brought about by
trying to fit too many activities into a fixed number of hours. The result is ever - mounting pressure,
moving as surely and as imperceptibly as the
hour -hand of a clock. Unless that schedule contains some time for reflection, it's too full. The
mortality rate among people who attend church
regularly is lower than for those who do not. For
years this was not fully explained. Now, with
more attention being paid to the damaging effects
of stress, the incidence is not totally puzzling.
People in organizations are like cells in an organism. It is highly unlikely that the stress experienced by one cell won't in some direct or circuitous way affect the stress level of the other cells.
And so it is as John Donne said:
"No man is an island, entire of itself; every
man is a piece of the continent, a part of the
main; ... any man's death diminishes me,
because I am involved in mankind and
therefore never send to know for whom the
bell tolls; it tolls for thee."
Conclusion
It has always been taken for granted that the

prime objective in any contest, whether it be war
or sporting event, is to win. I have always disagreed with this concept. The prime objective is
not to lose. Once that position is secured, concentration can be applied to negotiating a tie or a
victory. This is redoubtably true in football, hockey, chess and even war. A negotiated peace is preferred to outright surrender and military oppression. It is even better for a corporation to just
break even or have a loss year than to file Chapter
Eleven. It is also true of the human life. Our first
objective should be to remain healthy. Unless we
do, we can accomplish nothing. As a business operation needs to plow back a certain portion of
income to replace depreciated assets, every businessman needs to plow back a certain portion of
his (or her) time and good judgment toward replacing the energy and vitality that is lost due to
stress.
Stress is an insidious killer. Unfortunately, we
find our own personalities serving as its most efficient emissaries.
❑
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SCHOOLS OF PROFESSIONAL ACCOUNTANCY:
THE MANAGEMENT ACCOUNTANT'S VIEW
Continued from page 16
and other faculty, and that only a limited number
of schools could support a SPA. For all other
questions there were no significant differences.
Conclusion
Although many believe that a school of profes-
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sional accountancy would benefit primarily those
entering public accounting practice, the responses
to our questionnaire received from NAA members in industry seem to indicate that they perceive significant benefits for those going into business and industry as well.
❑
' Board on Standards for Programs and Schools of Professional Accounting,
American Institute of CPAs, 1976.
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Accommodating
Exchange Rate Fluctuations
in Intercompany
Pricing and Invoicing
Dollar indexing eliminates distorted performance measurements
and reflects economic reality in the transfer price of the product, but
avoids the adverse side problems associated with local currency
invoicing.

By Duane Malmstrom
Since the December 1971 collapse of the Bretton
Woods Monetary Accord, multinational companies have had to deal with the problems of frequent fluctuations of currency values in various
international markets. Rapid changes in exchange
D.MALMSTROM rates have introduced a host of new risks, problems and procedures for managers of United
is Director of Asset States companies. For example, the reported fiMeasurement and
Transfer Pricing at nancial results of several companies have been
Honeywell, Inc.,
Minneapolis, Minn. He dramatically altered because of exchange rate flucholds a B.A. degree in tuations. As a result, established market strategies
Economics and
Mathematics from have been revised because of additional risks and
Hamline University and costs associated with changing currency values;
an M.B.A. degree from treasury functions have been expanded to more
the University of Utah.
effectively manage exchange exposure; and accounting systems have undergone extensive reviThis article was sions to comply with new policies imposed by the
submitted through the Financial Accounting Standards Board.
Minneapolis- Viking
Another important aspect associated with these
Chapter.
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changes involves the pricing and subsequent profitability measurement of the many intercompany
transactions that occur between a United States
parent company and its foreign subsidiaries. The
purpose of this article is to explain how Honeywell's Control Systems organization, a multinational manufacturer of automatic controls for
homes, businesses, and government agencies,
solved the problem of pricing and invoicing intercompany sales among its various subsidiaries and
divisions.
Honeywell is comprised of dozens of domestic
divisions and about 100 international subsidiaries
and affiliates, all of which are regarded as profit
centers. Manufacturing capabilities exist at all of
its United States divisions and at the major subsidiary locations throughout Europe, Canada,
Latin America and the Far East. In most cases,
manufacturing divisions are organized to produce
products for worldwide requirements. These divisions then sell their output to their own local exMANAGEMENTACCOUNTING/SEPTEMBER 1977

ternal customers and to "sales - office" subsidiaries
throughout the world. These subsidiaries, in turn,
are responsible for marketing the product to external customers in their assigned territories.
Annual intercompany sales from the producing
divisions to the selling subsidiaries run into the
hundreds of millions of dollars. It is important,
therefore, that the managements of the numerous
profit centers involved, and the corporation as a
whole, equitably price the products and services
that are exchanged between company locations.
Honeywell's basic policy has been to allow producing locations to recover their appropriate costs
plus a profit through corporately controlled intercompany pricing procedures. In essentially all cases, intercompany sales are invoiced in United
States dollars regardless of the locations involved.
However, sales to external customers are usually
billed in the local currency of the selling subsidiary involved. For management reporting purposes, international subsidiary local currency production costs and revenues are translated into United
States dollars at current exchange rates.
Problems of Floating Exchange Rate
Traditionally, transfer prices had been established at the beginning of each year based on
planned volumes and costs. They were then "frozen" throughout the year as approved United
States dollar transfer prices. This system worked
fairly well until foreign currency exchange rate
fluctuations became more frequent. Floating exchange rates not only introduced the problem of
distorting the performance measurements of the
various profit centers, they also created potential
marketing and sourcing problems in several countries.
Recognizing these problems, Honeywell's President, E.W. Spencer, initiated a study to determine
how the company's intercompany pricing and invoicing policies could be modified to minimize the
adverse consequences of the current system. The
basic objectives of the study were to revise the
existing system: (1) to allow "real world" (i.e., undistorted) factory performance. measurements, (2)
to reflect the real economic costs (i.e. current
United States dollar values) of the product in the
transfer prices from producing factories to the
"sales office" subsidiaries, and (3) To provide a
pricing and invoicing system that is administratively feasible. The study included an internal survey of possible solutions and potential problems
and an examination of other company practices.
Alternatives Examined
Possible solutions which were examined and rejected included: (1) changing to a worldwide multi- currency system where all intercompany prices
and invoices would be denominated in the local
currency of the manufacturing subsidiary, (2)
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changing to a local currency system only for certain geographic areas such as Europe, (3) creating
a hypothetical currency (called the "Honeywell
dollar ") which would reflect the relative currency
values of the producing and purchasing locations,
and (4) adjusting transfer prices on a periodic basis, such as quarterly, to reflect the current exchange rates. Although the first two local currency alternatives would accomplish two major objectives desired, implementation of a multi -currency billing system was rejected because it would
create numerous adverse administrative side effects. It would, for example, severely complicate
established cash management procedures of netting intercompany payables and receivables on a
location -by- location basis and transmitting only
funds for the net dollar amount payable by each
location. It would also create additional customs
and exchange control problems in some countries
and necessitate extensive changes in United States
dollar -based accounting systems, thus creating a
need for worldwide exchange rate expertise at every location. In addition, it would cause increased
exchange exposure at subsidiary locations, and
would create adverse tax situations in countries
where exchange losses are not deductible.'
Creating a "hypothetical currency" for intercompany billings was also rejected because it
would involve many of the same problems listed
above. The alternative of periodically adjusting
transfer prices (such as quarterly) would avoid
many of these pitfalls; however, this too was rejected because it was felt that this alternative
could induce purchasing locations to change their
normal ordering patterns which could be detrimental to the corporation as a whole. For example, if a supplying subsidiary's local currency was
expected to revalue in the future (thereby leading
to increased transfer prices), numerous purchasing locations might accelerate their orders to that
subsidiary in order to avoid the future price rise.
This could cause production scheduling problems
at the producing location, and lead to increased
total cost through the use of premium labor to
meet the "artificial increase" in demand.

"Creating a
'hypothetical
currency' for
inter - company
billings was also
rejected ... "

The Solution
The solution that was finally selected and implemented at Honeywell's Control Systems locations was a very simple technique called "dollar
indexing." Its intent is to achieve the same impact
as local currency invoicing; i.e., eliminate distorted performance measurements and reflect economic reality in the transfer price of the product,
but avoid the adverse side problems associated
with local currency invoicing. Under the "dollar
indexing" procedure, each manufacturing subsidiary plans its own local currency costs and volumes in the usual way. It then converts the required local currency revenue to United States
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.. The system
automatically
encourages
autonomous
profit centers
to make
decisions . . . "

dollar transfer prices, using a planned and approved exchange rate.' Invoicing and subsequent
intercompany payments continue to be made in
United States dollars, thereby avoiding the administrative problems of actual local currency invoicing. Whenever the actual exchange rates change
from the planned rate, however, United States
dollar transfer prices are "indexed" to the current
exchange rate between the producing subsidiary's
local currency and the United States dollar. The
basic pricing /invoicing formula is:
NTP = OTP X CE R

where
NTP = New transfer price
OTP = Old transfer price
CER = Current exchange rate
PER = Planned exchange rate
For example, if Subsidiary A's local currency revalues against the dollar, its transfer prices are
raised. If manufacturing Subsidiary B's local currency devalues against the dollar, its transfer
prices are reduced.
Two additional features included in the procedure are: (1) transfer price changes due to local
currency exchange rate fluctuations apply uniformly to all products produced by the factory
involved, and (2) the exchange rate in effect on the
date of invoice (versus order date) is used to deter mine the current transfer price. The intended and
actual impact of this procedure is to shift the exchange risk (and cost) from the international producing factories to the worldwide selling subsidiaries. Whenever possible, selling subsidiaries are
expected to pass on increased costs to their exterrial customers. On the other hand, if transfer
prices to the sales offices are lowered (due to currency devaluations in producing country currencies), then sales offices have the option of: (1) retaining the additional profit in their P &L, or (2)
lowering external customer prices to expand total
volume and total company profit.
Transfer prices from producing factories located in the United States are never adjusted when
exchange rates change. There is no need to do so
because these factories do rot have any exchange
risk; they are always incurring production costs in
United States dollars and selling their output in
the same dollars.
However, even though the dollar- transfer prices
on United States produced goods do not change
throughout the year, international subsidiaries
that purchase from United States factories must
decide whether to change their customer prices
whenever their own currency changes in value
against the dollar. If their currency devalues
against the dollar, their profitability performance
26

will be jeopardized unless they raise their local
currency prices to external customers. Conversely,
if their local currency revalues against the dollar,
they have the option of retaining the additional
profit, or lowering external customer prices to
gain added volume.
Total Company Control and Benefit
The company is able to effectively control a
substantial volume of intercompany activities
each year through the following key functions:
1. Top management review and approval of all
financial plans developed by profit centers.
2. Centralized determination and mandatory use
of planned exchange rates.
3. Centralized determination of actual exchange
rates and conversion of local currency financial
results into United States dollars.
4. Centralized review and approval of planned
transfer price levels.
5. Continuous monitoring of transfer price
changes throughout the year (by both a corporate staff function, and by affected purchasing
locations).
6. Ongoing feedback communications between
the producing and purchasing locations and
the corporate staff function.
Through the dollar indexing procedure and the
associated management performance measurement system in use, Honeywell benefits as a total
corporation because the system automatically encourages autonomous profit centers to make decisions which are in their own best interest, and also
in the best interest of the corporation as a whole;
and through the arbitrage process that is carried
on in the external financial community, the relative values of any two non - dollar currencies are
always reflected in the United States dollar exchange rates of those currencies.
Examples
Some examples of common problems caused by
fixed United States dollar transfer pricing in a
world of floating exchange rates are illustrated below, followed by solutions using dollar indexing.
The examples are based on management reporting
procedures.
PROBLEM I: DISTORTED PERFORMANCE
MEASUREMENT

Under fixed United States dollar transfer pricing, performance measurement is distorted whenever the actual exchange rates for the producing
or purchasing country deviate from the planned
exchange rate. For example, suppose Subsidiary A
(a manufacturing location) plans to produce and
sell 1,000 devices to its affiliated subsidiaries at
$10 per unit, the approved transfer price. Suppose
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=

Percent of sales

Local
currency
LCA20,000

1,000

18,000
LCA 2,000

10

10

=

$

Profit

Now suppose that the year actually progresses exactly as planned, except that the United States
dollar devalues to that $1.00 = LCAL Thus, the
actual P &L results for Subsidiary A measured in
United States dollars and in local currency will be:
Subsidiary A— Results
United
States
Exchange
dollars
rate
Sales (inter$10,000 $1.00 LCAI
company)
Costs
18,000 LCAI $1.00

Local
currency

(80)

(80)

=

(8,000)

LCA10,000
18,000
LCA(8,000)

=

Percent of
sales

$

Profit

=

Profit

As you can see, even though Subsidiary A actually achieved its planned device volume, and even
though it controlled its local currency manufacturing costs precisely as planned, its profit performance was completely obliterated by the exchange rate change. This "distortion" occurred in
both the United States dollar P &L and in the local
currency P &L.
PROBLEM II: EXTERNAL MARKETING
DIFFICULTIES

Suppose that manufacturing Subsidiary B plans
to produce and sell 1,000 devices at a transfer
price of $10 /unit to an affiliated Subsidiary C
which is located in a different country. Subsidiary
C plans to sell the devices to external customers in
its local territory at a local currency price LCC6
per device. Suppose that this price is competitive
with that of another local supplier also operating
in Subsidiary C's territory. Finally, suppose that
the planned exchange rate for Subsidiary C's local
currency is LCC1 = $2.00. Thus Subsidiary C's
planned P &L's measured in United States dollars,
and its own local currency will be:
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Percent of
sales

$

Subsidiary A —Plan
United
States
Exchange
dollars
rate
Sales (inter$10,000 $1.00 LCA2
company)
Costs
9,000 LCA1
$.50

Subsidiary C —Plan
United
States
Exchange
dollars
rate
Sales (cus$2.00
$12,000 LCC1
tomers)
10,000 $1.00 LCC.50
Costs
=

also that Subsidiary A's total local currency cost
to produce these devices is LCA 18,000 and that
the planned exchange rate is $1.00 = LCA2.
Thus, the planned P &L's for Subsidiary A, measured in United States dollars and in local currency
will be:

Local
currency
LCC6,000
5,000

2,000

LCC1,000

16.7

16.7

"Consider the
real world
problems ...
where exchange
rates are
continually
gyrating ... "

Now suppose Subsidiary C's local currency devalues against the dollar (but remains unchanged
against Subsidiary B's currency), so that
LCC 1 = $1.00. If subsidiary C does not raise its
final customer price, it will be faced with the following P &L's at year end:
Subsidiary C
United
States
dollars

Exchange
rate

Local
currency

Sales (customers)
Costs

$ 6,000 LCC1 = $1.00
10,000 $1.00 = LCC1

LCC 6,000
10,000

Profit

$ (4,000)

LCC (4,000)

(67)

(61)

Percent of sales

If, because of the local price competition, Subsidiary C cannot raise its LCC6, local currency
per unit price, it will either be tempted to stop
selling the devices in its assigned territory, or
source its requirements from somewhere other
than Subsidiary B. (The same result might also
occur if Subsidiary C is located in a country with
strict price controls in effect.)
PROBLEM III: COMPOUND PROBLEMS
PRECIPITATED BY I AND II ABOVE:

Consider the real world problems and suboptimal decisions that could be made if you combined
Problem I (multiplied by dozens of producing
subsidiary locations) with Problem I1 (multiplied
by numerous "sales office" subsidiaries) and
placed it in a world where currency exchange
rates are continually gyrating up and down. The
resulting problems not only involve performance
measurement and reward, but also impact make
or buy decisions, manufacturing sourcing decisions, product development programs and numerous other activities of critical importance to the
financial well being of the multinational corporation involved.
SOLUTION I: EFFECT OF DOLLAR INDEXING ON
DISTORTED PERFORMANCE MEASUREMENT

Consider what would happen if all suppositions
were the same as in Problem I, except that dollar
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' :.. Honeywell
was able to
eliminate
distorted
performance
measurement

indexing was in effect. Since Subsidiary A's
planned exchange rate was LCA 1 = $.50, but the
actual exchange rate was LCA 1 = $1.00, its dollar transfer prices would be increased through the
use of the formula:

by 50 percent against the dollar. Accordingly under dollar indexing, the dollar transfer price from
B to C would be cut in half, Thus, at a transfer
price of $5.00 per device, Subsidiary C's actual
P &L results would be as follows:

NTP = OTP X C ER

Subsidiary C— Results
United
States
Exchange
dollars
rate
Sales
$6,000 LCC1 $1.00
Costs
5,000 $1.00 LCC1
Profit
$1,000
=

_ $1 0 X $ 1.00
$ .50

=

= $20.00 per device
Assuming that actual volumes were achieved, at
planned local currency costs, Subsidiary A's actual P &L results would be:
Subsidiary A— Results
United
States
Exchange
dollars
rate
Sales (intercompany)
$20,000 $1.00 LCAI
Costs
18,000 LCAI $1.00

Thus, under dollar indexing, Subsidiary C will
not be forced into an uncompetitive pricing situation, and it will not have to consider the discontinuation of marketing those devices in its assigned
territory.

