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A new and tested concept in preparing for the CPAExamination...

The Miller Comprehensive
CPA Review Seminar
"Knowledge that is reinforced several times,
is more easily recalled when needed."
Martin A. Miller

A NEW "CONCEPT" FOR CPA PREPARATION

OUAUFIED INSTRUCTORS
The Miller Seminars are conducted by
highly qualified instructors. We believe
specialization of instructors is an essential
ingredient for a quality CPA Review, and
therefore, provide specialists for Theory and
Practice, Quantitative Methods, Federal Taxation, Auditing, EDP Auditing, Statistical
Sampling, a nd Law.

CONTEMPORARY FORMAT
The Seminar is composed of four hour
sessions given on Tuesday and Thursday
evenings for thirteen weeks. Weekends and
Monday nights were deliberately avoided to
give you greater flexibility with your personal schedule. The Seminars are informal
and conducted in a modem facility in your
city. Class size is limited to insure more
personal contact between you and the
instructors.
Seminars begin in January 1978 for the
May 1978 CPA Exam in the following cities:

MILLER COMPREHENSIVE CPA REVIEW, INC.

❑

right to return both books within 10 days and receive a full refund.)

(Neu,York City residents, please add 8 %sales tax; N.Y. State residents, please add appropriate state and local taxes.)

MEMPHIS
NEW YORK CITY
PHILADELPHIA
PITTSBURGH
WASHINGTON D.C.

To receive an application and informational brochure about the new Miller Comprehensive CPA Review Seminar, fill out and
mail the coupon today, or write us direct:
MILLER COMPREHENSIVE CPA REVIEW, INC.
757 THIRD AVENUE, NEW YORK, NY 10017

Name

city
City

ATLANTA
BALTIMORE
BOSTON
CHICAGO
CLEVELAND

.

I intend to examine all my options. Please send me an application and informational brochure
about the new Miller Comprehensive CPA Review Seminar.
I intend to study on my own. Please send me the Miller Comprehensive CPA Review and
Companion Workbook. Enclosed is $87.50. (if I'm not fully satisfied, 1 understand I still have the

•

•

•

•

757 THIRD AVENUE • NEW YORK, NY 10017

•

In addition to the Comprehensive Review,
you'll also receive the new innovative Miller
Com preh en sive CPA Review Companion Workbook.This workbook, developed as a result
of a pilot Seminar program in New York City,
contains most of the notes you'd likely take
during the lectures, plus additional detailed
text and comprehensive illustrations. The
Workbook frees you from having to take
most notes during a lecture and allows you
to fully focus your attention on the material
being reviewed by the instructor. As a result,
the instructor can proceed at a more rapid
pace, covering substantially more material,
and performing his normal task of reinforcing the previously acquired knowledge.
This innovative Companion Workbook comple ments the Comprehensive Review and is
yours immediately whe n you sign up for the
Seminar.

•

NEW COMPANION
WORKBOOK

You will take a Diagnostic Test to evaluate
how much material you already know. This
test, comparable in difficulty to the CPA
examination, is designed to pinpoint your
strengths ... a nd your weakne sses. With the
results and evaluation of the Diagnostic test,
we are able to assist you in determining the
most efficient use of your study time. In addition, the results will reveal where you
stand in relation to others who have taken
the test. (We recommend signing up for the
Seminar before December 15, because it
takes approximately 30 days from the date
you mail the test to our New York Test
Evaluation Center for the results to be returned to you.)

•

You will receive the Miller Comprehensive
CPA Review, a book so complete, concise and
easy to read, you won't need any other reference material. Published by Harcourt
Brace Jovanovich, this text was designed for
self study and Seminar use. Introduced in
mid July, 1977, the book has already been
acclaimed by many to be so superior to other
materials that it's in a class by itself.
It's been estimated that more than 15,000
pages of textbook material should be read
and understood in depth to cover all the subject areas that could appear on the CPA
exam. Not only is this an arduous reading
task, but retaining this amount of material
over an extended period is even more
difficult.
The Miller Comprehensive CPA Review significantly reduces reading time during final
review. There's no mystery about this book.
Information actually needed has been extracted from dozens of textbooks and professional publications. The material is organized in a logical sequence to provide full,
clear explanations of the subject matter. The
Comprehensive Review also includes past CPA
examination problems carefully selected to
prepare you for the examination.

DIAGNOSTIC TEST

•

UNIQUE
COMPREHENSIVE TEXT

The Miller Comprehensive CPA Review covers nearly every subject area that has appeared or might a ppear on the examination.
The book is not an outline nor written in outline
format. The Comprehensive Review and its
Companion Workbook allow you to attend the
Seminar prepa red, where the knowle dge
you've learned is reinforced.
The Miner Com prehen sive C PA Review can
be purchased separately for $87.50. However, as soon as you sign up for the Seminar,
you'll receive this unique book along with all
other seminar material. The cost of the
Seminar includes all necessary material.

•

The Miller philosophy is that reinforcement
of previously acquired knowledge is the only
way to prepare for the CPA Exam. The Miller
Seminar is designed to allow you to reinforce
your acquired knowledge in the most efficient
methods possible. Here's how it's done.

State

zIP

whereyou will attend Seminar

MILLER COMPREHENSIVE CPAREVIEW.INC Is a subsidiary of
HARCOURT BRACE JOVANOVICH,INC.
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For those who intend to study on their
own, we are including the Companion Workbook ($35.00 value) in the price of the Miller
Comprehensive CPA Review ($87.50). You have
a money -back guarantee. If after 10 days,
you're not fully satisfied, you may return
your purc hase (Comprehensive Review a nd
Companion Workbook) for a full refund.

PRESIDENT'S PERSPECTIVE

Let's Work Together
Over the years NAA's purposes have included research into new ways to develop
improved understanding of business processes. Today the need for this higher
level of understanding is greater than ever before and with the diversity in NAA's
membership — practicing CPAs, management accountants in business and
industry, academicians, etc., we have the opportunity to help provide this better
understanding.
It is unfortunate, then, that at the same time we also have situations that tend
to divide us. For example, there are strong pressures tending to drive CPAs and
management accountants apart. Government and the accounting profession's
own rule- making bodies often serve to place the auditor and internal accountant
in adversary positions. On the other hand, there have also been charges of
collusion between the two. We need to find a common ground —to recognize that
the choice to be made is not between the extremes of antagonism and collusion.
This is a time when we should be working together more closely and effectively
than at any time in our past— working as partners for the benefit of all groups
associated with business. The pressures being exerted on the public accounting
firms inevitably will have an impact on internal accounting. The new requirements
for interim financial reports, replacement cost accounting, segment reporting,
etc., have already led to considerably more auditor involvement in internal
accounting.
We must recognize the trends and use the opportunities provided for creating
new levels of both understanding and communication.
We recognize the need and applaud the desire for standardization in
accounting and reporting information. But application of standards without full
investigation and review of their implications will lead to misunderstanding and
confusion. We need only to look at the near havoc resulting from application of
the FASB standard on foreign currency translations to prove our point.
That is why it is so important today that the standards as developed make
provision for professional judgment on the part of both the public and
management accountants. In order to carry out our roles responsively and in the
public interest, we must work together. The need for that professional judgment
has always been present, but is even more urgent today when the complexity of
the times is leading to the development of more standards and when the
application of those standards has a far greater impact than ever before.
Our various accounting disciplines, children born of the same parents, must
resolve to cooperate more closely on these issues that are so vital to the survival
of our system.

0� S4
R. LESLIE ELLIS
President, 1977 -78
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REPLACEMENT COST— ANOTHER NIGHTMARE FOR
ACCOUNTANTS
By Ro b ert L. DeWelt

Cover:
How do you determine
the replacement cost of
these weaving
machines? See page
6.

The two approaches to inflation accounting, as proposed by the FASB and mandated by
the SEC, are reviewed and the problems associated with determining values by a going
con cern are d iscussed.

23
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ASR 190 —THE GRAND EXPERIMENT
By Arth ur E. Carlso n
An appeal for prescriptive guidelines, preferably by the FASB, before the SEC issues
regulations for compliance.

26

REPLACEMENT COST ACCOUNTING: HOW WE DID IT
By W. Ho ward Wells, Jr.
There have b een few, if any, SEC regulations which have caused as much of a public
outcry as did ASR 190. Here is how The Bibb Co. of Macon, Ga., attempted to comply with
its requirements.

29

GPL ADJUSTED INCOME STATEMENTS: A RESEARCH STUDY
By David L. Gittes
This article shows some interesting com parisons of four steel companies using the general
price level accounting approach for reporting net income, an approach that is found to
have greater objectivity and auditability.

34

A MANAGEMENT ACCOUNTING SYSTEM FOR CONTRACT
LOGGERS
By Bru c e P. Bu d ge and Ha rold L. Jo nes
An accounting system which provides the contract logger with budgeting procedures;
control of operations; and information for routine reports, credit and taxes is developed in
this article.

37

THE G & A OVERHEAD POOL: ACCOUNTING TOOL OR
COP -OUT?
By Hen ry R. An d erso n
The availability of a host of allocation methods has led to large -scale cop -outs, using ease
of accounting and other facile considerations to over - shadow cost assignment based on a
solid conceptual foundation.

43

COST VOLUME PROFIT ANALYSIS WITH INTEGER GOAL
PROGRAMMING
By K am al M. El. Sh e sha i, G ord on B. Ha rwo od a nd Roge r H. He rm an son
A breakeven technique for nonlinear cost volume profit analysis is proposed which takes
into account differing marginal contribution rates, separable fixed costs, and resource
restrictions.
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A COST ACCOUNTING FRAMEWORK FOR EDP MANAGEMENT
By Harold M. Sollenberger
The inherent characteristics in various EDP managerial decision - making classification
alternatives are explained, and a system of cost analysis is developed.
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HASSLE FACTOR WORKSHEET
Federal regulations and reporting are a perpetual hassle. Want to do something about it?
The Commission on Federal Paperwork has designed a form, reproduced here, that you'll
enjoy filling out and firing off to the relevant agency.
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ZERO -BASE BUDGETING
A new NAA monograph, offered free to members for a limited time, describes the basics of
zero -base budgeting and offers guidelines for implementation.
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The Annual Report of the Association for 1976 -77.
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Have you noticed the covers on your issues of MANAGEMENT ACCOUNTING lately?
Sometime ago, we decided to encourage members to send in color
photographs, slides or transparencies of their company's operations.
From our point of view, this was an ideal way to obtain a variety of
interesting photos for the cover accompanied by a tie -in with a published article.
Of course, being cost - conscious editors employed by an association
devoted to cost consciousness, we also started the policy in order to
cut possible photographic costs on the cover.
Our primary focus on industrial -type photographs reflects the fact
that many NAA members work in such environments. We believe,
also, that too little attention is given to the infrastructure of the economy. It's not heroic, nor often glamorous, but industry does have thousands of views that are intriguing and dramatic, symbolizing the day -today business world that accountants deal with.
We thank the members and corporations that have contributed to
our front covers. We invite you to submit interesting color photos of
your company's operations, whether of the assembly line or the conference room. Transparencies of any size -35 mm and up —are preferred to prints, and will be returned.
Inside each issue, we publish the "stories" of management accountants in black ink; on the cover we want to tell the "story" of their
companies in full -color illustrations.

Published monthly, for members only,
by the
NATIONAL ASSOCIATION
OF ACCOUNTANTS

Are You Hassled by Red Tape?
The filing of endless government reports costs millions of dollars to
industry and to the economy. Businessmen assert that many of these
reports are useless, repetitive or unneeded. The Commission on Federal Paperwork was created two years ago in order to reduce some of
this burden on the private sector imposed by the Federal Government.
Now it has produced another form but this one you'll enjoy filling out.
Called the Hassle Factor Worksheet, it has been developed to help
businessmen let the Government know quite specifically how a report
form affects them and their business. A spokesman for the Commission notes that "it is very likely that an agency which has a deluge of
justified complaints about any form will make some changes." If you
think It's worth the effort, see page 60 of this issue.
0
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Computerproblems
solved

If you have any of these six common problems, or others,
consider the experience and knowledge of the result oriented people of ISS: A unique,
custom, personal service for small to medium companies using computers.
PROBLEMS:
1. 1 want to get into computers but don't
know much about them.
2. The computer is great but the programming is late.
3. The computer doesn't seem to work and
I don't know why.
4. My consultant can't handle all my problems.
5. There's nobody to respond to an emergency.
6. My people need extra help some of the
time but not all of the time.

ALSO:
Application Systems Packaged or Customized to Your
Needs. Up and Running in 3 to 4 Weeks or Less.
• Custom features at a fraction of custom cost
• Designed for small and medium business computers
• Minimum orientation time
• Easy to understand documentation
LICENSE FEE

One OR 3e
PRICE LIST:
Time
Months
VIGIL (Variable Information General Ledger)
General Ledger/Trial Balance
$ 600
$ 25
Report Writer Options:
Current Month /Current Year to Date
600
25
Prior Year Comparison
600
25
Budget Comparison
600
25
Monthly Spread Comparison
600
25
MAP (Management Accounting Packages)
PAYDAY (Payroll & Distribution Accounting)
Payroll
1500
65
Job Cost Option
600
25
Multi -State Option
600
25
POP (Purchase Orders /Payables)
Accounts Payable
1500
65
Purchase Order Option
1200
50
RECON (Reconciliation of Checks)
300
15
FACT (Fixed Assets Control Technique)
1200
50
REACH (Receivables and Credit History)
1800
75
FACTUAL (Functional Accounting Control
Through User Application Logic)
Order Processing/ Billing
2400
100
Accounts Receivable
1800
75
Backlog
600
25
Cost of Sales
600
25
Sales Analyses
600
25
Commission Reporting
600
25
Perpetual Inventory
1200
50
Multi -Site Inventory
600
25
GENERAL CONDITIONS:
Minimum period of four months applies on all monthly license fees. No
payments required for use of systems after thirty-six months. Three fourths of monthly license fees may be applied to one time license fee.
Application systems may be installed and operated by your staff. Programming ability is not required.