$2,000

18,000
LCA 2,000

10

10

While the dollar indexing procedure adopted by
Honeywell's Control Systems organization only
addresses one of many aspects associated with
fluctuating currencies, it does alleviate several
problems that multinational companies often experience in the intercompany pricing area. By implementing this procedure Honeywell was able to
eliminate distorted performance measurement of
subsidiary locations, and allow the dollar transfer
price of each product to accurately reflect its economic cost to the total corporation. It was able to
implement this new procedure without necessitating extensive changes in its internal accounting
systems, and without disrupting its established
cash management procedures or jeopardizing
compliance with external pricing, customs, and
exchange control regulations.
❑

SOLUTION 11: MARKETING PROBLEMS ARE
MINIMIZED

Assume that all conditions stated in Problem II
are the same, except that dollar indexing is in effect. In that example, Subsidiary C's local currency devalued by 50 percent against the dollar (i.e.,
the planned rate was LCC1 = $2.00, but the actual rate was LCC 1 = $1.00). However, since Subsidiary C's currency remained unchanged against
that of Subsidiary B (the manufacturing subsidiary), then through exchange market arbitrage,
Subsidiary B's currency must also have devalued

' Although total company exchange exposure would not increase if multiple lo.
cal currency invoicing was adopted, each subsidiary's local exposure would increase because it would no longer have United States dollar intercompany pay ables and receivables to net against each other.
' For
reporting purposes, individual divisions and subsidiaries are
measured via United States Dollar Financial Statements in which actual results
are compared against an approved plan. All foreign subsidiary costs incurred in
local currencies including inventory removals and depreciation are translated to
dollars using current exchange rates. However, for consolidated Honeywell reporting to stockholders and the SEC. inventory removals and depreciation are
translated at historical rates in accordance with FASB B.
management

As you can see, Subsidiary A actually achieves
its planned profit rate, measured in dollars and
local currency. Thus, under dollar indexing, factory performance is not distorted due to exchange
rate fluctuations.

20

16.7

Conclusion

=

Percent of sales

currency

16.7

LCA20,000

=

Profit

Local

Percent of Sales

Local
currency
LCC6,000
5,000
LCC1,000
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An Analysis of the FASB's
Treatment of Foreign Currency
Translation
There is no way to simplify the issues involved in foreign currency
translation. The FASB has established the objectives of measuring
and expressing items denominated in foreign currency in dollars
and in conformity with U.S. generally accepted accounting
principles.

By Ruth E. Pleak
Translating financial statements expressed in foreign currency became a problem in the early
1970s, when a change from fixed to floating foreign exchange rates was followed by two devaluations of the dollar and its subsequent demise as
the most stable unit in the currency market. This
change in status especially forced American accountants to re- examine the methods previously
used to translate financial statements expressed in
foreign currency and to re- evaluate the objectives
behind the various methods. FASB Statement No.
8 established standards of financial accounting
and reporting for foreign currency transactions.'
This Statement made an attempt to deal with the
problems brought about by the expansion of international business activities, extensive currency realignments, and the hitherto acceptable practice
of using diverse accounting methods.
This article will examine the choices considered
appropriate in selecting foreign currency translation methods under Statement No. 8, the arguments the Financial Accounting Standards Board
used to support these choices, and some of the
effects the FASB choices have had on businesses.
Objectives of Translation
The FASB determined that the first step toward
MANAGEMENTACCOUNTING/SEPTEMBER 1977

conclusions regarding the unique problems of
translating foreign currency transactions and financial statements expressed in foreign currency
should be to identify the objectives of the translation process. The Board considered the following
objectives:
"A. To present the financial statements of the enterprise in conformity with the U.S. generally
accepted accounting procedures that would
apply had all assets, liabilities, revenue, and
expenses been measured and recorded in dollars.
B. To retain in the enterprise's financial statements the accounting principles that are accepted in the foreign country for assets, liabilities, revenue, and expenses measured in foreign currency.
C. To have a single unit of measure for financial
statements that include translated foreign
amounts; that is, not only to express in dollars
the assets, liabilities, revenue, or expenses that
are measured or denominated in foreign currency, but also to measure them in dollars.
D. To retain as a unit of measure each currency
in which assets, liabilities, revenue, and expenses are measured; that is, to express in dollars the assets, liabilities, revenue, and expenses that are measured in foreign currencies

R.E. Pleak
is an Audit Staff
Accountant for the Des
Moines Office of Ernst
& Ernst. She holds a
B.S. degree from Iowa
State University and an
M.S. degree from
Drake University. Ms.
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"The idea of
measuring a loss
orgain so that it
is compatible
with the
expected
economic effect
of a rate change
was also
rejected . . . "
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but to retain the foreign currencies as units of
measure.
E. To produce an exchange gain or loss that is
compatible with the expected economic effect
of a rate change on business activities conducted in a currency other than dollars." 2
The FASB accepted objectives A and C and
rejected the remaining three objectives. It should
be obvious that the FASB could not consider objective B valid without abandoning generally accepted accounting procedures. The Board also cited the need for maintaining consistent principles
in the preparation of financial statements so as to
aid readers and users of financial statements.
Interesting arguments center on the conflict between objectives C and D. The principal issue here
is the unit of measure. If objective C is used, costs
are measured in dollars and this leads to translation of some past prices at historical rates and a
change in net income. If objective D is used, costs
are measured in the foreign currency. This means
all amounts (including past prices) are measured
at the current translation rate, there is no change
in net income, and prior period statements are restated at the current rate. The difference in the
choice of measures presented in C and D represents a basic difference in viewpoint. Objective C
supports the parent company's outlook by measuring amounts in the currency of the parent company (dollars) and maintaining account balances
based on that fixed dollar amount. If the exchange
rate changes, the dollar amount is not affected,
but the amount in the foreign currency changes.
Objective D supports the subsidiary's viewpoint
by maintaining costs in the currency normally
used by the subsidiary for its accounting purposes.
If the exchange rate changes, the dollar amount
changes, and the foreign currency amount stays
the same.
The FASB supported objective C, feeling that it
maintains generally accepted accounting principles and measures cost properly by a dollar measurement. They thereby supported the viewpoint
of the parent company, which is the major entity
involved. In making this choice the Board rejected
two counter arguments: (1) that objective C was
an attempt to account for local and foreign currency transactions of foreign operations as if they
were dollar transactions or as if they were dollar
transactions in the United States and (2) that an
asset acquired by a foreign operation can be measured only in the foreign currency and has no true
historical cost in dollars. Defenders of argument
(2) feel that the translation of the historical cost
into dollars following a rate change is strictly an
application of an absolute, mathematical revision
in the rate. Proponents of objective C argue in
turn that the cost as expressed in dollars at the
time of purchase is the true historical cost because

it represents dollars foregone to purchase the asset.'
The controversy over the unit of measure represents the most important argument in the debate
over objectives C and D, It is also vital to the
consideration of translation methods. Objective C
will lead to one method, objective D to quite another.
The idea of measuring a loss or gain so that it is
compatible with the expected economic effect of a
rate change was also rejected after consideration
by the FASB. This objective would call for a
translation rate that should "produce an exchange
gain (or at least avoid producing an exchange loss)
if the economic effect of a rate change appears to
be beneficial and an exchange loss (or at least not
an exchange gain) if the economic effect appears
to be detrimental. "' The FASB rejected objective
E basically because it would not follow generally
accepted accounting principles and also because
the true economic effect due solely to any rate
change is probably undeterminable under any circumstances. In rejecting objective E, the FASB
defended its choice by reminding the reader that
any change in generally accepted accounting principles is beyond the scope of Statement No. 8,
which the FASB does not intend to have act as a
vehicle for major changes.
After considering the five objectives above and
accepting two of them, the FASB determined that
for Statement No. 8 "the objective of translation is
to measure and express (a) in dollars and (b) in
conformity with U.S. generally accepted accounting principles the assets, liabilities, revenue, or expenses that are measured or denominated in foreign currency ... translation should change the
unit of measure without changing accounting
principles." `
Method of Translation
With the objectives for translation established,
the FASB took translation methods under consideration. The FASB studied the existing four translation methods with the goal of deciding which
would best carry out the chosen objectives. The
four methods differ in their application of current
or historical exchange rate to the various asset
and liability accounts.
THE CURRENT - NONCURRENT METHOD

This method translates (1) current assets and
current liabilities at end -of- period rates and (2)
long -term assets (principally property, plant, and
equipment), long -term liabilities, and capital at
rates prevailing when the assets were acquired,
debt issued, or capital contributed. This method
evolved from practice in the 1930s and historically
has been used generally under conditions of semipermanent rate adjustments to translate currencies that were seriously depreciating relative to the
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dollar. The practice of translating noncurrent
items at historical rates served several purposes.
The dollar value of property, plant, and equipment was not felt to be diminished by the devaluation as long as operations continued because the
devaluation usually reflected severe inflationary
conditions only locally. Use of historical rates for
long -term liabilities held to the principle of conservatism. Any gain resulting from the rate
change was deferred in this manner until the liquidation ofa liability.
One problem with the current - noncurrent
method is the treatment of inventory accounts. To
recognize that inventories (as well as property,
plant, and equipment) have intrinsic value, which
usually does not change with a devaluation, the
monetary - nonmonetary method came into use.
THE MONETARY - NONMONETARY METHOD

Assets and liabilities are translated according to
their characteristics. Monetary assets and liabilities —those representing claims or obligations expressed in a fixed monetary amount —are translated at the current exchange rate. All other assets,
liabilities, and equity accounts are translated at
appropriate historical rates. The monetary -nonmonetary method creates problems in determining the predominant characteristic for some assets
and liabilities. During the 1960s and the early
1970s, most companies either used the monetary nonmonetary method, the current - noncurrent
method, or some intermediate method that was a
hybrid ofthe two.
THE TEMPORAL METHOD

In 1972, this method was suggested for use by
ARS No. 12. It is viewed by some as a modification of the monetary -nonmonetary method. Page
21 of ARS No. 12 contains a list ofaccount titles
and matches them to the appropriate exchange
rate classifications for the temporal method. Basically, this method translates cash, receivables and
payables, and assets and liabilities accounted for
at present or future prices at the current rate and
assets and liabilities carried at past prices at applicable historical rates. Statement No. 8 adopts a
modification of the temporal method. The method
sanctioned by the FASB in October 1975 (a)
translates cash, receivables and payables at the
current rate and (b) translates other assets and
liabilities in a way that the FASB feels retains the
accounting principles used to measure them in
foreign statements.°
THE CURRENT -RATE METHOD

This method translates all assets and liabilities
at the current rate. Owners' equity accounts are
translated at historical rates. The current -rate
method had been used by a minority of American
companies before Statement No. 8 was issued. AIMANAGEMENT ACCOUNTING /SEPTEMBER 1977

though the current -rate method is not generally
accepted in the United States, and has been rejected by the FASB, it may be the method most commonly used by foreign entities.' The Institute of
Chartered Accountants ofScotland and the Institute of Chartered Accountants in England and
Wales, for example, have recommended the current -rate method for use when the currency being
translated is weaker than the currency used to denominate the consolidated statements.' The current rate method has received much of its support
because it is a simple and cheap method to apply.

"Given the right
circumstances,
any of the
translation
methods are
able to cause
distortion ... "

Method Results Under Devaluation and
Revaluation
The impact of devaluation on financial statements translated into dollars will vary with the
translation method. The current - noncurrent
method will show losses on inventory valued at
net realizable value, gains on local current liabilities, and no change on fixed assets valued at net
realizable value or on foreign liabilities. The monetary- nonmonetary method will show a gain on
local monetary liabilities and no change on assets
carried at net realizable value or on foreign liabilities. The current -rate method will show losses on
all assets and a gain on local liabilities.
The temporal method will show losses on local
sales revenue and locally acquired assets valued at
replacement cost, a gain on local monetary liabilities, and no change in other assets or in foreign
liabilities. Under all methods, cash, receivables,
and payables will show losses.
The impact of revaluation on financial statements translated into dollars will be the opposite
of the effects of devaluation for the current -noncurrent, monetary -non monetary, and current -rate
methods. Under the temporal method, local monetary liabilities show a loss, but the locally acquired assets valued at replacement cost and local
sales revenue will show no change.
Distortion of Facts
The translation method involved determines
what the potential distortions are. Given the right
circumstances, any of the translation methods are
able to cause distortion of the financial facts.
A case in point is ICN Pharmaceuticals, Inc., a
California -based multinational drug company. In
1971, ICN expanded into Germany, borrowing
deutsche marks long -term to buy a company. The
company prospered, generating deutsche marks to
amortize the debt, and ICN found it unnecessary
to invest more capital in the company. When ICN
translated its financial statements for 1974, however, using the temporal method of translation,
the company suffered a $5 million foreign currency translation loss that helped put ICN's 1974
earnings in the red.' The ICN Pharmaceuticals
case is unusual, not many currencies are "harder"
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1. To report properly the results of rate changes
in the period of change.
2. To avoid impracticalities involved in trying to
defer charges."'
Opponents of immediate recognition make several points. One is that in many instances management will assess the likelihood of rate changes in
determining the most advantageous currency for
borrowing. Although this means that in reality
the effect of any rate change is part of the interest
on the debt, the company may not defer any of the
effects over the life of the debt, The FASB does
not allow the deferral of any translation "gain" or
"loss." Some analysts feel that this will be particularly difficult for companies with large foreign
debts." Whether or not the timing difference involved in recognizing this interest expense translation loss will affect long -term borrowing decisions
remains to be seen.
Some companies will be unhappy because they
are forced to report gains they have not yet realized by any cash flows. For instance, for 1975,
SEA Containers reported per -share earnings of at
least $5,98. Of that amount, $1.23 was due solely
to translation gains. SEA claimed this gain had
not been realized, and that the resulting earnings
figures were misleading to investors. SEA is one
company hoping for an amendment of Statement
No. 8.''
Immediate recognition of translation "gains" or
"losses" will make income figures very sensitive to
the day -to -day variation in exchange rates. Businesses must use the exchange rate at the balance
sheet date for the applied current rate. No regard
is given to factors such as the trend in exchange
rates. This problem is especially magnified in the
preparation of interim reports.
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Cost
The FASB- modified temporal method will
doubtlessly increase the time required to prepare
financial statements for the majority of U.S.
multi - nationals. For some, the consequences are
far greater than is immediately obvious. Handling
inventories in accordance with Statement No. 8 is
going to create particular problems: for chemical
firms, for instance. Extensive record keeping involving the production date and relevant exchange rates will be necessary for each inventory
lot. This recordkeeping may require extra personnel and computer programs not previously necessary. The effect of pairing exchange rates to inventories will probably also complicate the process of
inventory write ups and write downs. Whether the
cost and complications involved will affect company policies concerning inventory remains to be
seen.
Conclusion
There is no way to simplify the issues involved
in foreign currency translation. The FASB has established the objectives of measuring and expressing items denominated in foreign currency in dollars and in conformity with U.S. generally accepted accounting principles. The FASB has also
adopted the modified temporal method as best
suited to meet these objectives. Immediate recognition of the resulting foreign currency translation
gains and losses is required.
The difficulties in applying Statement No. 8 appear to be threefold:
1. The temporal method, like any other translation method, can create confusing balances for
a few accounts under conditions of devaluation
or revaluation.
2. The immediate recognition of foreign currency
translation can cause swings in gains and losses
reported on the income statement.
3. For certain types of companies, such as multinationals with large activities in inventory, adherance to Statement No. 8 may cause a large
increase in recordkeeping costs.

' Statement No. 8, Accounting for the Translation of Foreign Currency Transactions and Foreign Currency Financial Statements. FASB, Stamford, Conn., October 1975, par. 2.
/bid., par. 79
' In his dissenting view, FASB member Robert E. Mays argues that the historical
cost in dollars is proved irrelevant because the parent company moniters an
investment account for the foreign operation as a whole —it does not maintain
separate asset accounts. Thus "dollars foregone" does not apply to individual
assets it the parent company invests a certain dollar amount in the foreign subsidiary, which is then used by the subsidiary to enhance its operations.
FASB, Statement No. 8, par. 96.
' fbid, par. 60
' Poid., par 11 -2.
' R.J. Gayton, "Foreign Accounts Translation: a Valuation Problem." Journal of
Accountancy. June 1973.
, L. Lorensen, An Accounting Research Study, "Reporting Foreign Operations
of U.S. Companies In U.S. Dollars," A1CPA, New York, N.Y., 1972.
"'Alice i n Account ingland." Forbes, April 15, 1975.
FASB, Statement No. 8, par. 164.
" "Accounting Changes Have Car bide Hopping," The Commercial and FinanChronicle, January 19, 1976.
" " Earnings Outlook High —but not at Cuticr- Hammer," 77te Commercial and
Finncial Chronicle, January 19, 1976.
cial
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than the dollar. However, it illustrates the swing
in financial reporting that can occur using a specific translation method,
A similar financial reporting result occurs under the current- noncurrent method when noncurrent assets are financed with current liabilities or
current assets are financed through long -term
debt. Devaluation will result in a difference between the valuation of the asset and the cost of
debt for that specific asset. This is an illogical situation that produces confusing translation "gains"
and "losses ".
Under devaluation, the current -rate method
will reflect a loss on replacement values for imported nonmonetary assets and realizable values
for assets subject to foreign sales.
The early recognition of translation "gains"
and "losses" is another point of contention. In
opting for the immediate recognition of translation "gains" and "losses," the FASB gave the following reasons:
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The Liquidation Alternative
in Business Planning
One might be tempted to conclude that a business should be
continued as long as annual sales exceed the breakeven point—
this is not the case.

By A. Michael Sibley and Gerald L. Waddle
Every new business is subject to the risk of failure;
however, most entrepreneurs are optimistic and
tend to ignore this possibility. Their plans and
goals are too often based upon the assumption
that success is assured. As a result, they are often
poorly prepared to cope with failure if and when it
does occur. Many ill -fated business ventures are
stubbornly operated at a loss until the assets are
totally depleted. The results are often business
failures accompanied by personal financial disasters.
From a financial point of view, the establishment of a new business is an investment decision.
A large sum of money is typically spent at the
time the business is started in the hope of receiving a positive return in future years. The magnitude of that return can be measured using a cash
flow analysis. Whether or not the return on the
investment is sufficient is given by the equation:
n

Ft
(I I- rW` — I > 0

t
where
F, = The net cash flo w ex p ected to o ccu r in tim e
period t
I = The initial n et cash exp en ditu re n ecessary to
undertake th e investm en t
r = A disco u n t rate reflectin g th e m ax im u m rate
of re tu rn th a t co u ld b e ea rn ed o n o th er in vestments o f similar risk
n = The useful life of th e in vestmen t o r th e plan ning ho rizon of th e investor.
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The expression to the left of the inequality sign
is th e net present value of the investm ent and describes the net econom ic gain or loss expected to
b e realiz ed if the investm e nt is und ertaken. It is
ex p ressed in dollars and m easures th e current or
present econom ic value of t h e investm ent. The
first term represents the present value of expected
fu tu re cash re ceipts; an d if it is gre ate r th an the
initial cash expenditure, I, the investm ent is
ju d ged to be favorable. Satisfaction of the equation assures that the rate of return expected on the
in vestm ent is at least as great as that available on
oth er potential investm ents of sim ilar risk.
It should be noted that the existence of "som e"
profit is not a sufficient condition to justify the
in itiation of a business. The entrepreneur typically
makes a substantial com m itm ent of f unds to a
bu siness and these funds should earn a rate of retu rn at least as great as that which could be
earn ed o n ot her inve stm e nts of s im ilar r isk. The
en trepreneur must go beyond sim ply asking
wh ether the business will be "profitable." He m ust
ask: "Will the business provide a sufficiently large
return so as to justify commitment of my money ?"
Ther e a re s eve ral reasons for using cash flow
(actual receipts or expenditures of cash) as a criterion rather than acc ounting profit. For instance:
(1) The recognition of profit does not necessarily
co rrespond with the receipt of c as h or revenue.
Th e tim e va lu e o f m on ey is no t pro pe rly r eco gnized if the analysis is based only upon reported
profits. (2) Even if accounting profit were used,
difficulty would arise in selecting the appropriate
profit figure. Many corporations, for example,
measure income one way for tax purposes and an-

A.M. SIBLEY
is Associate Professor
of Accounting and
Finance at Clemson
University. He holds
B.S. and M.S. degrees
from Appalachian State
University and a Ph.D.
degree from the
University of South
Carolina.

This article was
submitted through the
Anderson Area
Chapter.

33

other way for shareholder or management purposes. Cash flow, on the other hand, is a well- defined
concept and is capable of being measured in a
straightforward manner. (3) Many accounting options (such as the use of LIFO or FIFO methods
of accounting for inventory) may have a substantial impact upon reported profit even though the
G.L. WADDLE physical and economic aspects of the business remain unchanged.
is Assistant Professor
Even in the early stages of evaluating the merits
of Industrial
Management at of a potential business, the possibility of bankruptClemson University. He
holds a B.A. degree cy should be explicitly recognized. Within the
from Baldwin Wallace context of capital investment analysis, this means
College, an M.B.A.
degree from Kent State adjusting forecasts of cash flow for the possibility
University, and a Ph.D. that the business may cease operation after only a
degree from the
University of South short period of time. Assuming, for example, that
Carolina. the business can either fail in the first year of operation or that it can be a success and produce substantial revenue for an extended period of time,
net cash flows should be estimated for both possibilities and weighted by their respective probabilities.' In short, recognition should be given to the
cash flow consequences of all possible outcomes of
the business venture, including early liquidation.
After a business has been successfully launched,
the entrepreneur often fails to pay attention to the
factors he analyzed before beginning the business.
He may implicitly assume that once he has dealt
with the initial variables, he no longer has to worry about them. This could not be further from the
truth. The businessman must be aware of changes
and how those changes affect his business. He
should prepare sales analyses and trend projections on a continual basis. The following questions
could prove helpful:
1. How many potential customers are there in
the market area?
2. Does the number appear to be increasing or
decreasing?
3. What affects the customer's need to purchase
the product or service?
4. Is there reason to expect that the factors affecting the customer's need for the product
will change?
5. Are there possible product substitutes for the
consumer?
6. What are the chances that substitutes will replace the present product?
7. What is consumer reaction to controllable
variables of the business
such as variations
...
in price, advertising, product offering, or convenience of availability?
8. What is the competitive situation in the industry?
9. Are competitors increasing or decreasing in
number?
10. Are competitors making changes in their efforts that will increase their relative effectiveness?
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If the answers indicate that customer population in the market area is declining, that a technological breakthrough threatens the future need for
the product, or that a major new competitor has
entered the market with resources and knowledge
that give it a competitive advantage, it may be
advantageous for the entrepreneur to liquidate his
business and invest his funds elsewhere.
The Liquidation Decision
The decision to liquidate a business should rest
upon the same type of analysis described earlier
with regard to the decision to start the business.
Revised forecasts should be made of sales and
costs, and these forecasts should be translated into
cash flow projections. In general, a business
should be continued only if the net proceeds of
liquidation are expected to be less than the present
value of the net cash flows from continued operation. That is, the business should be continued
only if:

L

< t

n
Ft
=,(1+r)t

'`

where
L = The net proceeds that would result if the
business were liquidated immediately
F, = The net cash flow that is expected to occur
in year t if the business is not liquidated (the
difference between total cash receipts and
cash expenditures)
r = A discount rate reflecting the maximum after -tax rate of return that could be earned
on alternative investments of similar risk
n = The remaining number of years until the
end of the economic life of the business if
the business is not liquidated at present
The possibility of liquidation should be an option that is periodically reviewed by the entrepreneur. Circumstances may arise such that liquidation is the most advantageous course of action
available. Furthermore, it is important that liquidation occur as soon as one recognizes that equation (2) is no longer satisfied.
The major difficulty in applying equation (2) is
in estimating the size and timing of future net
cash flows, F,. Sales represent the major source of
cash receipts. For a business with a short history,
the difficulties associated with making an accurate
sales forecast are well known and are particularly
complex. Cash expenditures (negative cash flow)
result from the purchase of raw materials or finished goods, salary expense (including a reasonable wage for the entrepreneur), rent or lease payments, payments for utilities, business related taxes or licensing fees, and a variety of other items.
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Establishing Sales Goals

Exhibit 1
LIQUIDATION VERSUS CONTINUED
OPERATION

Although equation (2) provides a theoretical
guide as to whether a business should be continued or liquidated, it is somewhat cumbersome and
not easily adapted to the type of ongoing review
that should be performed by business managers.
Fortunately, it is possible to restate the factors
which affect the continuation or liquidation of the
business to reflect a single and more easily understood criterion, such as a minimum level of annual
sales. This can be done if elements affecting net
cash flow in each year are expected to remain relatively fixed or to grow at a constant predictable
rate.
Let us consider the situation where net cash
flow is expected to remain relatively constant
from year to year and can be approximated by:
F= (KS — E)(1 — T)
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Liquidation value

I
I
Anticipated
sales

So long as anticipated annual sales are greater
th an this value, the cash flow will be sufficient to
meet all expenses and to provide an adequate retu rn on investm ent.

4

where r is a discount rate reflecting the maximum
after -tax rate of return which could be earned on
alternative investments of equivalent risk. If the
gross profit margin and fixed cash expenses are
not expected to vary substantially from year to
year, the present value of the cash flows resulting
from continued operation of the business, PV, can
be easily related to sales level.
The relationship between the anticipated sales
level and PV is illustrated graphically in Exhibit
1. The relationship is positive. PV increases as anticipated sales increase. So long as the present value is greater than the liquidation value of the business, continued operation of the business is the
best course of action_ This will occur for all anticipated sales levels above the critical level S,. If anticipated sales fall below S , liquidation of the
business is the best course of action.
The critical level of sales, S., is that value of S
such that when it is substituted into equation (4)
will produce a PV exactly equal to the liquidation
value, L. The critical level of sales is given by
_ E
Lr
K +k(I —T)

which must

Critical value
Sc

If an infinite planning horizon is assumed, the
present value of the cash flows that would result
from continued operations, PV, is given by:

s°

represents an
investment

Dollars

3

where
F = The annual net cash flow
K = The gross profit margin
S = The annual sales
E = The total fixed cash expense per year
T = The corporate tax rate

P V = (KS — E ) ( 1 — T )
r

"The ...
liquidation value

S

Example
Consider the following example. Assume that
the owner of a going business could realize a net
total of $800,000 from the liquidation of his business. In the event of continued operation, on the
other hand, gross profits can be expected to equal
ten percent of total sales, and fixed cash expenses
can be expected to approximate $1,000,000 annually. Based upon this information, one might be
tempted to conclude that the business should be
continued as long as annual sales exceed
$10,000,000 (i.e., the breakeven point )—this is not
the case. The $800,000 liquidation value represents an investment which must earn a competitive rate of return to justify continuation of the
business.
The average annual level of sales necessary to
justify continuation can be found by substituting
the above figures into equation (5). Assuming a 50
percent tax rate and an opportunity cost, r, of 15
percent, the critical level of sales is given by:
S

_ $1,000,000
$800,000 X .15
.10
+ .10(1 — 50)
= $12,400,000

A sales level of less than $12,400,000 would provide the owner with a rate of return less than that
which could be earned elsewhere, If sales were
anticipated to remain below $12,400,000, the logiContinued on page 40
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Obsolescence: the
Neglected Factor
The most complicated and controversial type of obsolescence is
financial obsolescence. This type occurs when a product is carried
in inventory for an extended period of time, accruing carrying costs.

r

By James A.G. Krupp
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There is literally no industry or business which is
immune to the problem of obsolescence. Yet we
who live with the problem do little or nothing to
control it. In many cases, we fail to even recognize
its existence or the magnitude of its impact. This
lack of effective action is generally the result of
our failure to recognize and understand obsolescence in all of its forms, of inadequate methods
with which to measure the value and the impact
of obsolescence, and ofa lack of direction toward
affirmative resolution and control of the problem.
There are three types of obsolescence. These
are:
1. Shelf life obsolescence, an abrupt loss of product value resulting from expiration of usable
shelf life of on -hand material;
2. Technical obsolescence, an abrupt loss ofproduct value through technological phase -out or
changes in model or style superseding the previous design; and
3. Financial obsolescence, the gradual depletion
of product value resulting from accrued costs
incurred due to carrying a product in inventory
for a prolonged period of time. (This represents
the least understood and most commonly neglected type of obsolescence.)
Technical obsolescence may be further classified
into two subcategories: (a) Planned obsolescence
which can be anticipated as a result of deliberate
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changes in model, style, or technology. (Most of
us are familiar with the term "planned obsolescence" as associated with the automotive and garment industries and (b) Spontaneous obsolescence
which is unanticipated and unplanned. This can
be the result of many factors; the most common
being radical design changes to rectify quality or
functional problems. The other types of obsolescence (shelf life and fiscal) are generally more predictable.
Shelf Life Obsolescence
When does an item actually become obsolete,
and what portion of its value should be incorporated into an obsolescence reserve? In the case of
shelf life obsolescence, the answers are obvious,
the product becomes obsolete as soon as its usable
shelf life is expended. At that point, the recoverable value is negligible and the total product value
will go into obsolescence reserve. The obsolescence reserve is the value of obsolete material at
standard cost at any given point in time (usually
taken as an inventory write -off or variance). Thus
obsolescence exposure, a projection of when a
product will go into or come out of the obsolescence reserve, is easily determined. We can usually identify when the product will become obsolete
and can assume that the full value of the product
will be lost. In the dairy industry, for instance, the
date imprinted on milk containers identifies the
point in time when the product will become obsolete. Based on demand patterns or forecasts, we
can predict what portion of the inventory will be
MANAGEMENT ACCOUNTING/SEPTEMBER 1977

left on -hand when the usable shelf life is expended. Lest we become too simplistic, however, keep
in mind that shelf life obsolescence is not always
predictable. For example, exposure to unusal atmospheric conditions may generate unanticipated
deterioration of a product. In such a case, obsolescence exposure cannot be predicted. We must still,
however, assume the full value of the product to
be lost in determining our obsolescence reserve.
Technical Obsolescence
In the case of technical obsolescence, the answers to the questions posed above are more complicated. While a product may in fact be technically obsolete from the point in time when a
change in its design occurs, the impact on recoverable value (and, therefore, obsolescence reserve)
can vary greatly from case to case. Generally,
technically obsolete material will fall into one of
four categories:
1. Unsalvageable —All product value (except
scrap value) is instantaneously lost. Most common cases would involve radical design
changes to rectify functional or quality problems where the affected items cannot be reworked or salvaged.
2. Salvageable —All or part of the product value
can be recovered by additional investment, i.e.,
rework, modification, repackaging, etc.
3. Partial recovery —A portion of the original value is recoverable by sale of the product in an
" as is" condition. This is especially common in
consumer goods, where special sales are used to
dispose of old -style products.
4. Full Recovery —The product loses no value
even though it is technically obsolete. Automotive replacements parts for outdated models are
an excellent example of this category. Full recovery has no impact on obsolescence reserve
and may be controlled through application of
normal inventory control practices. Therefore,
care should be taken to ensure that excessive
inventories are not generated presenting the
risk of fiscal obsolescence.
Financial Obsolescence
The most complicated and controversial type of
obsolescence is financial obsolescence. This type
occurs when a product is carried in inventory for
an extended period of time, accruing carrying
costs. At the point in time when the accrued
charges equal the net unrecoverable product value
(i.e., standard value less resale or scrap value), the
product is considered to be financially obsolete.
To continue to accrue carrying charges beyond
that point would deplete the recoverable portion
of the product value. Financial obsolescence is
generally attributable to one or more of the following three causes:
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1. Inadequate inventory control resulting in excessive quantities of a product being produced
and placed in inventory
2. Sudden drops in demand where an inventory
level had been developed based on previous demand levels
3. Inventory levels dictated by marketing (especially in the case of new products) where actual
demand fails to meet expectations
In the case of an item with no demand, it is
obvious that the entire inventory will eventually
become obsolete. But after what period of time?
And, what of an item with some small demand,
however insignificant; what portion of the inventory becomes obsolete?
The initial step in analysis of financial obsolescence is to determine the period of time over
which the net unrecoverable value of a product
will be totally depleted. In order to do this, we
must first determine the actual costs of physically
carrying inventory on an annual basis. The
charges which represent these costs are: (1) the
cost of inventory facilities, i.e., taxes, insurance,
depreciation, utility costs, rental costs, and miscellaneous (upkeep, cleaning, supplies, etc.); and (2)
the cost of servicing inventory, i.e., taxes, insurance, warehouse handling expense, and miscellaneous (cost of taking physical inventory, etc.). In
many cases, these charges have already been computed as part of the calculation of inventory carrying costs.