ANSWERS:
If you have any of these problems please
call us.
We are a group of people with an average
of fifteen years experience in computers.
We do programming. We design and install systems: pre - programmed packages
for financial reporting, general accounting
and business operations.
We can help your people. We will work
as though part of your company and provide expert help without continuing on -staff
expense. We can respond to emergencies,
giving you the advantages of the ISS group.
We have served 100 companies of all types
from law firms to complicated multi divisional manufacturing operations.
To the small and medium companies using computers, we are a unique, custom
operation.
We don't sell equipment. Just results.
In a world of computers, the answer is
experienced people.
r
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ISS: The Human Equation

International Systems
Services' Inc.
y
1545 Wilshire Blvd., Suite 408, Los Angeles, CA 90017 • (213) 484 -0450
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01977, International Systems Services, Inc
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LetterS

TO THE EDITOR

Mixed Bouquet
Every so often I begin to feel bugged
by the continuing barrage of articles in
MANAGEMENT ACCOUNTING by academicians who seem to have some theoretical axe to grind that's either too esoteric for the mere practicing accountant to
grasp or too inconsequential to warrant
reading at all. It's at such times that I
stop reading the magazine for a few
months, in hopes that things will get
better somehow.
On several such occasions, when my
conscience and curiosity finally prick
me to peek into the back issues I've allowed to accumulate, I've found to my
delight that several articles in those issues are worth their weight in gold.
And, sure enough, it's happened again!
Looking over the past six month's
"worth" of magazines, I found the following nuggets: (1) Al King's article on
price level restatement in the November
1976 issue, "Price Level Restatement:
Solution or Problem" which offers some
fine practical remarks on the topic; (2)
the lead articles in the March 1977 issue, "Business Ethics Start with the Individual," by Lee Morgan and "Inflation, Instability and Accounting" by
William Kanaga, both of which were
thought provoking and extremely relevant to today; and (3) Al Boone's succinct essay, "Wouldn't It Be Nice If —,"
February 1977, which made its point
with humor, but deadly accuracy.
So, keep it up, Editors. I'll hang in
there if you will.
Jack Sellers
Libertyville, Ill.

To Thine Own Self Be True
Ms. Juanita Marshall's article "The
Full Disclosure Problem," which appeared in the February 1977 issue of
MANAGEMENT ACCOUNTING, appears
to center on the problem of reconciling
the client's interest with the certified
public accountant's responsibilities to
the public. A CPA should be fair and
candid with his clients and serve them
to the best of his ability with professional concern for their best interests consis6

tant with his responsibilities to the public.
Ms. Marshall's contention that if a
CPA's responsibilities to the public exceed the client's interest and disclosures
are made, the CPA may lose the client
and "could lose the fee." The alternatives to a lost client and fee may be censure, a law suit, or a lost certificate.
Assuming the client engages a new
CPA, it is incumbent upon the new
CPA to investigate the prior accountant's reason(s) for not performing the
work. The investigation will also assist
the new CPA's understanding of the
business organization.
The CPA must recognize his responsibilities to his colleagues, the accounting profession, the investing public, his
clients, and to himself.
Shakespeare perhaps said it best:
"This above all —to thine own self be
true; and it must follow, as the night the
day, thou canst not be false to any
man."
Alec Duarte

not the case, they have problems with
their auditors which will increase the
audit cost, and possibly cause a qualified
or negative opinion on the financial
statement, a situation the company
must correct. Falsification of records
and misleading of auditors are fraudulent activities and already illegal under
state laws.
I feel the work being done by the Financial Accounting Standards Board is
becoming more effective all the time. I
can see no useful purpose in the government getting involved. The SEC's proposals are not favorable to the business
community or the accounting profession, and I suggest that all accountants
voice their opinions to their congressman.
Charles Holda way
Controller
Charter Trading Company
Monterey, Calif.

Pacific Grove, Calif.

The Doctors' and Lawyers' Game

No Useful Purpose
Among the many proposals to cure
the business community of the myriad
illegal and improper payments that have
come to light over the last four years are
those by the Securities and Exchange
Commission. Under Corporate Accountability, the SEC has proposed
that:
a. Each issuer of financial statements
must maintain "accurate" books and
records,
b. The issuer must maintain "adequate" internal controls,
c. It shall be unlawful to falsify financial records, and
d. It shall be unlawful to mislead the
auditors.
Now, I share the SEC's concern, but
I cannot see how these proposals can
improve the reliability of corporate records or reporting. Companies presumably have accurate books and records
and adequate internal controls. If this is

Now the young person desiring to become a CPA can accuse accountants of
playing the same game as doctors and
lawyers: limiting the numbers of new
entrants in the profession so that the established members can reap higher pay.
I refer to the report of the AICPA
Commission on Auditors' Responsibilities suggestion (summarized in "Data
Sheet," May 1977) that seven years of
schooling be required for certification.
If they also require the work experience
now in effect (two to four years) the
graduate will be nearly 30 years old before he /she can be certified. Most
CPA's were certified by age 25, having
gained their work experience while
passing the exam.
Is it really necessary to require a
Ph.D. in Accounting before certification? The acquisition of a certificate becomes prohibitively expensive when
three years of full -time graduate studies
is added to the basic requirements. This
could be construed as an attempt to
shut out minorities who traditionally
have had difficulty in obtaining funds
for graduate school. Would the Exam
Continued on page 10
MANAGEMENT ACCOUNTING /OCTOBER 1977
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DP Dialogue
Notes and observations from IBM that may prove of interest to business planners.

Farsighted Financial Planning
at American Optical
"Eighty percent of our major investment decisions, that's five a day, are
evaluated for internal rate of return. On
the average, our actual performance is
within 10 percent of what we predict."
Marvin M. Eisner, Chief Financial
Officer, American Optical Corporation,
is talking about a computer -based financial simulation model. It uses the IBM
Planning System Generator II (PSG II/
VS), which is run on the company's System 370 /Model 158 and uses a program
language oriented to financial planners.
American Optical Corporation, a
subsidiary of the Warner - Lambert Company, is the world's largest manufacturer
of optical products. Inherent in the
business are a wide range of investment
opportunities that have vastly different
conditions. For example, a line of de-

signer eyeglass frames may have a short
selling life and high promotional
expenses. A new microscope, however,
may incur costly research and development, but have a long selling life.
"We need information that is timely
and relevant," says Eisner. "But we take
a farsighted look at investment horizons
of 10 years, so we apply discounting to
the time value of money.
"R & D is one of our more uncertain
investment opportunities. In order to
evaluate R & D project feasibility, we
work backwards from a desired rate of
return, which we call a hurdle, and
through a series of iterations determine
the maximum allowable capital expenditure."
"To do this, we created a program
called Capital Simulation, which gives

us a series of project income statements
and cash flow reports," says Wayne
Krautkramer, Manager of Financial
Analysis, Optical Products Division.
"Each one reflects a different set of assumptions of capital and its relationship
to variables for which we have estimates,
such as direct cost, market penetration
and selling price."
Fifty percent of financial modeling at
American Optical evaluates capital expenditures, such as new investments in
plant and equipment. New ventures and
improved products cover 35 percent.
The remaining 15 percent is on alternatives such as buy vs. lease, buy vs. make
and budgeting functions.
"We've seen a positive behavioral
change in the corporation as a result of
using the modeling," Eisner reports.

Advertiser

This statement ofAPL symbols commands the computer to read
in a series ofnumbers, sum them and print the sum.

APL: Flexibility
and Power for Planners
With APL, an interactive language
from IBM, business planners can sit at
the keyboard of a terminal and interact
directly with the computer. Although
the letters APL stand for A Programming Language, it requires no detailed
knowledge of programming. Instead,
you need only learn simple commands
and the symbols associated with them.
You can then enter, retrieve and analyze
data, ask "what if" questions and receive
prompt results.

For example, if your company has a
large product line of items in many different styles, you can enter and store
data on price and quantities sold. You
can display this information in whatever
tabular form you decide. Totals for any
row or column in the matrix can be displayed instantly.
You can ask "what if" questions, such
as the effect on total revenue of various
price rises with corresponding drops in
sales. Or you might examine changes in

revenue based on different sales quotas.
In a table of thousands of numbers,
you can analyze all or any part of it. And
the range can be extended to millions of
numbers stored in computer files, any of
which can be examined with relative
ease.
The power of APL can be utilized in
program packages that provide specific
functions for the business planner. For
instance, the APL Financial Planning
System (FPS) enables you to interact
with a computer to design reports, build
models and test alternatives in a sensitivity analysis. A Departmental Reporting
System (ADRS) makes it easy to design
and produce automatically a wide variety of reports. APL Econometric Planning Language is an interactive program
dealing with economic variables through
data analysis and transformation, tabular
and graphic display, parameter estimation, model solution and file handling.
APL has the flexibility to allow you to
design creative solutions to your own
specific problems, as well as offering the
advantages of existing program packages. APL is a vital tool for today's
dynamic, changing world of business
planning.

Computer Model Throws Light on SoWffiiergy
Converting the
_
sun's radiant energy
directly into electricity
could contribute significantly to the world's supply of energy. But the associated technical problems
are complicated enormously by the
fact that the sun's direct radiation is not the
only important energy source.
A very significant portion of the energy of the
sun is reduced in strength before it can reach the
surface of the earth. This visible and invisible
light is absorbed and scattered by the atmosphere — its water droplets, dust particles and
gases — and the scattered radiation arrives at a
solar cell along a nearly infinite number of indirect paths.
At the surface of the earth, explains Dr. J.
V. Dave of the IBM Scientific Center in Palo
Alto, California, such indirect radiation can
range as high as 40 percent of the total
energy on sunny days, and 100 percent on
mildly overcast days. A system utilizing
all available radiation, he points out,
can lead to a more efficient harvesting
of solar energy under average conditions as encountered at various feasible locations.
<
Using the computer, Dr. Dave is
experimenting with a solar energy
model to get a better picture of the total
radiation energy arriving at the earth's
surface.
"We live at the bottom of a very complex
atmospheric soup," he notes, "a mixture of gases,

1

ater droplets and sus pended particles. The effect of each of these is
different for each wave iength of solar radiation. And
the geographical location of
the solar cell panel, its altitude
and orientation, time of day, season,
weather and natural as well as man-made
air pollution exert an influence.
"To help estimate the energy output that can be
expected from a proposed solar energy system design, we hope to construct a computer model of the
diffuse solar radiation in the atmosphere. At present we have completed an experimental model
with one simplification: it considers only one
orientation of the solar cell —aimed directly overhead, at the zenith. It uses a simplified but realistic representation of the atmosphere.
I
"By varying the time of day, atmospheric
makeup, and other parameters, we have solved
the radiative transfer equation for our atmospheric models for several thousands of data
points. Taking our simplifying assumption
about the orientation of the solar cell into
account, these results indicate that the
diffuse radiation plays a very significant
role in determining the performance of
a terrestrial solar cell. We are now planning for the radiation modeling for an
arbitrarily oriented solar cell which requires several million data points."
Important amounts of
solar energy reach the earth's surface
indirectly, after dispersion in the atmosphere.

Advertisement

Immediate Response for Bendix Cost Analysts
"With an interactive costing system,"
says Will E. Frey of Bendix Corporation,
"when a customer phones to ask for more
detail, or for prices under different assumptions, we can respond immediately —and sometimes conduct negotiations over the phone."
Frey is manager of cost estimating for
the Flight Systems Division of Bendix,
headquartered in Teterboro, New Jersey. Developing costs on aerospace electronic equipment is difficult and complex; the division routinely spends
$50,000 or more to create a single competitive bid and its thick volumes of supporting documentation.
Now, Frey says, Bendix produces estimates faster than ever before, with less
overtime, greater accuracy and with
productivity increases of more than 30
percent.
With interactive computing, users
such as the cost analysts at Bendix operate the computer directly. They use simple procedures at conveniently located
terminals and receive immediate results
from the system. To operate its IBM
Systemf370 Model 158 in this way, Bendix uses a software facility called Time
Sharing Option (TSO).
"One reason for going interactive,"
Frey continues, "is that preparing an estimate is a huge data entry job: a cost
analyst must enter hundreds of line
items to be separately calculated by a
costing formula. With an interactive system, he enters these numbers directly,
as he develops them. This eliminates
data preparation as a separate activity,
while programmed checks catch most
data entry errors immediately.
And we can try different numbers
— shifting profit margins or labor costs a
little —to see the effect on the final numbers. In the same way, we can test the
economics of alternative manufacturing
technologies —to see, for example,
whether it would pay to invest in an automatic insertion machine for printed
circuit board fabrication.
"In the negotiating phase of a contract award," Frey adds, "after the sup-

Automatic test equipment puts Bendix -made aircraft navigation equipliumt through
its paces. Using interactive computing, analysts cost the development and
productionofsuch Bendix products with greater speed and accuracy.
plier is selected, it is standard practice
for the customer to go over the bid in
great detail, questioning the numbers
and looking for opportunities to reduce
the price. That's when he can hit us with
unexpected questions over the phone.
With TSO we can give him much better
service and price out many different assumptions."
"We've just about eliminated night
work," adds Allen Handzo, cost analyst.
Not a professional programmer, Handzo
briefly studied VS BASIC, an IBM programming language oriented to the end
user. He has written 50 programs now in

Program Products from I
Three interactive programs for use reports automatically.
3. APL Forecasting and Time Seby business planners require little or
ries Analysis Offers a procedure to
no knowledge of data processing.
1. APL Econometric Planning identify, specify, estimate and diagLanguage (EPLAN) Provides easy - nose models for time series analysis.
to -use tools for interactive econometFor more information on these
ric model building and solving.
IBM Program Products, contact your
2. A Departmental Reporting Sys- local IBM branch office or write to the
tem (ADRS) Enables the planner to Editor of DP Dialogue at the address
design and produce a wide variety of on the right.

use by the cost estimating department.
"Preparing the sheer volume of tabular material formerly required big
pushes of overtime to meet bid deadlines," Handzo says. "Now we finish a
bid early enough to let top management
take a thorough look at it. And, if management review leads to revisions, the
computer can be used to quickly generate a new estimate in full detail."
"We can develop more information
for a customer," says Frey, "and respond
better to his needs. These are extremely
important advantages in a very competitive business."

DP Business Planning Dialogue is designed to provide you with useful information about data processing applications, concepts and techniques. For more
information about IBM products orservices, contact your local IBM branch office, or write Editor, DP Dialogue, IBM
Data Processing Division, White Plains,
N.Y. 10604.

IBM®

Data Processing Division

The Asset Management Professionals

be eliminated? Not all degrees are equal
indicators of knowledge gained. Would
the work requirement be eliminated?
There are few fresh - out -of- school accountants who can conduct an audit;
experience is the only teacher. How
many of us would be willing to pay
Ph.D- salaries to a "raw recruit" who is
still going to cost us money to train?
I believe that measuring accounting
knowledge through the uniform CPA
exam, giving experience through the
work requirement, and requiring mandatory education after certification
would be the best way to insure that the
letters "CPA" stand for a highly qualified public accountant.

Jean E. Sigman

The Source Finance 1977 Accounting
and Finance Salary Survey is now
available This authoritative and up -toallow you to
the- minute report
compare your compensation directly
with thousands of other accounting
professional and management
people across the country, It also
examines in detail specific planning
strategies and techniques you may
employ to enhance your career.
Source Finance knows how
can
broaden your professional exposure.
maximize your compensation and
break into management. It's all in the
1977 Accounting and Finance Salary
Survey from Source Finance, the
specialized accounting recruiting firm
staffed by accounting professionals.
you

Richmond, Va.

Yours
Free!

Special note toemployers! Source
Finance also offers Interested hiring
executives an informative report. The
People Challenge, without charge
This comprehensive study analyzes
the reasons accounting and financial
professionals leave their jobs and the
steps management can take to
reduce costly turnover For your free
call your nearest Source
Finance office this week.
copy,

FREE
For
call the Source Finance
office nearest
404/325 -7000
Atlanta
617/482 -7850
Boston
312/372 -9192
Chicago
214/630 -3410
Dallas
313/352 -8860
Detroit
817/338 -4750
Fort Worth
213/385 -0333
Los Angeles
415/328 -2050
Palo Alto
415/956 -4740
San Francisco
If unable to call. write.
Source Finance
Department A5
100 South Wacker Drive
Chicago, Illinois 60606
you.

your

Mr. J ames C. Lam pe, in his article
"Electronic Funds Transfer Systems,"
in the March 1977 issue, brought up
some interesting points relative to electronic funds transfer. However, I think
he overstates some aspects of control in
such systems and understates other.
He says, "One of the most serious
control problems with these systems
concerns privacy." I disagree; first of
all, privacy is not a control problem, it's
a social issue to be resolved in the courts
and legislature. Second, security, which
in this case regards protection of company assets, is the control issue. One
should devote time improving the level
of protection afforded the asset and not
spending time and money designed to
restrict someone else using information,
once they already have it.
Mr. Lampe goes on to say that, "Development of m ore appropriate audit
packages and increased emphasis on the
exception activities within the funds
transfer system are two predictable auditing reactions." Not necessarily; in my
opinion, it's back to the basics when auditing m ini or m icro computers. Auditing around techniques and dual processing on a sample basis seem more viable.
Electronic funds transfer and mini -

)

The Problem of Privacy

copy.

The urge to merge could bring you
a compatible marriage. Or a sterile
bride. Our independent appraisal of
merger partners and their assets is
as important as a pre - marital
physical. It should be done before
serious negotiations begin.
Our beforehand appraisal gives
you the information to determine:
What assets actually exist.
Their age. condition and utility.
The value of the assets.
How you should pay for them.
Potential tax liabilities.
Potential accounting depreciation
charges.
The valuation answers in our
appraisal will help you decide how
best to structure the transaction. And
will let you see what the results would
be financially and tax -wise. These
facts will help you determine the
purchase price in relation to how you
structure the transaction, or vice versa
The transaction methods are
varied, from "Cash for Assets" to
"Stock for Stock with Pooling
Treatment ". Eight transaction
structures in all, explained in a
booklet which is yours for the asking,
"Mergers and Acquisitions".
We'll be happy to send you this
informative booklet which tells
buyers and sellers how to avoid many
of the pitfalls on the way to a deal.
Contact one of 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.

Continued from page 6

`

A Merger
Could
Murder Two
Companies.

will
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Data Sheet
Robert F. Randall, Editor

Bull Market for Accountants
Jams Accounting Classes
Because job prospects for accountants are so
good, enrollment in major accounting schools
is soaring, according to a report in The New
York Times, based upon an American Institute
of CPAs' study. The AICPA survey showed that
the number of bachelor's degrees in accounting has grown from 20,800 in 1971 to 44,100
this year. By 1981 more than 50,000 are expected to be awarded to students. During the
same period the number of masters' degrees
has increased to 5,500 from 1,900 and is expected to reach 8,400 four years from now.
The increase in enrollment has led to some
colleges turning away accounting students or
to making conscious efforts to discourage students from enrolling in accounting courses. A
growing number of women also are enrolling in
accounting schools, according to the Times
story. Most of the accounting graduates will be
employed by industry or government; only one third are absorbed by public accounting firms.

SEC Will Review Replacement Cost
The controversial replacement cost accounting
rule (see articles in this issue) will be reviewed
by the Securities & Exchange Commission early next year. The Commission is inviting comment on the problems that companies have encountered in their efforts to comply with the
experimental accounting system. Designed to
show the impact of inflation on a company's
business, the rule requires 1,000 of the nation's
largest companies to estimate how much it
would cost to replace their assets if purchased
today. The timing of next year's review is designed to give the Commission at least two
years of experience with the new rule to evaluate and also to give the Financial Accounting
Standards Board time to act. A public hearing
on questions of accounting measurement has
been scheduled by the FASB in January.
MANAGEMENT ACCOUNTING /OCTOBER 1977

FASB Commissions Not- for -Profit Study
Robert N. Anthony, a professor at the Harvard
Graduate School of Business Administration,
has been commissioned by the FASB to conduct a research study on the objectives and basic concepts underlying financial accounting
and reporting for not - for - profit entities. According to Marshall S. Armstrong, FASB chairman,
the research "will attempt to identify the users
and their uses of not - for - profit entity financial
statements, and the basic financial statement
concepts that are helpful in meeting the information needs of users. The research will be
aimed at clarifying those issues as a basis for
public discussion."

Controllers Move Up
Because of Inflation
The job of measuring costs —and cutting
them — suddenly has moved to center stage,
according to a cover story in the August 15th
issue of Business Week. As a result, corporate
controllers have moved up and are now participating in operating decisions. The article mentions a number of controllers who have moved
to the top including Thomas A. Murphy at General Motors, Robert D. Rowan at Fruehauf, Joseph B. Flavin at Singer, and Robert Cizik at
Cooper Industries.
Because of the demand for top controllers,
compensation for them has risen 25% to 30%
faster than inflation in the past five years, "and
it now often tops the going salary for treasurers," according to the article. Alva 0. Way, financial vice president of General Electric Co.
and an NAA member, is quoted as saying, "The
financial crisis of 1974, and the double -digit inflation, brought the controller's job into the
limelight. The general managers of each of our
businesses needed that fellow just to understand what was going on." In a change of corporate reporting practices, the new cost -consciousness has led to controllers reporting
directly to headquarters, "often going over the
heads of divisional operating managers."
An editorial in the same issue notes: "The
dramatic gain in numbers and influence of the
corporate controller ... should work to the benefit of U.S. business and of the U,S. economy."
Conclude the editors, in a time of continuing
inflation and high interest rates, "every company needs at least one individual able to view
with alarm costs that have gotten out of control
and potential investments that just don't make
Continued on page 64
sense."
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ing company on a going concern basis should
form the basis for determining such benefits —
with supplement disclosure of the vested benefits insured by the PBGC.

MAP Committee Files Comments with
SEC

The MAP Committee responded to the Securities & Exchange Commission regarding two areas.
In Release Nos. 33 -5826 and 34- 13525, the
Commission proposed amendments of disclosure forms and rules dealing with industry and
MAP Committee Comments on Pensions homogeneous geographic segment reporting
(MAP, August 1977). The MAP Committee, in
its letter, endorsed the SEC's effort to conform
The Management Accounting Practices Com- its "line -of- business" disclosure requirements
mittee commented on the Financial Accounting
to those of the FASB's Statement No. 14, FiStandards Board's exposure draft of Accountnancial Reporting for Segments of a Business
ing and Reporting by Defined Benefit Pension Enterprise. The NAA spokesmen also applaudPlans (MAP, July, 1977).
ed the attempt to standardize disclosure reIn its remarks, the MAP Committee support- quirements through the proposal of Form S -K.
ed positions taken by the FASB that:
The Committee commented specifically
• The reporting rules should be applicable to about certain aspects of the SEC release, ingovernmental units as well as to those in pri- cluding the following points:
vate industry. The Committee noted that "the
• The informational requirements concerning
level of uncertainty about pension rights and inter - segment sales or transfers in excess of
resources of participants is not less merely be- those called for by FASB Standard No. 14 is
cause the organization is a governmental unit." unwarranted for most registrants.
• The plan rather than the fund should be the
• Segment data and related disclosure
reporting entity— "to reduce the uncertainty of should be prospective only. The Commission
participants as to the amount and nature of should not make the requirements of FASB
their rights."
Standard No. 14 retroactive.
The Committee stated that providing infor• Management should be able to exercise
mation useful to plan participants in assessing judgment as to how five -year data should be
the security with respect to receipt of their ac- presented.
cumulated benefits is an important objective of
• Research and development expenditures
a pension plan's financial statements, but an should not be disclosed by segment. In addition
elusive one. A better primary objective would to competitive burdens involved, the arbitrary
be "to render an accountability report on the allocations and the extended time between
activities and effectiveness of the pension plan cost and benefit would result in segmented R &
revealing investment results so a rate of return D information that could be greatly misleading.
can be computed."
• Segmented quarterly data should not be
The MAP Committee also recommended that required. Timely disclosure would be difficult for
"in keeping with its emphasis on accountability many firms; disaggregation of financial reportreporting —more useful information would be ing on a quarterly basis could be a problem in
provided if the pension plan's balance sheet view of the absence of materiality guidelines or
rather than (1) a statement of net assets avail- appropriate "safe harbors;" and deferral of
able for benefits and (2) a statement of accu- quarterly disclosure would be appropriate in
mulated benefits were used."
view of the FASB's project on interim reporting
Also considered objectionable by the Com- that is in process.
mittee is the emphasis in the exposure draft on
The other SEC matter concerns Release
termination values using Pension Benefit Guar- Nos. 33 -5837 and 34- 13647, Accounting Pracanty Corporation rates in computing the current tices —Oil and Gas Producers. The release fovalue of accumulated benefits of participants. cuses on a series of questions dealing with acThe MAP Committee concluded that the proce- counting issues pertinent to oil and gas producdures and assumptions adopted by the reportContinued on page 64

Louis Bisgay, Editor
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You and Heller can do what your
client's bank can't do alone.
The idea comes from you: a loan in which
Heller and your client's bank participate
to provide the additional credit his bank
alone is not willing to extend. Heller, in
cooperation with your client's bank, will
help him realize his maximum credit
capacity, letting him borrow against such
collateral as receivables, inventory and

HELLER
Financial Services

G

v

equipment, real estate and other assets.
A Heller -bank participation loan lets
yourclient secure needed financing while
maintaining his valuable banking relationship. All at a practical "averaged"
rate between the usual charges for unsecured and secured financing. You and
Heller can do a lot for your client.