"The most
complicated
and
controversial
type of
obsolescence is
financial
obsolescence. "

Example
In order to better explain the problems of obsolescence, we will use a functional model as an example. The following is the basic known data:
Part number
Description
Standard cost
Resale (scrap) value
Current inventory
Inventory value (@ std.)
Annual demand
Carrying charge factor

AD 5405
.308" Be Cu hex rod
$1.00 per lb.
$.39 per lb.
8,000 lb.
$8,000
400 Ibs
6.1 percent'

The first step is to determine the net unrecoverable value of the product expressed as a percentage
of standard value:
L = CA

Cr X 100
C

where
L = Net unrecoverable value as a percent of
standard cost
C, = Standard cost
C, = Resale value
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"...

we can
now determine
the value of our
obsolescence
reserve m
dollars. "

L = 1'00
•39 X 100 = 61 percent
1.00
The next step is to determine the time period over
which the net unrecoverable value will be totally
depleted. This is computed using L and the annual carrying charge factor:
T = L
A-

2

where
T = Depletion period (in years)
A = Carrying charge factor (percent per year)

Times
10 percent
loss of value
.09
.08
.07
.06
.05
.04
.03
.02
.01
.45

It is essential to note at this point that the 45
percent total value loss is not a universal constant.
The same calculations for T = 5 years yields a
total value loss of 40 percent, and T = 20 years
yields 47.5 percent. However, a relationship can
be developed from our model:

For our example
T = 66
:

Year
1
2
3
4
5
6
7
8
9
10
Total value loss

Percent
ofinventory
remaining
90
80
70
60
50
40
30
20
10
0

—

For our example

= 10 years

Thus, all inventory in excess of a 10 year supply is
considered obsolete. At the end of that time period, the total net unrecoverable value will be depleted. Our obsolescence reserve in units, therefore, will be the portion of the inventory remaining at the end of time period T, and is defined by
the formula:

1. Let n equal the elapsed time periods
(0 > n > T).
2. The percent of net inventory remaining is then
defined by the relationship
T—n
T
and the annual loss of value by

U= I — ( S X T )

3

where
U = Obsolescence reserve (units)
I = Current inventory (units)
S = Annual demand (units /year)

(T — n) 1 _ T — n
TZ
T
T
3. The total value loss factor, which we will denote as V, is the sum of the individual value
loss factors for the time periods from n = 1 to
n = T -1. Thus, we derive the relationship

For our example
V=

T - I
z I

T1n

4

U = 8,000 — (400 X 10) = 4,000 lbs.
Up to this point, the development ofour model
has been relatively straightforward. However, the
calculation of obsolescence reserve can become
very complicated. We must not only consider the
impact ofthe obsolescence reserve in units, U, but
also the impact of the carrying charge factor, A,
during time period, T, on the balance ofthe inventory (defined as S X T in equation 3). We begin
by considering the depletion of the net value of
the inventory used in time period T. This depletion will occur at a rate of 1/T or 10 percent in
our example. At the end of the first year, 90 percent ofour net inventory will remain, and will lose
10 percent of its value; at the end of the second
year, 80 percent will remain, and will lose an additional 10 percent, and so on. The entire cycle for
the 10 year period can be tabulated in the following manner:
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Having developed the value loss factor, we can
now determine the value of our obsolescence reserve in dollars. The obsolete inventory, U, is valued at full standard cost, And, since the total value will be depleted by the loss factor, V, if the
inventory is carried substantially beyond time period T, the balance of our inventory (S X T) is
valued at the net unrecoverable cost (C — Q. In
our example, for instance, at 6.1 percent per year
accrued cost over the depletion period of 10 years,
only 61 percent of the value is lost. Our obsolescence reserve, R, is therefore, defined as:
S

R = US , + V( S XT )( C , — C , )

5

For our example
R = (4,000 X $1.00) + (.45) (400 X 10)
($1.00 — $39) = $5,098
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Annual usage —This column shows the projected
annual demand (if any).
Obsolescence date —This column shows the date
inventory became or will become obsolete. In the
case of financial obsolescence, this date is defined
by the date the product went into inventory plus
the time period, T, (as defined in equation 2). If a
product is projected to come out of obsolescence
reserve as a result of a known future usage, the
date of that projected usage should be listed and
coded with a negative sign.
Obsolete units —See equation 3.
Resale value /C —This column shows the recoverable value of the item (in this case, per 100 units).
Current Reserve Value- -See equation 5.
Projected Reserve Change —If a future exposure,
plus or minus, exists, the projected change in value of obsolescence reserve is indicated in this column.

Although the equations we have developed apply to financial obsolescence exposure and reserves, equations 3 and 5 can also be used to analyze technical and shelf life obsolescence by substituting T' for T, where T' defines the time interval to technical change or expiration of usable
shelf life. If time period T' has already expired,
the formulae reduce to:
U =I

6

and
R= (C , — C ,)I

7

For Shelf Life Obsolescence, C, = 0
Obsolescence Control
In most companies, obsolescence is treated financially as an inventory write -off. Exhibit I presents a format which can be used for determining
the value of the exposures and reserves. Note that
the format has been designed for use either manually or in an EDP application. The headings used
on this form are:

"In most
companies,
obsolescence is
treated
financially as an
inventory write off. ,,

Three cases are presented in Exhibit 1. Note
that A has been assumed to be five percent. Case I
shows two times in technical obsolescence and a
third with a future exposure to technical obsolescence. Case II presents three examples of financial
obsolescence; note that the third item has a projected future usage which will negate the obsolescence reserve. Note that, for financial obsolescence, "Obsolete units" defines the projected remaining inventory at the end of time period, T.
Case III shows two examples of shelf life obsolescence, the second with a future exposure. Two
points should be made in conjunction with this
example format:

Product code —This column is for item identification. New items or products with no prior demand history should be identified in a manner
which permits them to be identified and deleted
from consideration; otherwise, they will be considered financially obsolete. An item already in shelf
life or technical obsolescence should also be identified accordingly.
Standard cost /C —the standard cost, in this case,
is per 100 units.
Inventory units —The quantity represents onhand inventory in units as of the date of the report.
Inventory value —This column shows the value of
inventory units at standard cost.

I. It is possible that an item may have exposure to
both financial obsolescence and shelf life or
technical obsolescence. If such a situation exists, the lesser time period (i.e., T or T') will
prevail in the calculation of our reserve.
2. If additional inventory is added to the on -hand

Exhibit 1
OBSOLESCENCE ANALYSIS
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Product
Standard
Inventory
Inventory 12 Month Years in
code
cost /c
units
value
inventory
usage
Case I: Technical obsolescence
AC 125 (t)
$2.15
75,000
$1,612
AC 350 (t)
1.10
4,000
44
AC 740
1.65
8 000
132
400
20
Case II: Financial obsolescence
BE 210
.90
65,000
585
5,000
13
BE 415
.80
24,000
192
1,500
16
BE 790
.40
70,000
280
5,000
14
Case III: Shelf life obsolescence
XV 7A (s)
.60
21,000
126
XV 9A
.50
14,000
70
7,000
2
Suffix codes:
(t)
Technically obsolete
(s)
Usable shelf life expired
Note: Accrued carrying cost factor (A) assumed to be five percent.
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"Positive action
must be taken
without
...
attempting to
fix the blame
for the
problem . . . "

figure or deducted for any reason other than
projected usage levels, the obsolescence reserve
must be recalculated. Recalculation of obsolescence data must also occur if any of the following factors are changed;
a. Accrued carrying cost factor (A)
b. Standard cost (C)
c. Resale value (C)
d. Annual demand (S)
Disposition
Defining obsolescence values and exposure is
not in itself enough. Positive action must be taken
using the information generated without attempting to fix blame for the problem. For, as Confucius admonishes us, "Things that are done, it is
needless to speak about ... things that are past, it
is needless to blame." To facilitate discussion of
possible courses of action, we must again consider
each of the three types of obsolescence separately.
While some of the problem areas may be common
to all three types, recommendation for disposition
will differ greatly in each case.
TECHNICAL OBSOLESCENCE

Unless a deferment of the inventory writeoff is
desirable, all technically obsolete material should
be disposed of in a manner which will yield optimum resale value. We should strive to return the
maximum recoverable value to working capital reserves, especially where full value is recoverable.
Disproportionate values of obsolescence reserve
and /or exposure (especially on a continuing basis)
should alert the inventory manager to the probability that the problem lies at the front end, i.e.,
demand forecasts and /or inventory control systems. Procedures and applications should be immediately reviewed to determine the accuracy of
forecasts and whether planned obsolescence cutoff

dates are being taken into account in inventory
planning.
FINANCIAL OBSOLESCENCE

All inventory in excess of the demand through
the depletion period, T, should be disposed of in
the same manner as technically obsolete. In the
case of financial obsolescence, the problem is totally attributable to weaknesses in forecasting
and /or inventory planning. (If, in an A -B -C environment, significant numbers of A and B items
have fiscal obsolescence reserves, the problems
may already have reached disastrous levels.) Here
again, forecasting and inventory control procedures and applications must be reviewed and,
where necessary, immediate remedial action must
be taken.
SHELF LIFE OBSOLESCENCE

Action here should be the same as indicated for
technical obsolescence, While the question of recoverable value is not a factor in this case, the
retention of the material in inventory results in a
continued accrual of carrying charges which can
be avoided if the material is simply scrapped and
taken as an inventory write -off.
Conclusion
In the course of this article, we have re- defined
the concept of obsolescence, developed methods of
measurement, and recommended courses of action to be followed. The underlying purpose of
this article, however, has been to make the reader
aware of the problem by providing exposure to the
concept.
❑
Thomas W Hall, 'Inventory Carrying Costs: A Case Study MANAGEMENT
ACCOUNTING, January, 1974. In this classic case study, a total inventory carrying cost factor of 20.4 percent was determined, yielding a factor of 6.1 percent
per year. We have used this same 6.1 percent factor in our example.

THE LIQUIDATION ALTERNATIVE IN BUSINESS PLANNING
Continued from page 35
cal course of action would be to liquidate the business.
Conclusion
The possibility of liquidating an existing business is an option that should be reviewed periodically. Circumstances may arise such that liquidation is the most advantageous course of action.
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Furthermore, it is important that liquidation occur as soon as one recognizes that the conditions
justifying continuation are no longer satisfied.
However, as all too often happens, overly optimistic (or overly stubborn) entrepreneurs continue to
invest large sums of money in failing businesses
with the frequently vain hope that business prospects will improve.
❑
, See Alexander A. Robichek and Jam es C. Van Horne, "Abandonment Value
and Capital Budgeting," The Journal of Finance. December 1967
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Accounting for Joint Products
in the Petroleum Industry
If the refinery process could be simplified, and all processing
beyond the original split -off point were done by different companies,
the joint -cost allocation problem would be simplified.

By Robert E. Feller
The true flexibility of the petroleum industry was
demonstrated to the public in 1973 when the government ordered the industry to make a change in
product mix. The industry was told to cut back
production of gasoline and to increase production
of fuel oil. An increase in intermediate - product
prices was to be allowed by the government in
order to avoid the penalty that would be associated with not upgrading to a higher- revenue product. The industry was, therefore, requested to provide the government with figures representing the
loss associated with a change in production from
gasoline to home - heating fuel.
Although the industry ostensibly complied with
this request, there was widespread belief that the
cost of any single product within the refinery
product mix could not be separately determined.
As we know now, it was determined, and an adjustment in prices of furnace fuels did result.
The problems resulted from limited domestic refining capacity and from the curtailment of exports to the United States of refined products by
some foreign powers. This also ushered in a dual
pricing scheme for domestic crude and a separate
set of prices for foreign crude. These multiple
prices, coupled with the retention of petroleum
products under Phase IV government controls,
presented the industry with a most demanding
need for timely, accurate cost data.
Basic to this problem is an understanding of
how crude oil is processed. It is passed through a
MANAGEMENT ACCOUNTING /SEPTEMBER 1977

refinery which is in reality a manufacturing plant
with considerable flexibility in the short run.
The Refining Process
The modern refinery has evolved from a crude oil refining process. During the early years of the
industry, the only significant changes made were
in vessel (still) size and methods of providing heat.
Historically, nothing could be done to significantly alter the yield or product mix from the refining
process. Attempts at cost accounting under these
circumstances were also frustrating because of the
joint - process- cost - allocation problem. When the
early by- product period passed, and more than
one desirable (prime) product was obtained, cost
allocation with certainty was impossible. Some
observers suggested price- relative allocations as a
solution (although imperfect) to a pressing problem. However, astute accountants concluded that
all allocations were arbitrary and cautioned
against them.
How did this situation change; to what extent is
the refining industry a manufacturing activity?
William F. Schmeltz reviewed the historical developments in the refining industry which caused
the change.' He notes that a frenzy of activity
took place after the discovery of the Burton process of 1909 (patented in 1913) which enabled the
extraction of greater quantities of high- revenue
products from a barrel of crude oil. Various processes were introduced and patented which gave
refiners greater and greater flexibility in product
yield. Since the lighter fractions of the crude -oil
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barrel had traditionally produced the highest revenues, research and development focused on the
production of these lighter fractions.
Although research has been highly successful in
enabling the refinery to upgrade products, it is not
now possible to downgrade products heavier than
the gasolines on an absolute basis. Some flexibility
does exist, however, since the manager can discontinue at will the upgrading process and return
to the more natural yields. The tremendous volumes put through the large refineries allow substantial quantities of alternate products to be considered for production. This flexibility creates the
need for decisions. In turn the decision process
generates a requirement for accounting information.' The introduction of special processes to upgrade products also led to differentials in processing costs.
When crude oil and refining capacity were
abundant, the normal decision was to continously
upgrade products for higher- revenue production;
a practice followed by the industry until 1973. An
interruption on the supply side of the equation,
however, produced a new situation. Supply shortages appeared at all levels of production. At that
point, price should have become the adjustment
mechanism, given an uncontrolled economy. That
is, when supply was scarce, resources should have
been shifted to the product with the increasing
price (increase demand relative to other products). That solution was prevented by direct government control.
Despite the government control, accounting
systems have not always kept up with the rapidly
changing external and internal reporting requirements. Any system which would meet today's
complex requirements must be flexible. There is a
need among other things for a segregation of fixed
and variable costs, but more important the long run solution demands a more flexible accounting
system. However, regardless of the accounting
methods used, one must bear in mind that refining, once exclusively a processing operation, has
become a manufacturing activity with all the attendant cost - accounting and management- information requirements.
If the refinery process could be simplified, and
all processing beyond the original split -off point
were done by different companies, the joint -costallocation problem would be simplified. This division of activity would clearly segregate the processing activity from the manufacturing activity.
Two distinct problems would then be apparent instead of one. The first joint- cost - allocation problem would be concerned with the division of the
costs associated with the acquisition and simple
processing of a barrel of oil. The second would be
specifically concerned with manufacturing (further processing) costs and their division among
the resultant products. This segregation of the

processing and manufacturing activity is impractical, if not impossible, given existing facilities.
Market Value Changes and the Price - Relative
Allocator
For years the refining industry in the United
States has, with few exceptions, avoided domestic
production of residual fuel oil. Basically, residual fuel -oil production was uneconomical. However,
increased demand for residual fuel oil, coupled
with a critical shortage in the supply of the product, produced contract negotiations in which the
1973 residual- fuel -oil prices were almost double
the previous price. The most expensive equipment
and processes used in the industry have as their
purpose the upgrading of refined products to
lighter fractions, which were previously more valuable. Suddenly, the product which does not require and cannot benefit from all this further special processing becomes more valuable. Should it
then automatically acquire a "cost" approximately twice what it was originally? Until the price of
crude oil rises, it cannot be argued that the purchaser of the barrel of oil envisions the end result
of the sale at the time of the purchase. This timing
difference between the purchase and use of the
barrel of oil invalidates the primary logic of the
price - relative approach. The problem becomes
even more complex if technological advance, rather than ecological or political constraint, causes
the change.
Current Accounting Practices in the Industry
William F. Schmeltz, in an unpublished dissertation, strongly suggested the development of a
financial costing model to solve the complexities
of this accounting problem.' He cautioned that it
would be an expensive process but that existing
technology was available and that such a computer model could be developed. He pointed out that
extremely sophisticated computer models had already been developed which would predict the
output of each of many refinery operations with
acceptable accuracy. In fact, many companies
tended to use the existing models to whatever extent possible when developing their accounting
models. Their operational models used volume as
units of measure. Consequently, when forced by
government agencies to report costs by product
line, they adopted a heavy bias in favor of cost
allocations based on volume. While the use of volumes does appear to be a logical basis for allocating operating costs, they can become quite illogical for allocating input costs.'
In essence the volume - oriented cost allocator
will have a long -run equalizing effect among the
various products since the new prices will be
based on allocated costs, and the allocated costs
are based on volumes rather than the relative values of the products. The higher -priced products
MANAGEMENT ACCOUNTING /SEPTEMBER 1977

will have a slight tendency to reduce in price and
the lower- priced products to increase in price. Although the price tendency can be briefly explained, the methods applied for implementation
are anything but simple. These complexities and
governmental requirements will undoubtedly affect future accounting for the cost of refined products and will also lend additional weight to the
volume- oriented joint cost allocation.'
At any rate, the method does seem to be gaining acceptance over more complex methods. Although well- suited to the allocation of processing
costs, the use of this method is questionable when
one considers the cost of the barrel of input crude.
Can it be logically argued that the purchaser of
the barrel of oil is willing to pay the same price for
the lowest revenue potential in the barrel as for
the highest? If the components could be purchased separately, would any knowledgeable purchaser pay more for the residual- fuel -oil portion
than it could be sold for after processing? This
method creates conflicts greater than even the
price- relative cost allocation.