Walter E. Heller & Company 105 W. Adams St., Chicago, III 60603
New York - Boston - Philadelphia - Baltimore - Syracuse - Detroit - St. Louis
Kansas City - Charlotte - Denver - Atlanta - Miami - Birmingham
New Orleans • Houston - Dallas • Phoenix - Los Angeles • San Francisco
Portland - San Juan P.R.Heller services alsoavailable through Heller
Companies in Canada and twenty other countries around the world
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NOW THAT YOU'RE
AVAILABLE, SHOULDN'T
THE RIGHT PEOPLE
KNOW?
Primitive methods just don't work
anymore
You need an effective way to get
the news of your availability to the
right people and places quickly,
quietly. Let the experts help you.
We are the members of

SatiOna

l

Ass ates
who deal extensively in the accounting field. Our clients are
looking for good people like you.
Together with our NPA associates
around the country, we can take
your message to the right places.
Send your signals selectively —
and get results.
Administration /Finance
Professional Personnel Services
One Embarcadero Center,
#2710 NA
San Francisco, Calif. 941 11
(415) 956 -6700
N. Raar & Associates
28475 Greenfield
Southfield, Michigan 48076
(313) 559.7383
Capital Personnel Service
204 Securities Building
418 Seventh Street
Des Moines, Iowa 50309
(515) 283 -2545
Mae Daly Agency, Inc.
Dan Comiskey C.E.C.
6 East 45th Street
New York, N Y. 10017
(212) 687-3911
Brentwood Personnel Associates
Accounting Division
1280 Route 46
Parsippany, N.J. 07054
(201) 335.8700
Future Employment Service
440 Fischer Building
Dubuque, Iowa 52001
(319) 556 -3040
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distrib u tive processing will affect more
than the accounting function. Internal
an d ex ternal auditing approaches are
ch an gin g very rapidly, or they better be.
Pat ri ck T. McGuire
Audi t Manager
The Pi llsbury Company
Minneapolis, Minn.

Mu ltin ationals in Latin Am erica
In h is article, "Multinationals in Latin Am erica: an Accent on Control,"
February 1977, Professor John D.
Wh itt com es to the conclusion that
"There d o not seem to be any significant
differences in the problem s encountered
in ex ercising financial control in Latin
Am erican countr ies com pared t o other
parts of the world." While I would
agree with m an y th in gs t hat h e ha s to
say , I would like to raise a point or two
wh ich h is conclusion may obscure.
I w o u ld m ain ta in t hat t he re ar e significant differences, not necessarily in
th e categories of problem s encountered
bu t in th e degree to which environm ental d ifferences cause these problem s to
im p act on planning and control in these
co u ntries. Not only are there significant
differen ces between Latin Am erica and
oth er p arts of the world, there are rather significant differences between even
Latin Am erican countries, e.g., take the
case o f Mexico and, say, Bolivia, where
the en vironm ental differences will be
fo un d to be great.
A point that Professor Whitt makes
early in his article, and then does not
elab o rate on, im plies a great deal about
th e kin d of "people problem s" that can
exist between countries. He indicates
th at, while multinational company
head q u arters (a majority of t hos e s urveyed ) feel that they have adjusted their
systems adequately to fit local conditions, most of the Latin Am erican
su b sid iaries involved do not find headqu arters' treatment of environmental differen ces adequate. If we were to investigate carefully these opposing views, I
believe that we would find a major com mu nicatio n gap existing here which is
th e so u rce o f m any "peop le pro blem s"

and one of th e causes of difficulty in
making overseas financial control systems effective. Th e difference here in
perception between headquarters and
subsidiary is an im portant clu e to the
existence of problems —either apparent
or not so apparent at this point.
One other point. Professor Whitt
states that, "If uniform accounting standards could be established throughout
the world, then the greatest single obstacle to the m ultinational com m unications gap would be closed." If w e a r e
talking about financial control system s,
I disagree. Th e environm ental factors
differ from country to country, and they
are responsible, at least in part, for differences in accounting standards. Mandating uniform standards will not elim inate the environm ental differences. It is
a lack of understanding of the environmental differences which causes much
of the com m unications gap, rather than
differing accounting standards. We can
easily understand differences in accounting standards and live with
them —it seem s to be understanding the
different
environm ental
conditions
which gives us so much trouble.
Allan H. Savage
Professor ofAccounti ng
New Mexico State Universit y
Las Cruces, N.M.

A Salute to William Blackie
1 read with interest, in th e Apr il issue, of the great honor conferred on Mr.
William Blackie in being indu cted into
the Business Hall of F a m e and I am
sure that we, as accountants, have a
sense of satisfaction in the recognition
of one whose original training was in
the field of accounting.
As one whose father was a chartered
accountant, qualified in 1890, I know
that it was a recognized custom in
Great Britain for a businessm an to article his son to a chartered accountant as
being a first -class training and background for entry into the business world
should the young m an feel, upon qualifying, tha t he ha d a gre at er in te res t in
that area than in pursuing a professional
career. Mr. Blackie was such a m an.
The system of train ing in Great Britain for m ost professions was very different from ours. A young m an on leaving
MANAGEMENT ACCOUNTING /OCTOBER 1977

school was "articled" to a lawyer (solicitor in England), chartered accountant,
engineer, architect; not to the practioner's firm but to the individual partner
who was personally responsible for the
student's training. His father paid a substantial sum for this training. The
amount paid to the young man was
hardly looked upon as a salary for work
performed but more in the nature of
"pocket money" (actually returning
some, or all, of the premium paid by the
father for five years of training). Incidentally, the young man was never referred to as an "apprentice" but as an
"article clerk." I noticed the use of the
word "indentured "; not being familiar
with the Scottish law, the use of the
term "indentured" to a chartered accountant rather than "articled" to a
chartered accountant may be in order.
Being a purist in these matters, I still do
not like, though I have accepted, the use
of the word "firm" as applied to a corporate entity.
Charles E. Ra wlinson
Emeritus Life Associate
Portland, Ore.

IAGIC FOR ACCOUNTANTS
After weeks of work, it's worth 9 more seconds to give
your reports the prestige packaging they deserve.

A

Re: Release 33-5704
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Will you tell how easy it is?

With the new Quick -Bind 700 from
Gestetner. A tabletop, manual
punch - binder, it punches as many
as 25 pages at a time, then soft cover binds them into a beautiful
presentation document up to one
inch thickness in just 9 seconds!
Prepares pages for hardcover, too.
Inexpensively.

If you insist. Slip pages into
punch slot. Pull handle. Insert
colored plastic binding strips and
holed paper with or without soft
cover. Pull handle again. In 9
seconds, you have your prestige
package for client presentation.

No way. Anyone in your office can
use QB -700 instantly. No warm -up.
Just plug in anywhere. Importantly
portable at 28 pounds. Anyone may
master it in minutes. (Then try to
get them to stop!) Secretaries,
clerks. Maybe even your partner.

Does document "image" really count?
Do taxpayers cry? Of course it does!
Remember, the first statement that
your report makes is its outer cover.
It's the statement about you and your
firm that stays with clients after you
leave.
With QB -700, it's bound to be a quality
statement. Complete the coupon to see
for yourself. Absolutely no obligation.

Gestetner
Mail to Gestetner Corporation
Gestetner Park, Yonkers, NY 10703

Dept. MAO-10

El Please call me to arrange a convenient demonstration in my office
❑ Please❑send❑additional❑information❑about❑QB❑-700
Name

;

_Title
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" . . . any material estimated capital
expenditures for environmental control facilities for the remainder of the
current fiscal year, the succeeding fiscal year; and such further periods as
the registrant may deem material."
Continued on page 22

Justhow doyou work this magic?

Need an astronaut to handle it?

I read with interest the article, "Identifying and Recording Environmental
Plant Costs," by James L. Brandes, in
the April issue. While I do not wish to
detract from the fine guidance contained in the article, I do wish to point
out a technical error included in the article and highlighted in the sub - title.
The reference to an SEC proposed rule
is incorrect. A final rule was issued
quite some time ago —May 6, 1976, to
be exact.
In Release 33 -5704 the SEC adopted
a requirement for additional disclosure
of environmental matters in certain
SEC filings (Forms S -1, S -2, S -7, S -9,
10, and 10 -K). Effective for filings made
on or after July 1, 1976, registrants
must disclose in the "Business" portion
of the filing:

L. ,W .o %

Company
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Business Address
City ng
to

'
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Zip
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DISTRIBUTED
YOUR
COMPUTERPOWER
DATACORDER 11 + COMPUTER = WITHOUT THE COST
DATACORDER II goes at the SOURCE of
your�DATA�—in�branch�offices,�warehouses,
factory departments. Your employees who
"k n ow'' t h e d at a b es t k ey it in t o DATA CORDER II in the course of doing their
normal jobs.
DATACORDER II EDITS the data for mistakes, PRINTS a complete audit trail, FORMATS the data to go into your system, and
RECORDS it for later transmission via phone
or delivery.

DATACORDER II receives back reports prepared by your central computer and prints
them on the optional report printer. Documents can be printed on site as a by- product
of data entry.
DATACORDER II can also be used with the
BASIC programming language to perform day to -day technical jobs like preparing depreciation schedules and doing statistical analysis.

PRICEISTHEBESTPARTOFAll-$3,495
(Quantity Discounts Available)
CALL TODAY TO FIND OUT HOW DATACORDER II CAN WORK FOR YOUR COMPANY

&

I EST

INTERNATIONAL ENTRY SYSTEMS INCORPORATED
408 N.E. 72nd, SEATTLE, WA 98115, (206) 525 -6800

Replacement Cost — Another
Nightmare for Accountants
A tax deferral on that portion of historical cost income necessary to
maintain productive capacity seems to be a natural extension of the
going concern concept of income recognition for tax purposes.

By Robert L. DeWelt
The problems of inflation accounting and the need
for improved financial disclosure have been recognized by the accounting profession for many
years. However, we accountants have chosen to
ignore the problems by failing to agree on accounting concepts and techniques. We have continued to let the forest grow uncontrolled because
we could not agree on how to cut down the trees.
As stated by Richard F. Vancil, "... some decisions in war are too important to be left to the
generals, so this decision is too important to be
left to the accountants." ' The SEC, therefore,
mandated replacement cost as the required approach to meaningful financial statement disclosure by large corporations. On March 23, 1976, it
issued Accounting Series Release No. 190 which
makes supplementary disclosure of the current replacement cost of inventories and productive capacity mandatory for the annual financial statements issued by large non - financial companies on
or after December 25, 1976. This move ended the
debate on this topic. It redirected attention from
the controversy of whether or not to adopt this
proposal to how do we develop an effective technique to accomplish this objective?
To evaluate the significance of the SEC decision, we must first review the background and objectives of this reporting change. One of the chief
criticisms of historical cost accounting has been
that it fails to recognize the economic realities of
operating a business in an inflationary environMANAGEMENT ACCOUNTING/OCTOBER 1977

ment. Historical costs do not adequately segregate
true operating profits from the costs of sustaining
the business during periods of changing price levels. For example, historical cost financial statements tend to overstate profits during periods of
rising prices by understating expense. They match
current revenues with dated costs and fail to recognize the eroding purchasing power of the dollar.
Under a true going concern concept, provisions
must be made to maintain the existing productive
capacity of the business before measuring profits.
Price Level Adjusted Financial Statements
To deal with this deficiency, attention has focused on the use of price level adjusted financial
statements. Proposals for developing these statements have followed two distinct lines of thought.
The first deals with the specific prices or current
value of goods held and is commonly referred to
as current value accounting. In this area, concepts
dealing with present value of expected future cash
flow, with net realizable value, and with replacement cost have received much attention. The second line of thought deals with the controversy of
defining an appropriate unit of measure for expressing financial results. Is the relevant unit to be
the number of dollars, the command over goods,
or the unit of purchasing power? Discussion in
this area has covered the use of both general and
specific price levels and is commonly referred to
as purchasing power accounting. The first line of
thought is reflected in the SEC's replacement cost
disclosure requirement and the second by the

R.L. DEWELT
is Controller of the
Engine Division of Allis Chalmers Corp. He is a
CPA and holds a B.S.
degree, summa cum
laude, from De Paul
University. Mr. DeWelt
is a member of the
Milwaukee Chapter.