Exhibit 1
THE JOINT PRODUCTS BARREL
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A More Precise Statement of the Problem
Traditionally, the barrel of oil has been regarded as a bundle of products. See Exhibit 1. Accountants argue that a knowledgeable purchaser
of a barrel of oil can visualize the end products at
the time of purchase. Therefore, the maximum
price he is willing to pay is the sum of the values
of the component parts. Since the buyer thinks he
knows the selling prices of the various potential
products, and since he is familiar with his own
operating costs, he would not choose to pay more
for the barrel than the sum of the amounts each
portion was worth, (i.e., a sum which would allow
a "reasonable" markup on each of the component
products). The allocated cost of each component's
revenue to total revenue would be multiplied
times total cost to arrive at that component's cost.
Expressed quantitatively, cost becomes:

C, =C

R,
n

E R;

n
Total revenue = E R;

Total cost =

n

C;

from the engineer's point of view. For example, if
one old component is no longer produced, the
portion of the barrel of oil that used to go to that
component would now be used to produce a new
component. The cost of the barrel of oil has not
changed. The engineer can sometimes produce
more revenue from the same crude -oil portion by
incurring a slight additional processing cost. Instead of reporting the additional revenue and cost
associated with one component's conversion, the
accounting method reallocates all costs and produces a new but equal profit margin on all products.
Engineers argue that a new formula is needed
to find the new cost allocation:
C,, = C; + AC

where
C = The cost of the individual component
C = The total cost of a barrel of oil
R, = The revenue contributed by the individual
component
Any change in the revenue barrel either total or
in product mix would cause a change in all costs
under this accounting method. However, two important variables, technology and time lags, have
thus far been ignored. The need for these variables
becomes apparent if the problem is considered
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where AC is the addition to cost due to product
modification. This addition to cost would include
the additional processing cost and depreciation of
the additional processing equipment required.
Time and Technical Change
The illustration is clearer if reference is made to
Exhibits 2 and 3. At least two possible situations
exist. The newly produced product could be produced for an existing market or for a new market
(i.e., although the product is new to a particular
43

Exhibit 2
TECHNOLOGICAL INNOVATION IMPLEMENTED BY ASINGLE
FIRM WITH A NEW PRODUCT SOLD IN A NEW MARKET
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Exhibit 3
TECHNOLOGICAL INNOVATION IMPLEMENTED BY A SINGLE
FIRM W ITH A NEW PRODUCT SOLD IN AN EXISTING MARKET
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A NEW PRODUCT
Exhibit 2 illustrates a product new to the consuming public. Revenue R, and Cost C, exist at
time t,. These figures hold constant during time
period a. A technological innovation is implemented in production by only one firm at time t„
creating a new use for input barrel component 5
with cost C, (refer back to Exhibit 1). The decline
in revenue from point t, to t z represents competition from other companies who have successfully
copied the process before news of it is published.
The engineer attempts to account for the change
by using only time period b, while the accountant
considers only time periods a and c.
New entrants into this new market area may be
discouraged if the initial producer restricts revenue to R,111. This pricing policy would eliminate a
rapidly declining revenue in the early portion of
time period b. General dissemination of the technology takes place in trade journals at point t,. At
this time it is assumed that the price of crude oil
will increase to the maximum possible as a reflection of the increased value of the products. However, during time period b there is no change in
crude -oil cost due to the technological advance
because the firms posting the price are unaware of
the technology. It is, therefore, theoretically impossible for the accounting cost reallocation to be
valid in the short -short run, since that reallocation
does not take period b facts into consideration.
AN EXISTING PRODUCT
Assuming that the engineers have created a
process to upgrade low- revenue products to existing higher- revenue products with existing prices
rather than an entirely new product. Exhibit 3 illustrates the time sequence. When the production
of the upgraded product was started at point t„
the higher- revenue R,, (equal to the going rate)
would be sought. The firm must be cautious with
volumes if the existing favorable price is to be
maintained. Unless the existing market is experiencing supply shortages, the introduction of large
volumes of product would depress price. If a few
other firms discovered the process and introduced
greater volumes into the market , the ensuing price
decrease would indicate to the developer of the
process that other firms knew the process. This
knowledge would stimulate publication in technical journals. After such publication, the price of
crude oil would rise to reflect the increased revenue potential, and the price- relative cost-allocation logic would again be valid in time period c.
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TIME PERIOD
How then does one account for a change in reContinued on page 48
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Contingency Management
Approach to Budgeting

By Frank Collins and John J. Willingham
Over the past decade sociologists, psychologists,
and other behaviorists have increasingly advocated the use of participative budgeting, a process
where the person subject to the budget and the
person to whom he is responsible each has a significant voice in determining budgetary goals. In
true participative budgeting these persons will be
co -equal participants in negotiation. This is not
the case with the traditional (imposed) budget,
which to a lesser extent some persons continue to
advocate. A third approach "contingency management" has received much acclaim.' It provides
a means of determining which budgetary style is
appropriate in a given situation.
Participative Budgeting
A number of authors have proposed that participative budgeting helps to achieve optimum budgetary response. According to Becker and Green
the traditional budgeting process had three interrelated steps: (1) imposed budget, (2) performance, and (3) comparison.' They believed that the
traditional model was not likely to cause goal acceptance by those subject to budgets ( budgetees).
They recommend that the budgetees be allowed to
participate in the process of setting goals. In this
manner they would be more likely to accept as
valid the goals through a process of psychological
identification with their budgets (budgetary ego identification), The cost of not achieving this ego identification through participation was addressed
MANAGEMENT ACCOUNTING /SEPTEMBER 1977

by McGregor. He held that forced budgetary
compliancy: would have unintended effects.' These
effects are (1) widespread antagonism, (2) successful resistance and non - compliance, (3) unreliable performance due to resistance, (4) need of
close supervision to achieve compliance, and (5)
high administrative costs as a result of detailed
records necessary to substantiate forced compliance. Irvine and Welsch, on the other hand, have
suggested that participation will not work in all
cases; that participation may be dysfunctional in
some cases.' In view of this controversy, the key
questions are: Why does participative budgeting
work from a psychological standpoint? When is
participative budgeting inappropriate?
Ego Identification and Autonomy Needs
When participative budgeting succeeds, it is
due, in part, to increased ego identification. The
budgetee through the participative process becomes personally committed to the budget. A
budgetary success is a personal success; a bugetary failure is a personal failure.
A recent investigation of the behavioral aspects
of budgeting in a number of industrial firms found
that among all variables studied, participation
seemed to have the greatest impact on budgetary
support; i.e., budgetees in participative situations
were more likely to strive to achieve budgetary
goals than those in non - participative situations.'
Furthermore; budgetary ego - identification was
found to be greatest among those who participated in setting i heir budgets.

Viral'.

The contingency approach is not just a third approach to the
imposed or participative approaches; rather it is a continuum of
styles from one extreme to the other.
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An additional psychological factor affects budgetary performance through participation. Namely, all persons have autonomy needs —the need to
control one's destiny. By participating in the budgeting process these needs are in part fulfilled.
Thus, participative budgeting tends to increase the
budgetee's natural feelings of self - fulfillment and
security.
In summary then, it seems that participative
budgeting can be effective because of increased
budgetary ego- identification and because of autonomy need fulfillment.
Imposed Budgets
As mentioned earlier, the traditional approach
to budgeting utilizes imposed budgets. The rationale for using imposed budgets includes the speed
and efficiency of this approach. In this case, usually only one person (or a very small group of persons) determines the budget. Information flow is
usually in only one direction, from the top down.
Communication contacts are minimal compared
to those in participative budgeting. In short, the
process appears very efficient in terms of speed.
However, the question still arises: Which management style (participative or imposed) is more appropriate?
Contingency Management
The contingency management approach requires managers to possess a broad repertoire of
management styles, to be used as the situation requires. Thus, management style can be changed to
be congruent with the situational contingencies.
This approach suggests that managers may have
to adjust their styles from autocratic to democratic (and from democratic to autocratic) as conditions change. Supporters of this approach contend
that management is more effective if the style is
tailored to meet the situation.
The contingency management approach is not
just a third alternative to the imposed or partici-

pative approaches; rather, it is a continuum of
styles from one extreme to the other.' See Exhibit
1. This continuum includes styles ranging from
completely autocratic to first -level consultative to
democratic groups.
Contingency Model for Budgeting
In deciding which management style (or which
blend) to use in budgeting, several important decision issues must be considered. These are:
1. Does the budgeter require information from
budgetees in order to make budget decisions?
2. Is participative budgeting consistent with situational norms?
3. Is budget acceptance by budgetees critical to
implementation?
4. Do budgetees, share the organizational goals
pertinent to the budget process?
5. Is conflict unlikely among budgetees regarding
the preferred budget solution?
Answers to these questions will help determine
which style to use. All require the budgeter to
make informed judgments of his organizational
environment; therefore, this contingency model
will be more useful to experienced budgeters than
inexperienced ones.
The five issues forming the basis of the model
were determined through synthesis of the many
practical aspects and behavioral variables involved in the budgeting process. The first issue
addressed the problem of information dispersion
in organizations. The second and third issues
guide the budgeter by requiring him to decide
whether he can avoid participative budgeting to
some degree —a practical consideration. The
fourth issue requires him to consider the sociological issues of goal congruence. Finally, the fifth
issue requires the budgeter to consider the personality variables and demographic make -up of the
budgetee group. It is possible to structure these

Exhibit 1
TYPES OF MANAGEMENT DECISION STYLES
A, You solve a problem or make the decision yourself, using information available to you at that time.
A2 You obtain the necessary information from your subordinate(s), then decide on the solution to the problem yourself. You may or may not tell your subordinates
what the problem is in getting the information from them. The role played by your subordinates in making the decision is clearly one of providing the necessary
information to you, rather than generating or evaluating alternative solutions.
Cl You share the problem with relevant subordinates individually, getting their ideas and suggestions without bringing them together as a group. Then you make
the decision which may or may not reflect your subordinates' influence.
C2 You share the problem with your subordinates as a group, collectively obtaining their ideas and suggestions. Then you make the decision which may or may not
reflect your subordinates' influence.
G, You share a problem with your subordinates as a group. Together you generate and evaluate alternatives and attempt to reach agreement (concensus) on a
solution. Your role is much like that of chairman. You do not try to influence the group to adopt "your" solution and you are willing to accept and implement any
solution which has the support of the entire group.
Source: Adapted from Victor H. Vroom, "A New Look at Managerial Decision Making," Organizational Psychology: A Book of Readings.Prentice -Hall, Englewood Cliffs, N.J.. 1974, pp. 63.81.
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issues in a formalized decision model as shown in
Exhibit 2. Thus, by using the model, a budgetary
process manager may select the appropriate budget management style.
It is always considered desirable to use the
management style that conserves the most time
and yet is consistent with the contingency environment. The ordering of this model is such that
the budgeter is first presented the most efficient
process options, the autocratic styles. Next, the
more participative options are presented. For example, if participative budgeting is incongruent
with the situational norms, an autocratic (imposed) management style is suggested . Furthermore, if participation is normatively appropriate,
yet budget acceptance is not critical, an autocratic
style is again suggested.
Although the contingency model may be used
to select the appropriate budgetary management
style in a given situation , a note of caution should
be sounded. A budgetary situation, or episode, is
only one of a series over the life of a firm. Accordingly, it may be necessary to suboptimize by selecting a less desirable style for a given episode in
order to maintain a consistent image over time.
For example, even though subordinate budget acceptance is not critical to a given budget, it might
be desirable to use a style more participative (C,,
C2, or G„ see Exhibit 2) than the indicated style
(A,), if management is attempting to build or
maintain a long -term participative reputation. Indeed, a long -term perspective must be utilized in
selecting the appropriate style.

Implementation Must Be Selective
Since participative budgeting may be inappropriate in some situations, implementation must be
selective. In those cases where group or personal
norms or other situational constraints would be
violated, participation should not be used. In fact,
imposed budgets are likely to be more effective in
such situations. In cases where norms would not
be violated, participation could be beneficial. Accordingly, the practitioner should determine beforehand the nature of group and personal norms
in any situation involving the modification or implementation of a budgetary system. Furthermore,
consideration should be given to the remaining
contingency variables regarding subordinate acceptance, goal congruence, and budget - induced
conflicts.
Two additional matters of practical importance
merit consideration. First, pseudo or sham participation is virtually certain to have a negative impact. The proper implementation of participative
budgeting requires that the budgeter allow the
budgetee to truly participate and to have a real
impact on goal setting. Sham participation is
merely a ruse. It often requires a great deal of
courage and forbearance on the part of the budgeter to allow true participation, for frequently
goals will be set at levels other than those desired
by the budgeter. However, this point is crucial:
The budgetee must be able to effect goal setting to
a noticeable extent and he must perceive that he
has this influence.

... sham
participation is
virtually certain
to have a
negative
impact. "

Exhibit 2
A CONTINGENCY BUDGETING MODEL
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budgeting consistent
with situational
norms?

Is budget acceptance by
budgetees critical to
implementation?

Do budgetees share the
organizational goals
pertinent to the
budget process?

Is conflict unlikely
among budgetees regarding the preferred
solution?

N°

At
Yes

N°

Al

N°

Yes

C'1

`l es

Yes
.� �es
� °

No
\4o

C1
Yes

Az

C2

Source; Ibid., Victor H. Vroom, p. 65.
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Conclusion

"Budgeting
success will
give feelings
of personal
success. "

This article has suggested that in some cases
participative budgeting may indeed improve budgetary performance through greater budgetary
ego- identification and through autonomy need fulfillment. Ego- identification leads to greater acceptance of organizational goals. Budgetary success will give feelings of personal success. Failure
will give feelings of personal failure. Thus, a person with high ego- identification will exert more
effort and attention to achieving budgetary goals.
Furthermore, participation will improve his feelings of self - reliance and self - control (autonomy
needs) and thus he will react more favorably to his
budget.
Next, it was suggested that participative budgeting is not appropriate in all cases. In general, when
participation is in violation of group or personal
norms, these conflicting factors will inhibit budget-

ary ego- identification and budgetary performance.
Indeed, the conflict between norms and the participative approach might make performance worse
than if an imposed budget were used. However, if
resistance among subordinates over an imposed
budget is not likely (norms notwithstanding) or if
budgetary acceptance is not crucial, an imposed
budget may be in order. Or, if goal divergence is
likely, a form of consultative (but not participative)
budgeting may be required.
❑
'See Fred Luthans, "The Contingency Theory of Management: A Path Out of
the Jungle," Business Horizons, June 1973; and Jo hn J. Mor se and Jay W.
Lorsch. "Beyond Theory Y;' Harvard Business Review, May -June 1970.
' Selwin Becke r and David G reen, "Budgeti ng and Employee Behavior," Accounting and Its Behavioral Implications, McGraw -Hill, New York, 1962.
' Douglas McGregor, "Do Management Control Systems Achieve Their Purpose?' Management Review, February 1967, p. 43.
See V. Bruce Irvine, 'Budgeting Functional Analysis and Behavioral Implications;' Cost @ Management, March -April 1970; and Glenn A. Welsch, "Some
Behavioral Implications of Profit Planning and Control." Management Adviser,
July - August 1971.
' Frank Collins, "An Empirical Study of the Effects of Budget Characteristics
and Personality Variables on Budgetary Response;' unpublished doctoral dissertation, University of Houston, 1974.
' Victor H. Vroom, "A New Look at Managerial Decision Making," Organizational Psychology: A Book of Readings, second edition, Prentice -Hall, Englewood Cliffs, N.J., 1974, pp. 63 -81.

ACCOUNTING FOR JOINT PRODUCTS IN THE
PETROLEUM INDUSTRY
Continued from page 44
finery production both in the short run and also in
the short-short run? Apparently no similar problem exists in any of the other well -known areas in
which price - relative joint -cost allocation is used.
There is no time period b in the cost allocation of
a side of beef or a parcel of land since there is no
manufacturing activity to allow an innovation.
The short run and the short-short run situations
do not exist simultaneously. There is no period of
time, b, when the seller is not aware of the full
range of products obtainable from the raw material.
The presence of time period b has caused difficulty in accounting for petroleum - refining operations. Most firms of any size are now using computer models to simulate refinery operations and
to assist in obtaining information for decision making purposes. The outputs of the models are
expressed in volumes of production. These two
factors have combined to produce a strong bias in
favor of a volume allocation of joint cost either
directly or in some modified form. Once this accounting procedure is adopted, the short time period b is accounted for with meaning, but the
longer time frames a and c are handled in a logically inconsistent manner.
Implications
Several implications seem to arise from these
observations. Perhaps the real reason for the lack
of a practical solution to the complex problem of
48

joint cost allocation is the attempt by most persons to solve the problem in a single step or with
minimum additional effort. Since Phase IV price
controls required a cost justification for price increases, perhaps it is time to try to agree on a
uniform method of allocating cost to refined products. In a multifaceted problem, a multifaceted solution does not seem unreasonable.
Conclusion
The need becomes more urgent if, as has been
suggested, petroleum as an energy source for the
United States is, and will be, in short supply when
demands, present and potential, are considered. If
the total quantity of petroleum products requested
significantly exceeds the quantity available, some
indicator is required to direct available resources
into the right ultimate product. In the author's
opinion government has demonstrated a lack of
ability to remain flexible in administering the
needs and interests of the public. Policy rigidities
have in large measure contributed to the initial
problem. There is no current indication of any
greater ability to handle these problems than the
abilities demonstrated in the past when dealing
with much simpler problems.
❑
' William F. Schmeltz, Accountingand Management Coarrol Practices in Petro kum Refining, unpublished Doctor's dissertation, Western Reserve University,
1966, distributed by Standard Oil Co. of Ohio.
' Historically, (in other manufacturing areas) cost accounting with its managerial
applications has provided the information needed to consider manufacturing alternatives.
' Op. Cit., pp, 242.3.
The problem was further compounded by Phase IV price controls. Although a
few companies suggested a price- relative cost allocator, most companies favored
a volume - oriented cost allocator and this view has prevailed.
' Methods other than those mentioned above have been considered by operating
personnel and have been rejected
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The Conflicts of Freedom
Continued from page 1

fundamental to this subject, and it is:
"To respect the dignity and inherent
rights of the individual human being in
all dealings with people."
That's certainly straightforward and
understandable, isn't it? And I suppose
we aren't really saying anything that
hasn't been said before —in the Golden
Rule, perhaps, or the Bill of Rights or
the Sermon on the Mount. And yet, because we are imperfect human beings
trying to live up to the perfection of an
ideal, we're going to meet with conflicts
and pressures as we try to follow this
simple principle in business.
Let me remind you of the story of a
businessman who headed one of the
largest corporations in the United
States. Earlier in his life, he had received formal training as a religious
leader. He had an almost fanatical dedication to the business of making a
profit but he also was said to have
thought of his job as a public trust. And,
although he was known for his aggressiveness —his hard - driving, almost iron handed methods in the business
world —he also was known for his gentleness and compassion. He took more
than a casual interest in the business
and family affairs of his employees. He
wanted to know about their problems,
and in some cases he is known to have
offered financial or other assistance to
those in trouble. He clearly had a deep
concern for people, especially for those
who were disadvantaged. In some
poorer countries, his company supplied
free housing and electricity for its employees. The Boston Globe wrote that
his corporation might well be "The
most socially conscious American company in the hemisphere."
The story has an unhappy ending. His
company through a series of circumstances was suffering severe losses.
There were stories of political bribes and
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payoffs in foreign countries. And one
morning we picked up the newspaper
and read that this businessman had
jumped to his death from his office on
the 44th floor of the Pan Am Building.
I didn't know this man personally,
and I can cast no judgment on the record of his personal life. Yet the story of
his life and death had a great impact on
me —and I still feel a great sorrow.
Based on what I've read of his business career, it's obvious that he was
caught in crosscurrents of agonizing
conflict. Conflicts between what he
thought he should do and what he
thought he had to do. The pressures
became too great for him to endure
and, unable to resolve the conflict, he
took what must have seemed to his tormented mind the only way out.
W e may not feel the same intensity
of pressure he felt, and fortunately,
most of us have something or someone
to fall back on before life becomes
completely intolerable. But all of us live
in this same kind of gray area to some
extent. As conscientious, morally sensitive people, we all live with conflict every day of our lives. And no matter how
many principles are written, no matter
how many rules are set out, nobody will
ever be able to write enough rules to
cover every contingency. In part, the
conflict we face comes from a desire
on the one hand to compete success fully—to win at any cost, if you will —
and on the other hand to conduct ourselves always as honorable men and
women.
But of course it is possible to resolve
such conflict. W e have the freedom to
make the necessary choices; and we
must continue to do so over and over in
our business lives. Such freedom was
not won lightly, and its responsibilities
should not be undertaken lightly.
The late Henning W ebb Prentis, who
once served as President of our company, had something to say about free-

"We have the
freedom to
make the
necessary
choices.... "
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dom. I think it bears repeating. He said,
"Did we use our "In our recorded history there have
freedom been great nations, vast empires, and
properly back in free democracies — China, India, Egypt,
the 1960s ?" Greece, Rome, Spain, France and Britain. One by one they rose to great
heights, became powerful, and one by
one they have withered and decayed.
Why? Why does a nation —a whole
people —and in the case of one, the
Roman Empire, almost the whole civilization, fall into a steady decline that
eventually means its total disappearance from the world stage?
"Do people like to destroy themselves? Is there something to that popular expression about not being able to
stand prosperity? You can find the answer in history, for in every case there
seems to be a pattern —a formula for
the rise to success and the fall to failure. As I see it," Mr. Prentis continued,
"The historical cycle has always run:
From bondage to spiritual faith; from
spiritual faith to courage; from courage
to freedom; from freedom to abundance; from abundance to selfishness;
from selfishness to complacency; from
complacency to apathy; from apathy to
fear; from fear to dependency; and
from dependency back to bondage
once more.
"This cycle has existed not entirely
because of the failure of governments
and societies, although this is definitely
involved, but in a larger sense, it has
developed because of the failings of
human beings as individuals. Throughout history the majority of individuals
once successful have forgotten or ignored the very principles that made
them a success. They temporized with
those principles in a desire to protect
their current gains. Consequently, bit by
bit, everything they had fought for was
slowly washed away by compromise."
As we look at our own situation today, it's interesting to speculate on
where we stand now in this historical
cycle. W here do we stand as a nation?
Where does the accounting profession
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stand? W here do we stand as individual
human beings? Individual accountants?
These are not simple questions. And
you can be sure we make a mistake if
we try to find simple answers to them.
In the distant past, the job of accountants was to concern themselves
with history: "W hat has happened ?"
This was true of the recordkeepers who
counted sheaves of wheat for the
Kings of Babylon. It was true of the
"inkstained wretches" Charles Dickens
wrote about. It was true even in much
more recent times. But, gradually, the
role of the accountant changed from
"W hat has happened" to "W hat is happening?" And today, with our forecasting techniques, we have reached out to
a concern with "What is going to happen?" Now I think it's time for another
change —a time for us as management
accountants to concern ourselves with
the question "W hat should happen ?"
"What should we be doing ?"
That freedom we spoke of a few minutes ago —are we using it intelligently,
with a look to the future, with attention
given to the point of view of others? Did
we use our freedom properly back in
the 1960s? We had lots of freedom
then —lots of flexibility. How did we use
it when we were looking at several depreciation methods? At pooling of interest proposals? At investment tax credit
treatment? W e did some pretty sloppy
things with our freedoms —and they're
now undergoing critical reappraisal.
But who is making the appraisal?
W ho is speaking for management accountants today? W e ought to give that
much more thought than we have. Instead of sitting back and waiting for
pronouncements from the SEC, or from
our other critics, maybe we ought to try
harder to anticipate the areas they'll be
looking at, and then come up with our
own ideas on how to satisfy the problems. W ho says accounting is too important a subject to be left to the accountants? Who's better qualified to
discuss management accounting than
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management accountants themselves?
What would have been the result, for
example, if instead of W alter W riston's
(Chairman, Citibank) speaking out after
the fact on the foreign currency translation confusion —also known as FASB 8—
we had spoken out before the fact? Or
what would have happened if, prior to the
time the Metcalf Report was issued, we in
this profession had ourselves come to
grips with the subjects it discusses? And
I'm not at this point talking about the
Association's taking a formal stand —I'm
talking about you and me as individuals. I
wish you would pledge right now to write
at least one letter this year —on a subject
of concern —to your congressman, to the
FASB —to whatever appropriate authority —but write. In the final analysis people
look to individuals for leadership, not
companies, or associations, or committees.
Time after time, it seems to me, we
have neglected to use our freedom fully. W e have held back during early discussions of principles. And so we have
found ourselves later on the defensive,
trying to fight a rearguard action having
to do only with procedures. Perhaps
line -of- business reporting is an illustration of this. Did we really do all we
could early in the game to take a stand
on the real issues, with logical, clearly
explained positions on whether the
principle of line -of- business reporting
was appropriate? Or did we wait so
long that we finally had little choice but
to defend our fall -back position on the
basis of how much line -of- business reporting would cost? W e're fighting the
wrong battle. W e have a way of delaying action until a crisis develops, and a
crisis has its own way of determining
the action.
In the gray area in which we so often
operate, there are tradeoffs of all kinds.
As management accountants, we recognize this very well. Sometimes other
people, not so c lose to the problem,
don't see it as clearly. Shouldn't there
be a more consistent effort to explain
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the principles at work, and the tradeoffs
involved? In our disclosure practices,
shouldn't we use our freedom to explore such tradeoffs sensibly and voluntarily, rather than letting others imply
all choices are simple and clear -cut?
There's a certain mystique associated with our profession. Possibly that's a
flattering thought, but I'm not sure it
should be! W e speak in the "universal
language of accounting." W e report in
good, crisp, clear numbers. W e're famous for our objectivity.
But what happens? Somehow the
mystique surrounding our profession
seems to work against us. If we can believe our critics, our work not only is
subject to wide variations in interpretation but is often incomprehensible. The
methods we like to revere as time -proven are called into question. Sometimes
our qualifications, even our motivations,
are targets for the severest criticism.
Survey after survey shows that people in business, including those in our
profession, have fallen in the public's
estimation. Well— something we should
keep in mind is that public regard for
almost every institution of society has
declined— educators, government officials, union leaders, even clergymen
are feeling the sting. Probably one reason for this is that it's considered acceptable, and the "in" thing to do, to be
somewhat skeptical today.
So we're not going to panic at this
news. But neither should we content
ourselves with plucking at the coverlet,
and clucking about how there's nothing
we can do about it. W e can take our
reputations seriously and work as individuals to improve them.
Obviously, our questions outnumber
our answers with respect to what to do.
But probably the first thing to do is to
acknowledge the problem. Let's recognize that we can't please everyone —
one man's beef is another man's sacred cow. Let's not be ruled by self confusion —like the dedicated unbeliever who got on his knees every morning

"In the gray
area in which
we so often
operate, there
are tradeoffs of
all kinds. "
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"At times we
swim with
alligators. "
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to thank God he was still an atheist! Instead, let's recognize that our critics,
right or wrong, do have a point of view.
Better yet, let's try to anticipate that
point of view before they develop it
themselves. Let's acknowledge that
tradition dies a lingering death —especially accounting tradition. Maybe we
can gain in credibility through a willingness to shine a brighter light on the
problems.
Above all, let's not allow ourselves to
become so busy getting the right answer that we create the wrong perspective. In acting to meet the demands for
more information, more disclosure, we
throw up a fine spray of numbers. But
this sometimes creates such a mist that
it can obscure the real picture. Sure,
we're following the rules —but are we
sure we aren't quilty of coming up with
misleading right answers to the questions? Part of our credibility loss is due
to our having oversold our ability to provide simple answers to complex problems; perhaps we should be concentrating on providing proper perspective.
Perspective. Isn't that really what
management accounting is supposed
to be all about?
I think it's high time we use the freedom we have remaining to recapture
the initiative. I think it's time to do more
than throw glaciers on someone else's
ideas. I think it's time to answer the
question "What should we be doing ?"
in our own way —not because someone
else tells us to, but because we know it
is the right thing to do. Let's see if we
can work as hard on getting our human
principles as generally accepted as our
accounting principles. What I'm suggesting won't always be the easy way.
A little story I heard recently illustrates the point.
A Texas oilman, flushed with success, built a large swimming pool on his
ranch. Then, on an impulse, he decided
to fill it with alligators. He was so
pleased with the result that he invited a
few hundred friends to a party to Chris-

ten the new pool. As they were enjoying themselves on the patio, the oilman, still acting on impulse, made an
announcement to his guests. If any
young, unmarried man at the party
would jump in and swim the length of
the pool, he said, he would grant him
his choice of three rewards: one hundred thousand dollars, or 10,000 head
of prime cattle, or his daughter's hand
in marriage.
The words were hardly out of his
mouth when a young man hit the water,
swimming with all his might. There was
a great thrashing about, with such a
tangle of alligators that the guests
couldn't tell what was happening. But a
few moments later they were amazed
to see the young man springing out at
the other end of the pool without a
toothmark on him!
The oilman rushed to his side and
said, "That's the most remarkable thing
I've ever seen! I didn't really expect
anyone to take me up on my offer, and
I can hardly believe you survived! But I
gave you my word, and now you can
claim your reward. W hich will it be: The
money, the herd of cattle, or my daughter in marriage ?"
The young man, still dripping wet
from the pool, turned away and replied,
"None of them. I want none of them."
"No," the oilman insisted. "I made
you a promise, and I intend to keep it.
Which do you choose: the hundred
thousand dollars, or the cattle, or to
marry my daughter ?"
The young man said, "I don't want
any of those things. I'm really not entitled to them. All I want is the name of
that miserable so- and -so who pushed
me into the pool!"
At times we swim with alligators. W e
have in the past, and we will in the future. But we have the freedom to make
a choice. Do we jump in the pool on our
own, because it's the right thing to do—
or do we wait to be pushed? I think the
former is the better choice. And the results are so much more rewarding!
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Sen. Muskie Will Address Mid - Atlantic Conference
Sen. Edmund Muskie of Maine is scheduled to
address the Mid - Atlantic Regional Conference
when it convenes in Washington, D.C., at the
Keybridge Marriott, Nov. 10 -11.
Rep. Barber Conable (Rep.- N.Y.), member of
the House Ways & Means Committee, is the keynote speaker. He is the ranking minority member
on the Committee.
The two -day conference is sponsored by the
NAA chapters in the Mid - Atlantic Council.
Among other scheduled speakers are Henry E.
Wa1Iich, Board of Governors, Federal Reserve
System, Washington, D.C., and R. Leslie Ellis,

Regional
Conferences
senior vice - president, management information,
draw NAA
Armstrong Cork Co., and NAA president for
members on
1977 -78.
Topics of the concurrent sessions include Ac- East Coast.
counting— Current Developments, Cost Accounting— Current Developments, Big Business and the
Consumer, Interim Reporting, Short and Long
Term Financing, Computer System Integrity, Replacement Cost Accounting, Cash Management,
and Current Tax Developments.
For more information, write Mid - Atlantic Council Regional Conference Secretary, 6th Floor, Jenkintown Plaza, Jenkintown, Pa. 19046.