This article was
submitted through the
Milwaukee Chapter.
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"The FA58
proposal .. .
fails to
recognize the
impact of
inflation on the
individual firm. "

FASB's proposal on units of general purchasing
power. Although the two approaches deal with
the same problem of inflation, they are not mutually exclusive, The defined objective of each is substantially different and elements of each are relevant to the other.
It is important for potential users and preparers
of replacement cost data to recognize its implications and meaning. The amount by which gross
replacement cost exceeds historical cost does not
represent an increase in stockholders equity, it
represents a future requirement for equity or debt
capital. This amount is required over an undefined
time and must be raised through internally generated profits or additional debt or equity capital.
Capital requirements for future growth are in addition to these requirements for maintaining productive capacity.
The disclosure of cost of sales adjusted for replacement cost of inventory at the time of sale,
and depreciation based on replacement cost of
productive capacity, is intended to provide insight
to future operating profits. The development and
presentation of this type of data could have a significant impact on future dividend policies and approaches to debt and equity financing. For this
reason, the disclosure of this data should be approached with caution to insure clarity in its presentation, to identify limitations of the data, and
to avoid inadvertently disclosing business or pricing strategies prematurely.
THE FASB PROPOSAL

The FASB proposed "... that financial statements include certain information expressed in a
measuring unit —units of general purchasing power —that is quite different from the measuring unit
that has traditionally been used —units of money." z It is an attempt to recognize the gain or loss
in general purchasing power resulting from holding monetary and nonmonetary items during periods of inflation or deflation. The criteria proposed
for making this determination is a single generalized index known as the Gross National Product
Implicit Price Deflator. The use of this single index, however, fails to recognize the specific impact
of inflation on a firm through the use of an overall
index rather than an approach tailored to the individual company or industry.
Use of a general purchasing power index for
measuring the impact of inflation on the nonmonetary assets of a specific firm is a little like evaluating a specific portfolio of stocks using the Dow
Jones industrial or composite averages. The overall market can go up, while at the same time, the
specific stocks in the portfolio can go down. The
averages provide a basis for analysis but they give
no insight into the current value of stock holdings.
They only indicate what would have happened if
an investor had invested his money in securities
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that match the general market trend. Such an analytical activity has no financial impact on the individual or firm involved. And, unlike other adjustments, such as foreign currency conversion or the
determination of market value for marketable securities, (which may impact future financial statements at the adjusted value), general purchasing
power adjustments will never actually impact financial statements prepared using historical cost.
The FASB proposal, although it deals with the
erosion of the general purchasing power of the
dollar, fails to recognize the impact of inflation on
the individual firm.
THE SEC PROPOSAL

The SEC approach sidesteps the problem of
precise measurement. ASR 190 states: "In a business world characterized by uncertainty, it is necessary to recognize that many estimates based on
a subjective judgement must be included in financial statements and that appropriate means of describing the uncertainties and the lack of precision
in the data must be found." ' It addresses instead
the subject of appropriate and meaningful disclosure. In doing that, the SEC stated "... the commission is aware that it is requiring companies to
make disclosures of costs which cannot be calculated with precision. They must be estimated on
the basis of numerous assumptions which may
vary over time and from company to company
... "' Thus, the SEC action attempts to provide to
investors and management an insight into the impact that current economic conditions have on
each reporting business. The SEC feels that price
level adjusted statements should permit investors
to identify the costs of continuing operations.
Accounting Series Release No. 190 was intentionally limited to large non - financial firms with
inventories and gross plant and equipment which
aggregate more than $100 million and which comprise more than 10 percent of total assets. The
regulation requires these firms to restate cost of
goods sold for the two most recent years, on the
basis of the current replacement cost of goods and
services sold at the time when the sales were
made. It also requires restatement of depreciation,
depletion and amortization for the two most recent years on the basis of the current replacement
cost of equivalent productive capacity.
These disclosures are intended to provide the
investor with information on two different aspects
of the operation. First, they provide supplemental
balance sheet information identifying the replacement cost of inventory and up-to-date plant and
equipment as it would be approached on an asset by -asset replacement basis. This identifies the potential investment that may be required for continued future operation of the business at the existing level. Second, they provide supplemental
operating information about the cost impact of
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operating the business with new up -to -date facilities. This requires adjusting depreciation as calculated using replacement cost for the impact of
technological improvements and the disclosure of
supplementary data identifying the cost impact of
operating efficiencies. This provides insight into
the financial effect of replacing major assets to
permit pricing and measuring business operations
on a going concern basis.
In regulation 210.3 -17 the SEC states its objectives as follows: "The purpose of this rule is to
provide information to investors which will assist
them in obtaining an understanding of the current
costs of operating the business which cannot be
obtained from historical cost financial statements
taken alone." ... "A secondary purpose is to provide information which will enable investors to
determine the current cost of inventories and productive capacity as a measure of the current economic investment in these assets existing at the
balance sheet date." ' What this means is that the
SEC proposal attempts to identify the impact of
inflation on fixed assets and inventory rather than
on all monetary and nonmonetary assets.
Through disclosure of replacement costs for inventory and fixed assets, and current market value
for marketable securities, the financial statement
user is provided with information not previously
available.
The SEC proposal attempts to recognize the
impact of changes taking place in the economy
which will affect future operations of a business
enterprise. This would seem to be appropriate
since the impact of the changes, under the going
concern concept, must be accounted for. However, although replacement cost does have relevance
in theory, it has yet to be proven that it has relevance in practice. It represents an economic conclusion that probably will impact financial statements at a future point in time and it involves
disclosing future replacement uncertainties that
can be potentially misleading to users. At the time
of physical exhaustion of an asset, the replacement asset actually acquired may be substantially
different than the one previously anticipated. In
all probability, the actual replacement cost will
differ from the previously disclosed cost since it
will occur in a different time - frame. The possible
choice ofa different type ofasset or the fact that
the asset may not be replaced at all are also to be
considered. Another possibility is that the physical exhaustion of the asset may be followed by a
decision not to replace it because it represented
excess capacity. Also, it may be advantageous to
sub - contract rather than replace the asset; or the
particular product or part requiring that facility
may be discontinued because it is no longer economically feasible to manufacture that item. However, some recognition of current value in financial statements does seem appropriate. When an
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individual goes to a bank to apply for a loan, he
normally includes in his estimated net worth the
current value of his securities, cars, home and other property. Shouldn't a similar estimate of current net worth be provided by a corporation?
Determining Value
The difficulties encountered in determining value are numerous. When an individual attempts to
determine current value for purposes of establishing his net worth, he is dealing with a limited
number of assets. It is possible to undertake the
necessary analysis to establish a reasonable current value for a limited number of items. In an
individual's case, the replacement of assets is
highly subject to personal preferences. In the case
of a large business, however, the difficulties in determining current value for the many assets involved are substantial; and once the task is completed, we still cannot answer the question of how
much capital will be required by the business entity to maintain existing productive capacity. Most
firms could not afford the cost, nor is there
enough qualified manpower available, to do a
complete reassessment of the current value for all
productive facilities at the end of each year for
financial statement disclosure purposes.
To eliminate value judgements and personal
preferences and to recognize the capital needed to
maintain the productive capacity of the business,
replacement cost has been chosen by the SEC over
current value for reporting purposes. The objective is to determine the replacement cost of a new
asset with equivalent productive capacity to the
existing facility. This compromise gives an indication of value and furthers the going concern concept of financial disclosure. In ASR 190, the SEC
summarizes its position as follows: "It is recognized
that replacement cost does not always measure the
current economic value of such assets, but in most
cases it is a reasonable approximation."
The establishment of replacement cost involves
a determination of the cost to acquire an item
with utility equal to the original asset. This requires that the replacement cost be equated to the
physical capacity of the existing asset. For example, a basic asset currently owned by the company
must be revalued to adjust it for inflation factors
that will affect its replacement; and to recognize,
where appropriate, the changing capital investment that will be required at the time of replacement due to technological changes. To ignore the
productivity aspect of replacement cost would be
to look at asset values and depreciation (as reported in the financial statements) in a vacuum without recognizing the impact of these elements on
other operating costs. In order to make replacement cost adjusted assets and depreciation somewhat consistent with the other costs recorded in
the financial statements, it is necessary to adjust

"it has yet to be
proven that
[replacement
cost] has
relevance in
practice. "
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"Determining
the replacement
cost for new
facilities . . .
presents a real
challenge. "

for the cost impact of technological changes. This
task of segregating the monetary and technological impact of cost changes within replacement
cost is probably the most difficult task facing us in
the implementation process.
RESTATING INVENTORY

The task of computing year -end inventories and
restating cost of sales on a replacement cost basis
will probably prove to be simpler for most firms
than the task of determining the replacement cost
of productive capacity. Inventory transactions
take place on a regular enough basis for most
firms so that they will be able to establish replacement cost with little trouble at year -end. Many
companies that already employ standard cost systems regularly revalue their inventories at prevailing cost levels. Timing this revaluation to occur at
year -end, or doing a supplementary revaluation to
determine replacement cost at year -end, would
appear to require little additional effort for those
firms that have perpetual inventory records.
Firms using standard costs but without accurate or complete perpetual inventory records
could develop an index from a representative sample of inventory (similar to the direct index dollar
value LIFO method) and apply that to the yearend book value to establish a reasonable approximation of replacement cost. Since the gross inventory is stated at a fixed or base standard cost level,
no consideration of the multi- tiered cost structure
(different cost in effect for each purchase or each
month) of a FIFO or actual cost system is required. Determining the replacement cost of inventory at year -end is really not much different
than the exercise required to restate marketable
securities to market value at year -end or to make
foreign currency conversions. The concept is the
same, although the amount of work involved is
obviously greater for most firms.
Where obsolete inventory is involved, determination of replacement cost is not required. Firms
using actual costs under a LIFO or FIFO approach, rather than standard costs, will encounter
more problems in making the conversion to replacement cost. In most cases, these firms cannot
readily identify the detailed components making
up their ending inventory for purposes of determining replacement cost. This will require a more
generalized approach to the development of replacement costs and force the use of a price
change index tied to a normal mix of inventory
(material by major commodity, labor and burden)
rather than specific item costing. In all probability, the move to replacement cost by the SEC will
further the use of perpetual inventory records and
standard costs in many industrial environments.
RESTATING COST OF GOODS SOLD

The use of LIFO accounting to calculate cost of
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goods sold should closely approximate replacement cost. A similar result can be achieved
through the use of standard costs. With standard
costs, cost of sales would be charged with the
standard value for the item and variance would be
charged with the difference between the latest purchase price and the standard value. In this way,
replacement cost is recognized in the financial
statements. This approach assumes that sales and
purchases are always equal. In a normal environment, this is seldom the case. Inventory is made
up of many different parts that are purchased and
sold at different times and in different forms. In
these instances, reported cost of sales plus variances are representative of replacement cost levels
but are not precise.
Where actual costs are used, cost of sales is understated by the cost increase occurring during
one turnover of inventory. To determine replacement cost, the annual percent change in cost can
be divided by inventory turnover to establish an
average replacement cost factor. This factor can
then be applied to year -end inventory values to
develop an estimated replacement cost.
REPLACEMENT COST FOR PRODUCTIVE
CAPACITY

Determining the replacement cost for new facilities and equipment with equivalent productive
capacity presents a real challenge. To accomplish
this, it is necessary to determine what replacement
facilities and equipment are available and to
equate the productivity and cost of operation of
the replacement item to the original asset. This
poses some difficult problems. The replacement
cost of equivalent "used" equipment does not satisfy the requirement. In most cases, used equipment would present a temporary rather than a
long -range solution to the capacity replacement
problem. Where machinery and equipment is involved, a technologically equivalent unit is often
not available for all assets. The cost of reconstructing an identical piece of equipment from
service parts, to replace a 10 -year old machine no
longer available commercially, could be substantially above the cost of purchasing a new and
more advanced unit. In evaluating the substantial
number of replacement models available, each will
have different productivity features and different
price tags. Even if each individual capital asset is
evaluated on an asset -by -asset replacement basis,
substantial latitude is left with the user in selecting the replacement unit to be included.
Equating the productivity and cost effect of replacing a capital asset is no small task. For example, the replacement cost for a new building today
might be $30 per square foot. But is that $30 per
square foot building equivalent to the one a company now has on its books for $15 per square
foot? The new building might be better insulated,
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have improved lighting, a more efficient layout
etc. These factors could result in lower heating
cost, lower utility cost, lower maintenance cost,
and reduced indirect labor cost. Even where re -engineering is not the objective, advanced construction techniques, new building codes, and environmental requirements may have a substantial impact on the replacement and operating cost of the
structure. Using a replacement cost approach,
without adjusting for equivalent productivity and
cost impact, would recognize the higher cost of
depreciation on an improved facility without recognizing the efficiencies of operation that it would
provide. Therefore, regulation 210.3 -17 provides
for the following additional supplementary disclosure. "Describe what consideration, if any, was
given . . . to the related effects on direct labor
costs, repair and maintenance, utility and other
indirect costs as a result of the assumed replacement of productive capacity. "' In some cases, it
may be necessary to develop a productivity or relative cost index which gives due consideration to
the operating cost, labor productivity, maintenance, and support costs.
In order to adequately develop a replacement
cost for an asset, it appears that several different
approaches would be needed. One approach
would be to use an index applied to historical cost.
This index could be tied to an asset classification
system that would permit tailoring the index to
the specific asset composition of each individual
firm. One must question however, the reliability of
a replacement cost estimate for a 1935 machine or
building that is updated solely on the basis of an
index. Another consideration is the elements making up the capitalized cost which is used in conjunction with the index. The installation cost for
the original asset might have included moving an
existing machine, tearing down three walls, and
digging a pit. Acquisition of a replacement unit
would normally not require that additional cost.
Accurate use of an index would then seem to require some breakdown of the specific elements
making up the capitalized cost. Use of an index
would seem to be the simplest approach since it
requires only the selection of an appropriate index
and the identification of historical asset costs by
year of acquisition. It is however, an aggregate
approach which provides no reliable data relative
to specific assets.
A second approach would be to develop specific
unit replacement costs. This could be accomplished by segregating all assets into pools or
groups of similar units identified by year of acquisition. Representative units could then be developed for each pool or group of similar assets to
permit determining replacement cost without a
complete analysis ofevery individual asset owned
by the company. This would require identifying
the separate components normally capitalized as
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part ofthe asset and determining the replacement
cost of each. It would include factors such as purchase price, normal attachments, freight in, installation cost, and taxes. Some of the problems that
will be encountered in setting up this type of program include:
1. A lack of current transactions for all types of
capital equipment to provide a ready source of
information on replacement cost
2. Difficulty in developing adequate pools or classification techniques to permit segregating assets into meaningful categories ofsimilar units
and the development of representative replacement units
3. Establishment of appropriate methods to determine the equivalent productive capacity for
each type of asset
4. Development ofa system for the calculation of
replacement cost depreciation under the
straight line and alternate depreciation methods which may currently be used for book purposes

"In some cases,
it may be
necessary to
develop a
productivity or
relative cost
index ... "

Implementing this program will involve a heavy
first year investment to improve fixed asset records, properly classify assets, identify representative replacement units, and to develop appropriate
productivity and cost measures. Then in future
years, specific replacement costs would have to be
updated on an annual basis.
A third approach would be to develop representative replacement costs on an asset -by -asset
basis initially, and to update those replacement
costs on an annual basis using an appropriate index. Periodically then, individual replacement
costs for specific groups of assets could be updated
to assure maintaining the reliability of the basic
data. This approach would greatly reduce the continuing maintenance cost of this type of a program.
Implementation of a program in this area will
require heavy involvement of the manufacturing
engineering function. It will require action by
trade and professional associations to develop
techniques for measuring the relative productivity
of alternate types of equipment. It is obvious that
the first year or two under this proposal will be a
learning curve, and after that, reliability and consistency will improve. Hopefully, the techniques
to be employed will become consistent within specific industry groups even though the results will
be unique to each individual firm involved.
DISCLOSING COST DEPRECIATION AND COST
IMPACT
Depreciation, depletion, and amortization
based on replacement cost should normally be developed on a comparable basis with historical cost
depreciation, depletion, and amortization. In most
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"Current
replacement
a real nightmare

cases, this means using a straight -line basis.
Where accelerated depreciation is used for historical purposes both the accelerated and straight -line
depreciation may be disclosed. It may also be appropriate, in many instances, to disclose the offset ting cost impact of technological improvements so
that investors can determine the probable impact
of these factors on future period earnings.
Conclusion
Current replacement cost reporting is a real
nightmare for the accountants who will be responsible for implementing it. The publication of current value information will ultimately result in a
more informed investor. But, it is not apparent at
this time that most investors desire or will even
use this information. Although there may be some
theoretical value to the data provided, information is only valuable if actually used. One must
question whether investors and analysts are sophisticated enough to use or even understand this
highly technical and possibly misleading information, or whether we are just going through a very
expensive exercise.
Although the FASB proposal on units of purchasing power does not appear appropriate for
nonmonetary assets, it compliments the SEC replacement cost proposal by analyzing the impact
of inflation on monetary assets which are ignored
by the SEC proposal. Unlike replacement cost
which attempts to identify the potential effect of
certain replacement assumptions on future periods, purchasing power accounting is an analytical
tool which attempts to restate prior period information for the impact of inflation, When viewed
in proper perspective, each proposal complements
the other by addressing a different portion of the
problem of current value accounting.
In the long run, the disclosure of replacement
cost data should have several important side -ef-

LETTERS
Con tin ued from page 15
The Commission pointed out that existing rules already required disclosure
of. (1) material effects of compliance
with environmental protection laws on
capital expenditures, earnings, and competitive position-, (2) litigation against
the company by a governmental authority pursuant to environmental regulations; and (3) all other environmental
information of which the average, prudent investor ought reasonably to be informed.
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fects. First, replacement cost will require LIFO
cost of sales disclosure by companies employing
FIFO. This eliminates one of the major benefits of
using FIFO accounting and should motivate
many firms to switch to LIFO for the tax and cash
flow advantages. Replacement cost will give a
form of LIFO disclosure for cost of sales data and
a form of FIFO disclosure for inventory values
providing the best of both worlds from the investors point of view. Second, once replacement cost
type information has been developed for financial
statement purposes, this information will inevitably be requested and used by insurance companies
and taxing authorities. In addition to providing
improved investor information, we may well be
developing a new framework for insurance valuation, income tax, and possibly property tax assessment purposes. Replacement cost may eventually
become the basis of a tax deferral on fixed assets
similar to the LIFO accounting deferral for inventory. Ifindustry is to be forced to incur the substantial cost of developing and disclosing this type
of information, it should lobby in favor of some
practical use for this data. A tax deferral on that
portion of historical cost income necessary to
maintain productive capacity seems to be a natural extention of the going concern concept of income recognition for tax purposes, Third, it
should result in increased industry knowledge of
productive capacity, and improve overall capacity
planning.
❑
, Richard F. Vancil, "Inflation Accounting —The Great Controversy" Harvard
Business Review, March -April 1976, p. 58.
' Financial Reporting in Units of General Purchasing Power. FASB Exposure
Draft, 1974. The FASB has since decided to postpone action on this proposal
until completing its project of developing a conceptual framework for accounting
and reporting.
' Accounting Series Release No. 190, Notice of Adoption of Amendments to
Regulation S -X requiring disclosure of certain replacement cost data, 1976.
Ibid.
' SEC Regulation 210.3.17, Current Replacement Cost Information. Statement
of Objectives.
Op. Cit., ASR 190.
Op. Cit., SEC Regulation 210.3.17

This release finalized rules which
were proposed in October 1975 pursuant to a legal action by the National Resources Defense Council seeking to
compel the SEC to consider disclosure
requirements for environmental and social matters. The Commission decided
not to adopt a part of that proposal
which would have required a listing in
registration and reporting forms of any
reports which indicate a failure to comply with environmental regulations, and
to provide copies of such reports upon
request. The primary reasons cited for
abandoning this part of the proposal
were that the disclosures elicited would

be inherently misleading, the cost would
exceed the benefit to investors, and that
the principal responsibility for regulation ofenvironmental practices does not
rest with the SEC.
However, Release 33 -5704 may prove
not to be the SEC's final environmental
disclosure requirement. In a May 19,
1977, court decision, the SEC was again
ordered to consider requiring that registrants disclose additional environmental
and equal employment information.
Dennis R. Beresford, Partner
Ernst & Ernst
Cleveland, Ohio
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ASR 190 —The Grand
Experiment
ASR 190 is a grand experiment in a major sense because it places
the burden squarely on American business and industry to try to
develop new procedures for the determination of replacement costs
of inventories and long -lived assets.

By Arthur E. Carlson
The Securities and Exchange Commission,
through the issuance of Accounting Series Release
190, established Rule 3 -17 as an amendment to
Regulation S -X on March 23, 1976. Effective for
years ending on or after December 25, 1976, SEC
registrants whose inventories and gross property,
plant and equipment exceed $ 100 million and 10
percent of total assets at the beginning of the most
recent fiscal year must disclose certain supplementary replacement cost data. This data is to be part
of the Form 10 -K submission, either as footnotes
to the financial statements, or in a separate referenced section. Such data is required with respect
to:
1. Current replacement cost of inventories, including (a) raw materials, (b) work in process,
(c) finished goods, (d) supplies, and (e) costs
relating to long -term contracts less progress
payments;
2. Cost of sales, computed on the basis of the replacement cost of the goods or services at the
time of sale;
3. Gross (new) and depreciated replacement cost
of productive capacity; and
4. Depreciation, depletion, and amortization expense on a replacement cost basis.
ASR 190 recognizes that such costs cannot be
determined in a precise manner. It also recognizes
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that numerous assumptions are required, which
will vary from one company to another and will
vary with the passage of time. Available techniques also are acknowledged in ASR 190 to be
far from standardized, and it further acknowledges that difficult conceptual and empirical judgements must be made in the light of varying specific factual circumstances. ASR 190 goes on to say
that "... various approaches taken in implementing the rule should be viewed as experimental, and
that alternative approaches will be acceptable as
long as the methods used are fully described and
are applied in good faith and with reasonable
care."
Experimentation is recognized as a necessary
and important part of any new accounting and
reporting development; for without it, confidence
in the soundness of the resultant accounting procedure (s) is clearly lacking. Yet, open experimentation without a set of guidelines can lead to a
serious proliferation of procedural recommendations for the implementation of the ASR 190 requirements.
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Price -Level Adjusted Financial Statements
For more than three decades, accounting literature has expressed its concern over the shortcomings ofhistorical cost reporting in periods of continuing inflation. During much of this time, the
primary thrust of the research on current -cost reporting has dealt with the application of various
price indices to historical -cost data, for specific
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"No one
accounting
technique is
eminently
superior... "

types of assets. Admittedly, there has also been
research on current -cost reporting, which dealt
with present values of future net receipts (or payments), "entry" and "exit" values of specific assets, and replacement (or reproduction) costs of
specific assets. But, in both the work ofthe American Accounting Association's Statement of Basic
Accounting Theory and APB Statement No. 4, it
was fairly clear that if a current -cost approach
were to be developed, it should be anchored to
historical -cost information which was both objective and verifiable.' Some form of price -level adjusted financial statements has seemed for quite
some time to be a way to accomplish this objective. A fair amount of conviction as to the efficacy
of price -level adjusted financial statements continued on into the work of the Trueblood Commission of the AICPA, but apparently the price -level
approach has lost some of its professional followers since the completion of that commission's
study and the issuance of its report.
The major concern ofthe accounting profession
has been and continues to be the development of
and adherence to an acceptable set ofstandards or
principles. No one accounting technique is eminently superior with respect to the degree to
which it can satisfy any set of accounting standards that might be developed by the profession.
The continued extensive use of historical cost accounting techniques admittedly raises a number of
serious reporting problems. There are also reporting problems, although perhaps not as serious,
with the implementation of the various current cost reporting techniques now available to practicing accountants.
A Need for Prescriptive Guidelines
ASR 190 is a grand experiment in a major sense
because it places the burden squarely on American business and industry to try to develop new
procedures for the determination of replacement
costs of inventories and long -lived assets. In most
cases, such items constitute two - thirds to three quarters of the reported assets of any registrant
business. However, as mentioned earlier, there is
cause for concern in that, without any prescriptive
guidelines for the required experimentation, there
can be almost as many approaches as there are
registrants attempting to comply with the requirements.
Several of the major CPA firms in the United
States have made pronouncements with respect to
the issues raised by ASR 190. For example, Touche Ross & Co., in a recent publication, is on record as advocating the "present value of future
cash flows" approach for measuring monetary resources and obligations, the current cost approach
for valuing inventories and depreciable resources
(the main thrust of ASR 190), and "net realizable
value" for valuing all other nonmonetary re-
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sources and obligations.' Touches Ross defines
"current cost" either as the cost of exact physical
reproduction of facilities or the cost of replacement of equivalent capacity in current technology,
but favors the latter.
The concepts of "present value of future cash
flows" and "net realizable value" are fairly explicit. Monetary obligations probably are easier to
measure with the aid of present -value techniques
than monetary resources, because the necessary
constraints are more manageable (amount of the
annuity, time period, and interest rate). Nonetheless, the measurement procedures are fairly objective, given the constraints.
However, either "exact physical reproduction
offacilities" or "replacement ofequivalent capacity in current technology" is a concept that is very
difficult to implement in the real world. Replacement in kind often is not possible (as the Touche
Ross publication apparently realizes), and equivalent capacity in current technology may also be
difficult to measure. Capacity units (or blocks of
units) frequently are not sufficiently discrete to facilitate the comparative process.
Ernst & Ernst has a different approach to dealing with the problems of accounting under inflationary conditions.' They view LIFO accounting
as a partial solution to the inflation problem in
connection with inventories, and recommend the
use of LIFO because ofits contribution in matching current cost with current revenue; and also
because of its cash flow advantages through the
reduction of income taxes where it is used as required both for book and tax purposes.
Ernst & Ernst further recommends current cost
depreciation as a partial solution to the inflation
problem in connection with long -lived depreciable
assets. Under their recommended method, long lived assets and related accumulated depreciation
accounts would be maintained at historical cost,
but depreciation expense computed at historical
cost would be restated in current dollars, using a
price -level adjustment approach that they would
hope to see approved by the Treasury Department. To the extent that accrued depreciation
were to exceed historical cost depreciation, it
would be credited to a special account in the
stockholders' equity section of the balance sheet,
which would increase under inflationary conditions and decrease under deflationary conditions.
A necessary prerequisite for the success of this
proposal would be the absence of any IRS attempt
to recapture the resulting restated depreciation for
tax purposes as long as reinvestment occurred
within a reasonable interval of time.
Side effects of this prescription should be: (1) A
reduction of net income by the amount of increased depreciation less the accompanying tax
saving; (2) an enlargement of equity through the
proposed special equity account; and (3) an inMANAGEMENT ACCOUNTING /OCTOBER 1977