New England Regional Conference, Oct. 20 -21
The 21 chapters of the New England Council are
sponsoring a regional conference at Sheraton Sturbridge Inn in Sturbridge, Mass., Oct. 20 -21.
The theme of the two -day conference is "Yes:
NAA Works Now." Dick Gariepy, president of
Motivation Associates, Barre, Mass., will keynote
the conference in a luncheon address on Thursday
called "Self Motivation ... The Key to Success."
Mr. Gariepy has spoken widely on the topic.
Other speakers will discuss at technical and
concurrent sessions such topics as Minicomputers, Capitalizing Leased Assets, Why LIFO for
Inventory Valuation Purposes?, Issues in Fund
Raising for Non -Profit Institutions, Report Writing, Lease Vs Purchase, and Zero Base Budgeting.
On Friday the luncheon speaker is Dr. Richard
Juralewicz of Worcester State College, Worcester,

Mass., speaking on "Motivation and Human Assets Accounting." Topics of the technical and
concurrent sessions are Product Liability, Conceptual Framework of Accounting, Budgeting,
Implications of Health Care Costs, Implications
of the Woman's Role in Accounting in the 1980's,
Role of Controller and Treasurer, ERISA —Pension Implications, and Cash Management—Practical Implications and Economic Perspectives.
Council planners also have arranged a spouses'
program and a conference dinner with entertainment. For further information, contact Nerina K.
Ball, chairman, 513 Burncoat St., Worcester,
Mass. 06106 or Robert Sinagra, co- chairman,
Robertson Box Co., Route 163, Montville, Conn.
06353, or John Kudzma, co- chairman, 7 Enon
Rd., Wenham, Mass. 01984.

NEWENGLANDCONFERENCE

iffr[ NMI
EDUCATION

3

c�1 �

OCT.

INN-SfURBRIDGE, MASS.
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At Your Service
Wide resources of the NAA library and technical
inquiry service are available free to members.
More than 3,000 annually call or walk in, looking
for answers to, or for more information on,
management accounting problems.
One of the little known but most valuable benefits of NAA
membership is the automatic access membership gives every
NAA'er to technical resources at the NAA office in New
York.
The core of this technical information service is the NAA
library. On its shelves and in file drawers are more than 150
trade association manuals, 6,000 bound volumes, and more
than 160 different periodicals in the fields of accounting, data
processing, financial management and business - related subjects. Moreover, the department acquires between 75 and 100
new books monthly.
Although the NAA library is small in size, it is valuable for
a number of reasons. According to Ellen Shappe, librarian,
the NAA library probably has a more concentrated and
broader coverage of the specialized area of Management Accounting and related fields than most libraries, and is easily
accessible to members.
Most of the books are available to members on a two -week
loan basis. Copies of articles are furnished at a nominal fee for
photocopying.
In addition to the resources of the library, members can
call upon a department called Technical Information Services. This department is headed by Stan F. Stec and his job is
to help members who call or write in with technical accounting inquiries.
Mr. Stec has a broad background in management accounting and is thoroughly familiar with accounting practices and
accounting literature. He offers his expertise, supplemented
with literature references, to accountants looking for help on
specific problems. Although he is willing to help on almost
any accounting - related problem, Mr. Stec said that he cannot
act as a consultant on individual problems in competition
with other members practicing in the field of systems, taxes,
government contracts and other areas.
To help members find the latest information on a number
of popular topics, NAA staff has put together 16 bibliographies. The bibliographies, which are available free upon request, cover these topics:
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Return on Investment
Responsibility Accounting
LIFO
Small Business
Inflation Accounting
Foreign Operations
Cash Flow
Consolidations
Direct Costing
Leasing
Behavioral Science
Productivity Measurement
Human Resource Accounting
Social Accounting
Budgeting
Zero -Base Budgeting
Those members who would like to set up their own management accounting library will benefit from a special publication compiled and revised by the library staff each year.
Called The Bookshelf, the 64 -page volume lists recent books
in a number of accounting and accounting - related fields of
current interest. The book includes prices and addresses of
publishers and is priced at $4.45.
In addition, Ms. Shappe publishes a Monthly Acquisitions
List of new materials that the library has available for loan to
members. Single copies of this list are available upon request.
Answers to accounting problems are seldom simple or
clear -cut. Often the best assistance is to point the questioner
in the right direction, avoiding the wasted time and effort that
might have been spent in unorganized research. Stan Stec and
Ellen Shappe are suited by training and experience to help
you with your problem by pointing out references in the literature, giving technical information or directing you to another organization that might have the information.
If you need assistance on a technical problem, please write
or call Ellen Shappe (212 754 -9736 or 37) or Stan Stec (212
754 - 9716).
❑
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MANAGEMENT
ACCOUNTING
PRACTICES
Continued from page 6
The full text of the Committee's letter (and the letter on governmental
accounting below) is available on request to Manager —MAP Development.

Governmental Accounting Paper
Draws Response

porting and that "the revenue and expense view most accurately identifies
and reports the most widely used and
most widely useful financial data —
The Financial Accounting Standards revenue, expense and income."
Board recently voted to submit a proMr. Shultis stressed (1) the imporposed interpretation of FASB State- tance of segregating gains and losses
ment No. 13, Accounting for Leases, from normal operating results, (2) the
to members of the Financial Account- inadvisability of rushing too quickly
ing Standards Advisory Council for into a form of current -value accountcomment. The interpretation also was ing, (3) the general inapplicability of
sent to members of the Task Force general purchasing -power accountand to those who commented on the ing, and (4) the urgency for considerexposure drafts for the Statement.
ing public- sector reporting,
The proposed interpretation deals
with questions raised with respect to DATA SHEET
the determination of the amounts of a
lessee's guarantee of the residual val- Continued from page 5
ue of leased property that should be policy formulation, financial planning,
included in minimum lease payments research and development, and other
in applying Statement No. 13.
matters of international importance.
All comments were due by August Final action on the proposal will be
10.
taken by the partners next month.

FASB Proposes Interpretation
of Statement No. 13

The MAP Committee has responded
to a working draft by the National
Council on Governmental Accounting
that would restate "Governmental Accounting, Auditing, and Financial Reporting" (MAP July 1977).
The Committee applauded the effort toward improving standards but
questioned the wisdom of expending
the continued effort necessary to ac- Shultis Testifies at
complish the "modest revision" of Conceptual Framework Hearing
GAAFR contemplated by this project
in view of the many basic premises Robert L. Shultis, vice president -conunderlying governmental accounting troller of Technicon Corp. and a memand reporting that will be examined in ber of NAA's MAP Committee, reprea long -run research project. The sented NAA at a public hearing conCouncil was urged to minimize delay ducted by the FASB on its project,
on the long -range project which could "Conceptual Framework for Financial
serve as a catalyst for the FASB.
Accounting and Reporting."
Some specific comments were:
Referring to the MAP Committee's
• The need for complying with le- position paper previously submitted
gal requirements is recognized, (MAP August 1977), Mr. Shultis said
but the governmental unit, in that the Committee, more than most
reporting financial results, must groups, "speaks for those accountprepare financial statements in ants who are in the trenches, the
accordance with GAAP.
ones upon whom the burden falls to
• The working draft does not indi- absorb the numerous recent changes
cate any exploration of the ar- of accounting rules —the accounting
guments made by those per- executives of the medium- sized, pubsons who have questioned the licly held, multinational firms. They
historic structure of fund ac- face the tasks of absorbing the latest
rules, training the staff and reporting
counting.
• The statement of principle re- the data as required."
garding accrual accounting
In this regard, Mr. Shultis recogshould state clearly that accru- nized the complexities of the issues
al accounting is appropriate involved in this project but asked that
and should be used by govern- the Standards Board exercise greater
simplicity, clarity and brevity in future
mental units.
• The Council should consider pronouncements.
In his remarks, Mr. Shultis reiteratthe reporting needs for budgetary information and study the ed and elaborated on the MAP Comfeasibility of developing a for- mittee's principal conclusions (MAP,
mat that would comply with le- August 1977). He emphasized the
gal requirements and be con- Committee's attitude that usefulness
is the prime criterion for financial resistent with GAAP.
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Bankers Establish a Quarterly
Devoted to Bank Regulation
A new quarterly, Issues in Bank Regulation, has been introduced by Bank
Administration Institute. Purpose of
the publication "is to provide a two way forum between bankers and regulators so that they can develop an
improved
understanding leading
toward practically- oriented solutions."
The Institute is a research and educational organization composed of
8,300 member banks, comprising
95% of the total banking assets.

Will CPA Firms Advertise?
Although a recent ruling by the U.S.
Supreme Court and actions by state
bodies, like the New York State Board
of Regents, have opened the doors
for professionals to advertise, it is unlikely that public accounting firms will
rush to Madison Avenue. According
to a recent article in The New York
Times, "The nation's largest accounting firms, known collectively as the
Big Eight, apparently consider advertising a waste of money. Nevertheless, they seem resigned to being
forced to follow suit, if and when a
competitor places the first ad." The
advertising would probably be institutional ads.
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LAST CHANCE!
FINAL DAYS.
ACT NOW!
You can still sit for the CMA Exams
December 14 -16 if DURING SEPTEMBER you:

M

/
I

• Become a member of the Institute of
Management Accounting (if you
aren't now).
• Apply to sit for the examination.

N

Forms for applying to the Institute and
to sit for the examination are available
from the Institute of Management
Accounting (570 City Center Bldg., Ann
Arbor, Michigan 48104).

Required for acceptance to the Institute are a bachelor's degree or a satisfactory score on
the Graduate Admission Test. CPA's also qualify, as do holders of professional qualification outside the United States comparable to the CMA or CPA.

Applications will be processed through September, so there is still time for those who act
now. The examination will be held in 35 cities making it easy for the candidate to find one
that's convenient.
Atlanta, GA
Birmingham, AL
Boston, MA
Buffalo, NY
Chicago, IL
Cincinnati, OH
Cleveland, OH

Columbia, SC
Columbus, OH
Dallas, TX
Denver, CO
Detroit, MI
Hartford, CT
Honolulu, HI

Houston, TX
Jacksonville, FL
Juneau, AK
Los Angeles, CA
Memphis, TN
Milwaukee, WI
Minneapolis, MN

Nashville, TN
New Orleans, LA
New York, NY
Norfolk, VA
Omaha, NE
Philadelphia, PA
Pittsburgh, PA

Portland, OR
San Francisco, CA
Seattle, WA
St. Louis, MO
Toledo, OH
Washington, DC
Winston - Salem, NC

Chapter /Member News
promoted to secretary and treasurer of
Morgan's Restaurants, Inc.

JR., C a t aw b a Va lley, has been elected senior vice president of finance and secretary, Burris Industries, Inc.
DA VID T . HE RM AN ,

FR ED P.

MURDOC K, Ci nc in na ti , wa s

elected treasurer of the newly formed
St. Francis /St. George Hospital, Inc.
MA T T HE W J , LUD W IG ,

Cleveland past
president, has been elected senior vice
president — finance and administration,
Basic Incorporated, STEPHEN S. LINDSAY has been named district manager,
Mid - Central Region, R.E. Harrington.

i
�

i

Em eritus Life Asso ciates

T . E. W ILLIAM S, Kansas City.

D U R K I N , Columbus, has
been prom oted to assistant treasurer,
Compu -Sery Network, Inc. LYLE S.
H E N R E T T Y was na m ed re gional m anager for the Mid - Central Region, R.E.
Harrington, Inc.

J O HN W . A LLE N , Toledo, past n atio nal

DW I G HT F . B A S S E T T ,

GERALD

Montgomery- Prince Georges Chapter was born when chartered earlier this
year L. -r., Donald Mutzabaugh, Donald Grande; NAA Vice President Ralph
Newkirk, chapter President Leo Nollmeyer, Executive Director W. M. Young,
Jr., and Linda Harmon.

director, 1965 -67.
McLeod Society.

Stu art

Cam ero n

K E N N E T H E . A N D E R S O N , New Hampshire past president. SCMS.
LOUIS W. BAYLESS , New York.
L E O N A R D B E R G , Philadelphia.

Long Beach.

Promotions and New Positions
MARGE- 1. BREZEE , Anderson Area,
was promoted to controller, National
Railway Utilization Corp.
G AR Y

HERMA N V. GESS LER, C h i c ag o .

A. LuOMA, Atlanta North, is
now accounting department chairman,
Georgia State University ... DAVID A.
PAYNE has been promoted to utility division controller, and C LIFFORD L.

C HARLE S A. G RADY, S t. Louis.

THOMPSON was promoted to building

DAVIS E. BRO WNE, L o s An g e l e s .
C HA RLE S D, BUT LE R,

Baltimore.

AL F O NS O DE L E O N C AR R I LL O ,

Mexi co.

phia.
R.H. HEKELER, New Haven past president.

prod ucts co n troller at Southwire Co.
... ROMNEY E. SCOTT has been nam ed
assistant co m ptroller, Georgia Power
Co.

LEOPOLD HIRSC H, Ea s t Be r ge n - Roc k -

J O A N N E MI DW IK IS ,

F. WILLA R D HE IN T ZE LMA N ,

Philadel-

land.
W I L L I A M E . JA C O B Y ,

N e w Yo rk, past
national directo r, 1959 -61. SCMS.

Syracuse.
HENRY J . KAMPSC HROER , Milwaukee,
R O B E R T G , K O E P P E L , Baltimore.
S T A N L E Y M O O R E , Philadelphia.
V I N C E N T E . MO O R E , W i c h i ta ,
past national director, 1966 -68.
L.S. MURCHIE, Mowa.
F R A N K J . KA B A T ,

DO M I N I C A . P E R E LL A ,

Un io n Co un ty.

Aust i n Area, has
b een n a m ed a p art ner , P eat, Ma rwick,
Mitchell & Co .
Fo u r Boise mem bers have been nam ed
at Ore -Id a Fo ods, Inc. JOSEPH D. BASILE was named manager, general acco un tin g ; R I C H A R D E , D U R H A M , m a n ager, p ro fit planning ; L E L A N D F . M A Y LIN, sen ior manager, accounting systems, and ROBERT N. WHITE, senior
manager, financial accounting.

BAR B AR A A .

D . T E R R Y , Dallas, has been
promoted to director of systems and
procedures and as corporate accounting
manager for the Southwestern Drug
C o r p . . . . C H A R L E S R . VR O O M AN w a s

appointed district m anager, Southwestern District, R.E. Harrington, Inc.
I R E N E C . ER A R D , D e t r o i t , is n o w c o n -

troller with Cleverdale Rental Co. . . .
N O R M A N A . M I L L E R h a s b e e n appointed project controller — project m anagers
organization, Detroit Edison Co. . . .
G E R AL D

P E R G AM E N T

has

been

ap-

pointed controller of Comprehensive
Engineering Services, Inc.... HAROLD
A. POLING was promoted to chairman
of Ford Motor Co. of Europe.
BER NAR D

W O L F E I L E R , E a s t Bergen Rockland, has been appointed vice president— administration of General Cigar
and Tob acco C o., a division of Culbro
Corp.
R O BE R T

J.

T HO MP S O N,

JR . ,

Elm ira

Area, has been promoted to chief accountant and office manager, Star -Gazette.
KE NN E T H W . S O VE RE IGN , na t i ona l di -

WI L L I AM J. G R E E NE

EDWARD T RAC EY, Calumet past presi-

, Bridgeport, has
been pro moted to contr oller of corporate
manu facturing,
Chesebrough
Po nd s.

rector from Fox Ri ver Valley, has been
appointed president and chief executive
officer of Metropolitan Com puter Center, Inc.

dent. SCMS.

VI NC EN T J. O DD I,

R.L. GRABSKY, Ft. Lauderdale, was

EDWIN T . P O WELL,

San Jose.

DONA LD ST ILLWE LL, Ra r i ta n

Valley,

ST ANLEY E. ST OTLER, Pi t ts b u r g h .
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Canton, recently was
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promoted to manager of management
information systems, Bendix Avionics
Div.

Time Off

ROBERT W. TODD, Grand Rapids, has
been named vice president and treasurer, Michigan Lithographing Co.
SEYMOUR FRIEDMAN, Hartford, recently was appointed second vice president, Choice -Vend, Inc.
FLOYD Y. TsuCHIDA, Hawaii, has been
named controller, Pacific Laundries.
IZOLA LEAVELL, Indiana East, has
been promoted to manager of collections and credit, I.R.C. &D. Motor
Freight, Inc.