crease in cash flow through the amount of tax sav- within the acceptable role of the SEC, even
ing resulting from the acceptance of current -cost though to some extent it represents an enlargement of its traditional "watchdog" role.
depreciation, for tax purposes.
Price Waterhouse has still another approach for
Thus, while the primary burden of the "replacecompliance with ASR 190.' Like Ernst & Ernst, ment -cost experiment" falls squarely on the shoulPrice Waterhouse recognizes LIFO inventory val- ders of the management of affected companies,
uation as a partial solution, but it also suggests such management will rely very heavily on the
that realistically set standard costs (if reasonably advice and counsel of their auditors. Without
updated to reflect current conditions) or year -end doubt, these auditors in turn will do their utmost
FIFO costs (adjusted with the use of price indexes to promulgate reasonable, as well as feasible, sugif necessary) may approximate current replace- gestions to their clients for the implementation of
ment cost.
ASR 190.
In the cost of property, plant and equipment
But where does the FASB fit into all of this?
items, Price Waterhouse recognizes far more po- What is its role in the implementation of ASR
tential difficulty in valuation, but suggests as pos- 190? If the FASB assumes its traditional role, and
sible choices the unit replacement cost of capacity that of its predecessor groups —the Committee on
(input, output, thruput, or square footage--simi- Accounting Procedure and the Accounting Prinlar to the Touche Ross proposal); price -level in- ciples Board, the FASB probably will wait until a
dexing; an asset -by -asset approach to replacement great variety of practice develops, and then atcost; or ifall else fails, the use ofinsurable values, tempt to chart a course through uncertain waters.
with the cautions that they may either understate
replacement costs or really represent the costs of Conclusion
reproduction.
The FASB would be assuming its intended role,
These are merely synopses of three representa- and at the same time performing more valuable
tive proposals for experimentation now emanating service to the accounting profession, if it would
from the public accounting profession. Many oth- begin to develop some prescriptive guidelines for
er proposals have been developed, and more will the implementation of ASR 190 in the very near
be forthcoming. In addition, because financial re- future. Clearly, a Financial Accounting Standard
ports are primarily the representations of manage- would be premature, but a prescriptive proment, suggestions and recommendations can be nouncement of reasonable alternative procedures
expected from the private accountants who will for implementation would be highly desirable.'
bear the primary responsibility for the implemen- Short of this, not too many years may pass before
tation of various current -value (or current -cost) the SEC will begin to issue regulations for complitechniques.
ance in financial reporting (as opposed to experimentation) and the independence of the accountSEC Has Thrown Out the Gauntlet
ing profession will have been severely comproTo determine where all of this leaves the devel- mised.
❑
opment of accounting principles in general, and
See A Statement of Basic Accounting Theory, American Accounting Associa.
financial reporting in particular, we must focus 'tion,
Sarasota. Fla., 1966; andBasic Concepts and Accounting Principles Underclearly on the roles of client management, the lying Financial Statements of Business Enterprises, APB Statement No. 4, AIC.
PA, New York, 1970.
public accounting profession, and the SEC. In isCurrent -Value Accounting -- Economic Reality in Financial Reporting —A Prograin for Experimentation, Touche Rosa & Co., New York, 1976.
Accounting Under /nRuionuy Conditions, Ernst & Ernst, Cleveland, 1976.
suing ASR 190, the SEC has "thrown out the
' Complying with the SEC Regulations on Replacement Cost Disclosure, Price
gauntlet" both to registrant firms and to the ac- Waterhouse & Co., New York, 1976.
' The "Conceptual Framework Project" of the FASB, now in progress, could
counting profession. This seems to be entirely serve at least in part in this capacity.
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" , , auditors in
turn will do their
utmost to
promulgate
reasonable .. .
suggestions. "
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Replacement Cost Accounting:
How We Did It
It led our president to ask: "Now that we have this data, what does
it tell us, and what can we do with it to make us a stronger
company ?"

By W. Howard Wells, Jr.
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ysis on an operation by operation basis. We decided that we would write a complete program which
In the early part of September 1976, The Ameri- would include all of our detailed procedures, ascan Textile Manufacturer's Institute (ATMI), of sumptions and subsequent revisions.
which the Bibb Company is a member, issued its
Voluntary ASR 190 Implementation Guidelines. Planning
The most important factor was that our top
Those Guidelines were our starting point for dealing with replacement cost accounting. Fortunate- management people decided that they would be
ly, we already had a reasonably accurate itemized directly involved with the shaping ofour policies.
listing ofour productive facilities and it was com- They organized a group to act as a Replacement
puterized. Our data base included historical costs Cost Accounting Committee, to which they apand related reserves, methods ofdepreciation, ac- pointed the following individuals:
quisition dates, original estimated lives, and a reasonably descriptive identification of each produc- The president
tive asset, by location. Without this information A manufacturing area executive from Division A
we would have found it almost impossible to com- A manufacturing area executive from Division B
ply with the regulation. Additionally, several of The controller
our key personnel, who would be directly involved The director of industrial engineering
with compliance of this regulation, attended sev- The director of purchasing
eral seminars which added to the general guide- An assistant controller from operational accountlines and suggested methods for computing the ing
required data. As a result, we met the challenge, An assistant controller from financial accounting
complied with the regulation, and we are better off The tax manager (author)
for our time and trouble.
Our initial goal was to include only such infor- Our Committee held its first meeting in late Octomation as relates to calculating the replacement ber, 1976, to discuss the requirements of ASR 190
costs and related reserves of our fixed assets, the and the voluntary guidelines which had been isresultant cost savings and /or increases resulting sued by the ATMI. At that meeting, the following
from technological improvements, and the meth- disclosure requirements were discussed: (1) the
current cost of replacing our productive capacity
ods utilized in the formation of this data.
We began by meeting with our independent au- and its current depreciated replacement cost, (2)
ditors to discuss the overall problem. During this the amount of depreciation that would have been
meeting they suggested that we consider the anal- recorded for the year, (3) a complete description
MANAGEMENTACCOUNTING/OCTOBER
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of the methods utilized in determining the above determining replacement cost. We used all four:
information, and (4) any additional information
which would be necessary to prevent the above 1. Indexing
information from being misleading. Our major 2. Direct pricing
problems were: (1) developing replacement cost 3. Unit pricing
data based upon our fixed asset historical records, 4. Functional pricing
(2) determining our out -of- pocket savings based
on replacement cost assumptions, and (3) related It was determined that each of these methods had
accounting problems. We also agreed at that certain advantages and disadvantages and that
meeting that our manufacturing area executives each was more suited to a particular type of fixed
and our director of industrial engineering would asset. Accordingly we used each of these methods
decide, on an operation by operation basis, which where best suited.
machines would be replaced and with what types.
In addition, we agreed that certain operations INDEXING
should be combined (if they were compatible),
If we had purchased a modern and technologithat all multi -story buildings should be replaced cally efficient asset, within the past two to three
with single -story structures, and that underlying years, and the "state of the art" had not changed,
financial leases should be revalued, based upon the we felt that an indexing method would be approunderlying asset. Finally, we agreed to hold a priate. We also used this method for classes of
weekly meeting of the full committee to discuss assets which when compared to the total assets of
the progress of the overall project, to change as- the company were not of significant value. These
sumptions, and to make recommendations with classes of assets would include furniture and fixregard to specific operations which would better tures, material handling equipment, and miscellareflect the best judgment of management.
neous machinery and equipment. The indexes
A working committee was then formed to pre- used were the "Wholesale Prices and Price Indexpare and summarize the various inputs, and as es Data for May 1976" from the U.S. Department
each operation was completed, it was to report to of Labor, Bureau of Labor Statistics. An illustrathe full committee. The members of this commit- tion of how these indexes were used for furniture
tee included the tax manager, a senior staff indus- and fixtures follows:
trial engineer, and a mechanical engineer.
Cost
$100,000
Before any work was begun by the subcommitAnnual depreciation
$ 5,000
tee, the following questions were asked about each
Accumulated depreciation
$ 70,000
operation.
Net book value
$ 30,000
1. Should this operation be combined with any of
our other operations? If so, which one(s)?
Step 1
2. How many separate and distinct operations are $70,000 _ $100,000 = .70
conducted at this location?
Step 2
3. Based upon new technology, can any of these .70 X 15 years (average life of assets) = 10'/ Z
operations be combined or eliminated?
years
4. What specific assets are we presently employ- Step 3
ing in each operation and what types of assets The Wholesale Price Index for 101/ = years ago was
93.7 and the current factor is 169.8 —a difference
should we replace them with?
5. Based upon the replacement machine size, how of 76.1
many square feet of manufacturing floor space Step 4
would be required? and
$100,000 X 1.761 = $176,100
6. Based upon these new square footage requirements, governmental regulations (including The $176,100 was then considered to be the reOSHA and EPA requirements) and transporta- placement cost for $100,000 of furniture and fixtion efficiencies, how much would it cost us to tures purchased (on an average) 10' /, years ago.
replace each building, on a usage basis?
DIRECT PRICING
After each of these questions was satisfactorily
The direct pricing method was used in all cases
answered, detailed machinery lists were prepared where major units of machinery or readily identifor each operation. These lists analyzed precisely fiable machines were to be replaced. In this case,
how many, and, what type of machines should be the area executive and the director of industrial
utilized to replicate present productive capacity.
engineering decided: (1) what type of replacement
machinery would be purchased, (2) whether new
Replacement Cost Basis
or used machinery should be considered, and (3)
There are four generally accepted methods of whether the president's approval for their selecMANAGEMENT ACCOUNTING /OCTOBER 1977

"The direct
pricing method
was used in all
cases where
major units of
machinery...
were to be
replaced. "
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tions would be required. They then requested that
the director of purchasing provide them with the
costs of the replacement machines. Used machines
would be used to replace current machines only if
they were currently available and would continue
to be available in the used equipment market, and
if in management's judgment they provided a viable alternative to new machinery.
UNIT PRICING
The only assets which were costed using the
unit pricing method were our buildings, all of
which would be replaced with single -story structures. As with any specialized industry, certain
types of structures could be replaced at different
unit costs based upon the functional application of
the building. Therefore, a number of square -foot
prices were obtained for application to each function, such as manufacturing areas, warehouses, or
office buildings.
FUNCTIONAL PRICING
There are certain specialized operations for
which there are no "direct prices" and indexing
would be inappropriate. Therefore, engineering
and purchasing applied functional pricing based
upon their best estimates of how much it would
cost us to replicate certain operations.
Cost Savings or Increases
Since we did not replace each asset with an
identical asset and since there had been many
technological improvements, resulting in increased efficiencies, there were many direct and
indirect savings.
1. Labor savings —These savings were analyzed,
in detail, by department and summarized by
operation.
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2. Fringe benefits—�Whenever�we�incurred�direct
or indirect labor savings we also computed a
fringe benefit savings based on a pre- determined percentage of these labor dollars.
3. Other labor savings— Whenever the actual
number of direct and /or indirect labor employees would be reduced we calculated an additional savings to include such items as training
and overtime.
4. Utilities —Our mechanical engineer calculated
the actual power consumption for the new
equipment, and compared these new costs with
our historical power consumptions. Any resulting increases or savings were incorporated into
our data.
5. Property taxes & insurance —Based upon the
percentage increase in the net book value of the
replacement assets over the net book value of
our actual fixed assets, the historical data for
these costs were increased with the resultant
increases being incorporated into our data.
6. Depreciation —Based upon our historical data,
we compared the actual depreciation with the
depreciation that we would have incurred had
we used replacement cost accounting. The replacement cost depreciation was calculated by
using the same percentage relationship that historical depreciation bore to historical cost. All
depreciation was calculated using the straight
line method.
Other Considerations
Environmental protection devices which are
not currently embodied in our existing assets were
included in our replacement assets, if these devices were available. In some cases there aren't any
machines currently available which will meet certain governmental standards. In those cases we
used our best judgment as to which machine
would be best of those that are currently available.
However, asset lives were not adjusted for any
technological improvements, and the many small
subsidiary assets which were not capitalized on
the financial records were ignored. Also, interest
carrying costs were not considered due to the fact
that there is no way to determine how much of
this additional capital would be financed through
equity fundings versus additional borrowings.
And, the tax effects of the net savings (increases)
including substantial investment tax credits were
not taken into account.
Cost of Compliance
The total costs which have been incurred to
date, include 1,500 manhours, and miscellaneous
expenses, representing many thousands of dollars.
Additional costs have also been incurred for the
inventory and cost of sales calculations and the
audit fee applicable to this review.
Continued on page 42
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GPL Adjusted Income
Statements: A Research Study
Most of the literature on the subject of adjusted statements, and
general price level adjustments, in particular, has been of a
prescriptive rather than descriptive nature. The general tenor has
been pragmatic: use what works best.

By David L. Gittes
Methods of ad justin g financial statem en ts to com -

pensate for the effects of inflation have been discussed extensively for the past four decades and
controversy still rages over what kind of adjustments should be made. In fact, there is not even
agreement over the question of whether any adjustment should be made. The need for adjustment is premised on the fact that the use of conventionally accepted historical costs during periods of inflation can lead to distorted and misleading financial statements.
Two approaches for dealing with the problem
have been discussed: (1) a general price -level approach and ( 2) a current or replacement cost approach dealing with specific prices.' The general
price level approach is found to have greater objectivity and auditability whereas the current cost
approach is "conceptually superior." The current
cost approach involves computations for specific
goods and services; by contrast, the general price
level approach uses an index of some scope and
generality to rep resent a gen eral level o f p r ices
within the eco no m y .' In this article, we attem p t to
evaluate o n e kin d o f ad justm en t strategy —that o f
price level ad ju stm ents —for a d elimited secto r o f
the econom y : the steel in d ustry .
Use What Wo rks Best

Most of the literature on the subject of adjusted
statements, and of general price level adjustments
in particular, has been of a prescriptive rather
than descriptive nature. The general tenor has
been pragmatic: use what works best. Thus, speMANAGEMENT ACCOUNTING /OCTOBER 1977

cific applications have been developed, such as
how to adjust tax items.` However, acceptability is
not a clear -cut, black- and -white issue: it depends
on both technical and behavioral considerations.
On the technical side, a number of objections
could be raised to a GPL method of adjustment.
One objection is that the pragmatic logic of the
method lies in the desirability of using dollars of
the same size for items having their origins in different years. However, there are already some accepted methods of adjustment, such as the FIFO
and LIFO mthods for dealing with inventory values which seems to refute that argument. A
change of measurement scale conveys no new information, but it does minimize the self - deception
involved where one is considering one scale when
in fact one is discussing another.
Another kind of measurement problem lies in
the price indexes used. Three indexes have been
considered: (1) the Consumer Price Index; (2) the
Wholesale Price Index, and (3) the Gross National Product Implicit Price Deflator. If the purchasing power of the dollar in the economy as a whole
is the measurement objective, the deflator may be
the best one to use.
On the behavioral side, little research has been
conducted to assess the actual acceptance of any
kind of adjustment procedures. T.R. Dyckman, in
a ground- breaking effort, found that financial analysts overwhelmingly preferred firms with older
asset structures when they reviewed conventional
statements. This preference decreased when price level adjustments were included in supplemental
statements, and practically disappeared when the
adjustments were part of the main statements.'
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'Behavioral
studies point to
the need to sift
the relative
inputs of
rational and
non- rational
factors. "

Obviously, the age of the asset structure must interact with changes in price levels (even though
price level is not a measured variable in the behavioral comparisons) to produce the preponderant
preference for generally accepted accounting
(GAA) methods alone. Behavioral studies point
to the need to sift the relative inputs of rational
and non- rational factors.