WOLFEILER
E. Bergen- Rockland

SOVEREIGN
Fox River Valley

MICHAEL E. FLINN, Indianapolis, recently was promoted to director ofgeneral accounting, Indianapolis Power
and Light Co.
GARY R. FANE and FREDERICK M.
COLE, Jacksonville, were promoted to
associate professors of accounting at
University of North Florida
HANEY
...
MOUNIB is now controller, Jacksonville
KENNETH G.
General Hospital
...
SELLERS was named
assistant controller
at St. Vincent's Medical Center.
JAMES E. SIEBER, Kalamazoo, is now
controller of Michigan Fruit Canners.
ROBERT J. BRECKENRIDGE, Kansas
City, was elected comptroller of ERC
Corp. and comptroller and treasurer of
Employers Reinsurance Corp., principal subsidiary of ERC.
LARRY L. ZIEGLER, Lancaster, has
been appointed secretary and a member
of the board of directors, Kunzler & Co.
He will continue as controller.
KENNETH A. KRICK, Lehigh Valley,
has been elected president of Fuller Co.,
a GATX subsidiary.
WILLIAM R. BURKE, Los Angeles, was
promoted to district manager, R.E.
Harrington, Inc.... ROBERT B. DOD SON has been appointed partner -incharge of the Western Region, Touche
Ross & Co.
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"Now this location is strictly temporary until we can find you an office. "

Courtesy of EPA

Tribal Rites in the Boardroom

From the San Francisco Chapter's
"The Foghorn " And the Lord spake unto Moses,
saying: "There is both good news
and bad news. The good news is
that plagues shall smite your Egyptian oppressors. The Nile shall be
turned to blood, and frogs and locusts shall cover the fields, and
gnats and flies shall infest the Pharaoh's people, and their cattle shall
die and rot in the pastures, and hail
and darkness shall visit punishment
upon the land of Egypt! Then will I
lead the children of Israel forth,
parting the waters ofthe Red Sea so
they may cross, and thereafter I
shall strew the desert with manna
so that they may eat."
And Moses said, "O Lord, that's
wonderful! But tell me, what's the
bad news ?"
And the Lord God replies, "It
will be up to you, Moses, to write
the environmental impact statement."

Those who believe "It's a jungle out
there!" will find substantial support
for that thesis from psychologist
Keith D. Wilcock. Writing in the
Spring 1977 issue ofPeat, Marwick,
Mitchell & Co.'s World, he contends that corporations are tribes—
a link in a chain of evolving human
groups that stretches back at least
three million years.
In the modern "tribe," salesmen
are the hunters, employees are the
slaves, and consultants, like Mr.
Wilcock, are the modern -day equivalent of the witch doctor or medicine man. He recommends that corporate leaders recognize the tribalism aspect of the corporation and
"take better advantage of man's innate desire for tribal affiliation by
helping employees to become shareholders, by providing more visible
leadership, and by providing more
employee activities and social
events, meetings, ceremonies, and
shared group experiences."
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Th ree Macomb County- Michigan members h ave b een nam ed at Citizens Mort-

yuuTMep

ga ge . R A LP H J . M I LLE R wa s p r o mo t e d
i

11 1

F

J

to deputy controller, ROBERT R. DENS MORE , assistant controller, and NAREND R A L . N A G A R , a c c o u n t i n g o f f ic e r .

Office of Executive Programs
School of Business Administration
University of Southern California
Los Angeles, California 90007
Telephone: (213) 741 -2441
Presents its
th Preparation Program

7 for the CMA Examination

NOW THAT YOU'RE
AVAILABLE, SHOULDN'T
THE RIGHT PEOPLE
KNOW?

H. W I L L I A M S , Member -atLarge, USA, has been appointed Robert
Beyer Professor in Managerial Accounting and Control, University of
Wisconsin—Madison.

Primitive methods just do n't work

JO S E P H

anymore.

WILLIAM

You need an eff ective way to get
the news of your availability to the
right peo ple and places quickly.
quietly. Let the experts help you.

T H O MA S

R. AMANTE, Merrimack Valley, recently was promoted to controller
of Raytheon's Marine Products Operation, Manchester, N.H.
C . GO LZ, J R. , M i l w a u k e e ,

was pro moted to manager, support
services, Am erican Appraisal Co. . . .
R O B E R T L . R E MI KE R , J R . , is n o w c o n -

troller and chief financial officer, WeCare Facilities, Inc. . . . RONALD T.
W R O B LE W S KI
was promoted to controller, Forgings Division, Ladish Co.

We are the members of

Natiopa
1-% AssTates
,
j""
who deal extensively in the acco unting field. Our clients are
lo oking fo r goo d people like you.
Together with our NPA associates
aro und t he co unt ry, we c an take
your message to the right places
Send your signals selectively —
and get results.

WAY NE

Randall Ho ward & A ssociates
5350 P o plar A venue. #412
Memphis, T enn. 38117
(9 0 1 ) 7 67 . 5 1 5 0

Two New Orleans mem bers have been
named at Security Hom estead Assn.

Brentwo o d Perso nnel Asso ciates
Accounting Division
1280 Ro ute 46
Parsippany, N.J. 07054
(201) 33 5 -8700

H E N R Y E . C A R S T E N S , JR . , was named
assistant vice president and chief financial officer, a n d R O B E R T J . F A I R B A N K S ,
controller.

Mae Daly A gency, Inc.
6 E ast 45th Street
New Yo rk, N.Y. 10017
(2 12) 687-3911

KRICK
Lehlgh Valley

Saturdays, Sept, 17 - Dec. 10, 1977
* Features a one -time fee, allowing participants to return to
audit free any part not passed
on the examination.
• Faculty includes 2 CMA's, +
other full -time faculty of USC
School of Business.
• Approved for continuing education credit by the California
State Board of Accountancy.
• Recommended for:
CMA candidates
Management accountants
Accounting students
Accounting faculty
Management advisors &
consultants.

SULLIVAN
New York

A. SCHUFT, Minneapolis Viki ng , is no w controller for Health Services Asso ciation.

DA VI D

KU R P I T ,

N e w Yor k, has been
ap p oin ted assistant general manager —
finance division, Panasonic Co. . . .
T H O M A S J . S U L L I V A N , New York, has
been named senior vice president for
corporate planning, McGraw -Hill, Inc.
. . . AR T HU R E. WA G N E R wa s p ro mo t -

ed to district manager, Eastern Region,
R.E. Harrington, Inc.
For information call:
Dr. L. R. Loschen, CMA
Program Manager
(213) 741 -2426

DAN IEL H. ZA PP, Niagara, has been appointed chief accountant, Upson Co.
K E N N E T H C . L U T T R E L L , North Alabama, is now a partner, Dudley, Hop ton- Jones, Sims, and Freeman.
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Capital P ersonnel S ervice
204 Securities B uilding
418 S eventh S treet
Des M oines, Io wa 50309
(515) 283.2545
Go dshall & Go dshall
P erso nnel Co ns ultants , Inc.
First Federal B ldg., S uite 701
301 Co llege Street
Greenville, S .C. 29601
(803) 242 -3491
N. Raar & Asso ciates
28475 Greenf ield
So uthf ield. M ichigan 48076
(31 3) 559 -7 383
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National
Association of
Accountants
919 Third Avenue
New York, N.Y.
10022

;

Author

named
planning -

director of corporate

AS H L E Y J A M E S ,

Piedmont- Greensboro,
is now a partner with A.M. Pullen &
Co.
LEWIS P. LANE, Piedmont Winston -Salem, has been promoted to manager of
vessel accounting, R.J. Reynolds Indus-

n

°3 3j ;

t r i e s . . . . P HI LLI P W . MAR T I N r e c e nt ly

tO °_'

was pro moted to assistant controller,
In tego n Life Insurance Corp.

3 Q.

GEORGE

o
!

Two Pennsylvania Northwest members
have been named at Stackpole Carbon

NES S E

m;
o

R O B E R T L . S C H M I D T , W i c h i t a , has
been appointed controller of the Coleman Co.

to controller, and RAYMOND J. LAJEU-

o

coupo n at least
four we eks p rior
to mo ving ,

J . CHISARIC K , Pennsylvania
Northeast, is now comptroller of Wilkes
College.

C o . RIC HAR D D . HEC K was p r o mo te d

a X I!

D

JOSEPH

N

W.

LONG

and

STEVEN

G.

LONG, Pittsburgh, have formed Long
and Co., P.C., CPAs, for the practice of
accountancy.

O

'p

L- - - - - - - - - - - - - - J
( Plea se p r i nt or t y pe)

C. MAY, Portland - Columbia,
has been named chief financial officer
and treasurer, Brooks - Scanlon Corp.
MA R V I N

Na me
Ne w A d d r e s s

...

C i ty

St at e

THE

ACCOUNTANTS

State lower Building. Syracuse. Neu, York 13202, U.S.A.

I

I

❑

ript

ion for:

Outside U S.A., add $15 per year
❑ Bill me.
❑ ❑Check❑enclosed.

_
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OU
= TRY

ST A T E

HO R K Y

, treasurer and controller.

JA ME S

M.

WR EN,

Ri chmond, is now
vice p resident, adm inistration and contro l, Tilo Co.

Rochester, has
been elected a vice president, Sykes Datatronics, Inc.
RIC HAR D

F.

AL B ER T ,

KE NN ET H P. W ES T , S a n D i e g o E a s t , is

no w co n troller at Windmill Farms, Inc.

Z I P _

58,

Bu ff a lo,

1976.
70, C h i c a g o ,

LE O B L UE S T E I N, 51 , M i a m i ,
L E O N A R D S . BO L E S , JR . ,

1943 RALPH Bucci, 60, Providence, 1970.
FRA NK D EB ALOG H, 67 , San Fernando
Valley, 1963.

H I R A M G . HIG G I NS ,

84, Chattahoochie
Valley, 1945, ELA.
K.A. JOHNSON, 48, Chicago, 1967.
GEORGE R. KRAFT, 60, Florida West
Cent ral, 1956.
RIC HAR D W .

I

C A I R N S , Westmoreland Count y
past president, has been nam ed secretary - treasurer and elected to the board
of d irecto rs, Latrobe Die Casting,

I

J. MIC H A EL S T O L P ,

Western Carolinas,
has b een appointed contr olle r of Multim ed ia, Inc.

LO NG , 4 4

, Saginaw Val-

MO R S E,

46, Syracuse,

ley, 1973,
RIC HAR D

C.

1976.
C ALVIN

JOHN F. KEVERN, Toledo, has been
prom oted to corporate controller,
Math er Co.

W. S .

I

NO O BL IG AT IO N. MONE Y B A C K G UAR A NT E E WR IT E I

I
I
L

R . C A S T EE N w a s

sh ip with Price Waterhouse & Co.

DIRE C T O R CO NT A C T Y OUR MAG A ZINE AG E NC Y
NA ME

In c . WI LLI AM

ST E IN B EC KER wa s a d mit t e d t o p a r t ne r -

1 Year ❑ ❑2❑Year ❑ ❑3 ❑Ye ar ❑ ❑Stud ent
$10.00
$18.00
$25.00
$7.00

BE R ME L ,

1954.
E.S. FILES, 63, Chicago, 1947.
DONALD E. GILL, 72, Madison, 1944.
ERIC J. HiBBLE, Member -at- Large,
Austria, 1966.

has been
ap p oin ted controller, Monsanto Co., intern atio nal o p e r a t i o n s . . . . RODGER J.

DIGEST

P.

1952. Em eritus Life Associate.

Two Ralei gh- Durham Area past presiden ts have been nam ed at Food Sys-

G A R Y V . B O M B E L , .St. L o u i s ,

Germain Publis hing Co., Inc.

In Memoriam
ANT HO NY

P H IL IP J . F E R E NC Y, 53, S a n F ra n c i s c o ,

named vice president, and ROBERT L.

together ... get the Acco untants Digest.

subsc

now senior ac-

G. LURIE, New York, is the
author of a new book, Working with the
Public Accountant. The 299 -page volume is published by McGraw -Hill Book
Co. Mr. Lurie is a retired partner of Alexander Grant and Co.
ADO LP H

co u n tan t at ESCO Corp.

tems,

With m ore demands on you r time, you
need information quickly and efficiently.
For 42 years we've been collecting
outstanding articles of accounting practice and th eo ry in on e place . . , the
Accountants Digest . . . a quarterly
magazine providing one source for
topics of interest to professional
accountants.
For the best from accounting
journals all over the world, get it all

ye as - e nte r m y

L . O G I E R is

Zi p

all

G

G AR Y

Pomona Valley, is
the author of a new book, Computerized Financial Controls, published by
Prentice -Hall, Inc. Mr. Tyran won two
Lybrand Gold Medals for outstanding
articles submitted through the manuscript competition.
MI C H A EL R . T Y R A N ,

L.

P A L ME R ,

52 ,

An de rso n

Area, 1975.
R O BE R T

A. RAY, 50, Lubbock Area,

1966.
ED W AR D

J.

R EY NO LD S ,

62 ,

Morri s-

town, 1960.
SAMUELSON, 7 6 , Member -atLarge, USA, 1944. ELA.
F R E D S A N D L E R , 6 6 , New York, 1945.
E A R L C . S A U E R H A M M E R , 66, Delaware
past president, 1943. Stuart Cameron
McLeod Society. ELA.

C . L.

A. J. SCHWARTZ, 59, Detroit, 1974.
J O H N F . S C ULLY, 8 2 ,

New Hampshire
past. president, 1945. SCMS. ELA.
ROBERT L. TAIT, 59, Mobile, 1967.
K A R L E . V I V I A N , 49, St. Louis, 1963.
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Your
client needs the
right financial
soluti
NOVA
W e'll make sure he gets it.
When your client needs the right
financial solution, he can't afford
indecision and delays.

Or, we can finance your client's accounts receivable while he maintains
the credit and collection activity.

We offer a complete range of financial services for commercial and
industrial firms. And wecan expedite
them to meet your client's needs.

Either way ,... it's an immediate cash
solution.

We can customize a factoring program for the client who needs
immediate cash but doesn't want the
problems, expenses, and risks concerned with credit, collections, and
bad debts.

And, we also have inventory, equipment, and machinery financing
plans.
We'll make sure your client has the
right financial solution, without
delay. Chances are we've faced his
problems before.

Southeastern Financial Corporation
Charlotte:P O. Box 1377, Charlotte, N.C. 28234 (704) 372 -7000
Dallas: 1111 Mockingbird Lane. Dallas. Tex. 75247 (214) 630 -5101
Factoring • Acco unts Receivable Financing • Equipment Financing • Invento ry Financing • Leasing
A subsi diar y of Amer ic an Cr edi t C orporation

v_

,

One of the best
known accountants
doesdt do
accounting.
Robert Half is a Certified Public
Accountant. But he hasn't practiced
accounting since 1948 when he
1
established Robert Half Personnel
Agencies ... an organization devoted to
finding the best talent in accounting,
finance, banking and data processing.
Robert Half's off ices are staffed by CPAs, CAs, Controllers, Bankers and Systems
Engineers. They're specialists... they're professionals... they know their market
and they know their people. Robert Half does what he does best ... f inds
competent financial and EDP personnel for employers throughout the world.
There are 55 Robert Half offices in the United States, Canada and Great Britain.
Look in the White Pages.

MROSERT N

LF

PERSONNEL AGENCIES

ALBUQUERQUE • ALLENTOWN • ATLANTA . BALTIMORE • BOSTON • BUFFALO • CHICAGO • CINCINNATI • CITY OF COMMERCE (CA)
CLEVELAND • CLIFTON, N.J. • COLUMBUS • DALLAS • DAYTON . DENVER . DES MOINES • DETROIT • GREENSBORO • HARTFORD
HOUSTON • INDIANAPOLIS • KANSAS CITY . LANCASTER • LONG ISLAND • LOS ANGELES • LOUISVILLE • MEMPHIS . MIAMI
MILWAUKEE • MINNEAPOLIS • NEW YORK • OMAHA • ORANGE (CA) • PALO ALTO • PHILADELPHIA • PHOENIX • PITTSBURGH
PORTLAND • PROVIDENCE • SACRAMENTO . ST. LOUIS • SALT LAKE CITY • SAN ANTONIO • SAN FRANCISCO • SAN JOSE
SEATTLE • STAMFORD, CT. • TAMPA • WASHINGTON, D.C. • WILMINGTON
CANADA: CALGARY • EDMONTON • TORONTO • VANCOUVER • GREAT BRITAIN: LONDON