Research Design
To implement our study, a sample of four steel
companies was used: United States Steel, Bethlehem Steel, Republic Steel, and Jones and Laughlin. The first two companies listed are the giants of
the industry while the latter two are significant
leaders among the Little Steel companies. Thus a

Exhibit 1
GNP IMPLICIT PRICE DEFLATOR READINGS USED
Year
1958
1959
1973
1974

Yearly
average
110.7
112.6
15 4.31
170.18

I
110.2
111.8
149 .95
163 .61

Quarters
II
III
110.5
110.7
112.2
112.8
15 2.61
155.67
167 .31
172 .07

Halves,
1 -II
III -IV
110 .35
11 1
112
113.05
151 .28
157.3
165 .46
175.02

IV
111.3
113.3
158 .93
177 .97

Source: U. S. Dep artm ent o f Com me rc e, Bureau of Economic Analys is, Survey o f Current Business, Vols. 40, 54,
55 G ove rnm ent Printing Of fice, W ashington, D. C., 1960, 1974, 1975.
° Computed by taking the arithm e tic mean of the two quarte rs in each half. This ass ume s a line ar rate o f incre as e
-a d ub io us as s um p tio n o ve r the lo ng run, but m ore allowab le f or a sing le year.

Exhibit 2
U.S. STEEL INCOME, 1974
(Thousands of dollars)

$7,27 3,9 65 .6
619 ,2 02 .8
1,38 3,12 3.4
$9,276 ,29 1.7

3.77
+6 0. 54
5.8
6.59

634 ,9 00

602 ,8 89 .1
140 ,15 9.8
743 ,04 8.9

5.04

$

634 .9 00

-

+

+

+

Percent
change
5.8

-

-

$

$7,0 09,700
38 5,70 0
1,307 ,300
$8,7 02,700
$

Net inc ome be fore g ain on mo netary items
Gain on mo netary items=
Net inco me

Cons tant
dollars
dated 1 2 / 3 1 / 7 4
as estim ated
$9,87 9,1 80 .8

$

Revenue and other income
Expenses and ded uctions
Cost of goods sold ,
Depreciation (s traig ht line )'
Other
Total

Historical
dollars (in
annual re po rt)
$9,33 7,6 00

+ 1 7 .0 5

,LIFO
Average life of depreciable assets: 16.11 years. Price ind e x f o r that am o unt o f tim e b e f o re balance sheet date:
110.86.
'Net monetary liab ilitie s, 19 74 : 97 4,10 0; 1973: 1,3 61,896 .7.

Exhibit 3
BETHLEHEM STEEL INCOME, 1974
(Thousands of dollars)

$

34 2

396 .3
85
481.3

+

Percent
change
5.8

+

+

2.2 1
+5 8. 46
5.8
5.13

-r-

+1 5. 86
-

$4 ,1 42
334 .2
892 .2
$5,368 .4
$

342

Co ns tant d ollars
dated 1 2 / 3 1 / 7 4
as estimated
$5 ,7 64 .7

-

$

Net inc ome be fore g ain on mo netary items
Gain o n mo ne tary ite ms Net inco me

$4,0 52.5
210 .9
843 .3
$5,1 06.7

$

Revenue and other income
Expenses and Deductions
Cost of Goods Sold ,
Depreciation (s traig ht line )°
Other
Total

Historical
dollars (in
annual rep ort)
$5,448 .7

+ 4 0 .7 1

,LIFO
bAverage life of depreciable assets: 15.3 5 years . P rice index for that am o unt of time before balance sheet date:
112.315.
, Net m onetary liab ilitie s, 197 4: 756 .3; 197 3: 66 0.6.
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population —that that outcome could be ignored
completely.

crude control is provided as regards to company
size. The other variable, the principle variable in
this study, is the method of accounting: the generally accepted accounting method (GAA) versus
the general price -level approach (GPL).
The design called for a comparison of both
methods of accounting —GAA and GPL —for all
four companies. Thus, there are four "matched
pairs." Financial statements were prepared for the
four companies, using both methods. Net income
was used as the dependent variable and as the basis for comparison between the two methods.
Each company was compared with itself, using
the two methods of computing net income.
For each company, there were two possible outcomes: that GPL- adjusted net income would exceed GAA- computed net income or that it would
not. The probability of the two being equal was
considered to be so infinitesimal— particularly
with the assumption of a continuously varying

Preparation of the Statements
The heart of the price -level adjustments lies in
the GNP implicit price deflator. Exhibit 1 shows
the set of deflator readings used in this study to
compute rates of price level change. The rates obtained are used for each of the GPL entries in
Exhibits 2 through 5 which show the income
statements for the four steel companies. Both
methods of reporting are shown and the simplified
set of categories makes cross - company comparison easier. Certain elements are common to all
four companies: (1) a LIFO —or predominantly
LIFO — method of recording cost of goods sold or
inventories, (2) a straight-line—or predominantly
straight - line — method of depreciation, and (3) a
relatively long average life— fifteen to sixteen
years —of depreciable assets is common.

"The heart of
the price -level
adjustments lies
in the GNP
implicit price
deflator. "

Exhibit 4
REPUBLIC STEEL INCOME, 1974
(Thousands of dollars)

$2,242,761

+
+
+

128,515.3
44,242.6
$2,372,841.1

6.13
+60.63
5.8
-I- 7.8
—24.7
—

170,706

Percent
change
5.8

+

$2,431,312.5
130,685.4
251,637.9
$2,813,635.6
$

$2,290,954
81,358
237.843
$2,610,155

—

Net income before gain on monetary items
Gain on monetary items,
Net income

Constant
dollars
dated 12/31/74
as estimated
$2,942,150.0

$

Revenue and other income
Expenses and deductions
Cost of goods sold,
Depreciation (straight line)b
Other
Total

Historical
dollars (in
annual report)
$2.780,861

5.8

•LIFO
bAverage life of depreciable assets: 16.157 years. Price index for that amount of time before balance sheet date:
110.796.
'Net monetary liabilities, 1974: 248,229; 1973: 489,147.8.

Exhibit 5
JONES AND LAUGHLIN STEEL INCOME, 1974
(Thousands of dollars)

1.33
+58.31
5.8
1.47

141,529

240,815.1
26,468.3
267,283.4

+70.15

$

—

141,529

Percent
change
5.8

—

+

+

—

+

$1,794,116.2
116,380.6
221,529.3
$2,132,026
$

$1,818,328
73,519
209,385
$2,101,232
$

Net income before gain on monetary items
Gain on monetary items,
Net income

Constant
dollars
dated 12/31/74
as estimated
$2,372,841.1

$

Revenue and other Income
Expenses and other deductions
Cost of goods sold,
Depreciation (straight line)b
Other
Total

Historical
dollars (in
annual report)
$2,242,761

+88.85

Q FO
bAverage life of depreciable assets: 15.3 years. Price index for that amount of time before balance sheet date:
112.42,
'Net monetary liabilities, 1974: 218,884; 1973: 222,255.
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Exhibit 6
NET INCOME, BY GAA, PARTIAL ADJUSTMENT, AND GPL
(Thousands of dollars)
GAA
$634,900
342
170,706
141,529

Before
monetary
gain
$602,889.1
396.3
128,515.3
240,815.1

Percent
change
(— 5.04)
(-1-15.86)
( -24.7
( +70.15)

Full
GPL
$743,048.9
481.3
172,757.91
267,283.44

Percent
change
( +17.05)
( +40.71)
( + 1.2
( +88.85)
)

Company
U.S. Steel
Bethlehem
Republic
Jones and Laughlin

)

"The dominant
position of U.S.
Steel is clearly
shown . . . "

Note: All percentages in parentheses are relative to the comparable GAA figure.

Entries in the first column are summed and recorded directly from the income statements of the
four companies.' Thus, in the first column, the
revenue entry is straightforward. The entry in the
second column, however, represents a 5.8 percent
increase over unadjusted revenue and is derived as
follows: The rate of increase in price level from
1973 quarter IV to 1974 quarter IV is 12 percent
[(177.97 — 158.93)/158.93]. This figure is also
used in computing gain on monetary items and
net income before gain on monetary items. The
cost of goods sold (COGS) adjustment is conducted in LIFO fashion: (1) Purchases = COGS +
1974 inventories — 1973 inventories; (2) divide
COGS by purchases, giving the proportion of
1974 during which average purchases occurred;
(3) use this proportion to realign the two "halves"
of 1974 and obtain the rate of price level increase
during 1974; and (4) multiply 1974 COGS by this
rate (for U.S. Steel, the rate is 1.0377).
All four companies were using the straight -line
method of depreciation. In the case of U.S. Steel,
prior to 1969, a combination of straight -line and
double - declining- balance methods was used; the
proportions of each were not specified, however.
For this reason, and because the period since 1969
shows straight -line usage exclusively, the entire
depreciation for U.S. Steel was treated as straight line.
Jones and Laughlin employed a modified
straight -line method: depreciation is increased at
higher operating levels, and decreased at lower
levels. Manufacturing properties, other than blast
furnace linings, thus varied in depreciation from
three percent to five percent, other properties
from two percent to 25 percent. Again, no information was available on the proportions for different rates; therefore, all Jones and Laughlin depreciable assets were treated uniformly. The straight line method has, of course, much greater computational simplicity than either the double- declining- balance method or the sum -of -the -years digits
method.
For Republic Steel, the adjusted depreciation
was obtained as follows: The accumulated depreciation
on
December
31,
1974
was
$1,314,521,000; this was divided by 1974 depreci32

ation charge of $81,358,000 to give the average
life of depreciable assets of 16.157 years. That
point in time extends back into .314 of the second
half of 1958. The price index average for the first
half of 1958 is 110.35; for the second half, 111.
The computed index for that point must he somewhere between those two values. Moving forward
in time, that point represents .686 of the second
half of 1958. Hence, the index is computed as:
[.686 (111 — 110.35) + 110.35 = 110.796]. The
fourth - quarter 1974 index of 177.97 represents an
increase of 60.63 percent, which becomes the adjustment multiplier for the historical dollar figure.
Results
The Comparative results of Exhibits 2 through
Exhibit 5 are summarized in Exhibit 6. The three
entries represent unadjusted net income (GAA),
adjusted net income before monetary gain, and
full GPL treatment— adjustment, with monetary
gain included. The dominant position of U.S. Steel
is clearly shown across all three columns. However, the effects of the adjustments are different for
each company. While the two "big" companies
maintained their first and last ranking throughout
the adjustment process, the two "small" companies exchanged second and third ranking with adjustments prior to monetary gains; the exchanged
positions were maintained with adjustments for
monetary gain.
For each of the companies, the items contributing to the largest increases over the conventional
statements were depreciation and monetary gain.
In the case of depreciation, all the companies
showed an adjustment increase of 58 to 60 percent. For monetary items the percentage gain
compared to net income adjusted for all items but
monetary gain was as follows:
Company
U.S. Steel
Bethlehem
Republic
Jones and Laughlin

Percent gain
23.25
21.45
34.43
10.99

Note that monetary gain bears no relationship to
size of company, the largest and smallest gains
MANAGEMENT ACCOUNTING /OCTOBER 1977

Exhibit 7
RETURN ON STOCKHOLDERS' EQUITY, FOR GAA AND GPL
Company
U.S. Steel
Bethlehem
Republic
Jone s and L aughlin

Total Stockhold ers' Equity
$4,45 4,2 00
2,5 59
1,2 32,422
84 2,05 1

Percent
for GAA
14.25
13.36
13.85
16 .8 1

Percent
for GPL
16.68
18.79
14.02
31.74

Percent of net income
Before monetary After monetary
adjustment
adjustment
Company
U.S.. Steel
94.96
117.05
Bethlehem
115.86
140.71
Republic
75.3
101.2
Jones Laughlin
170.15
188.85

The findings of the study may be summarized
briefly:

As a result of adjustment for monetary items —
and such adjustment results in a gain in each
case —all four companies come out ahead, Were it
not for this adjustment, however, a gain does not
necessarily ensue. Moreover, gain or loss is not a
function of company size.
The basic question of the study was: does GPL adjusted net income exceed reported net income.
In all four "matched pairs," it can be seen that the
GPL figure does exceed the GAA figure.
A further examination of the effects of general
price -level adjustment is shown in the computation of the ratio: return on stockholders' equity.
This obtained by dividing net income by total
stockholders' equity. Since the same divisor is
used for both the GAA and GPL income figures,
no further information is needed. However, the
computation of the ratios can be informative in its
own right. The ratios for both methods of accounting are shown in Exhibit 7. With the exception of Jones and Laughlin, the factor of return on
equity ratio groups the companies fairly closely.
On the GAA -based ratio, even Jones and Laughlin was not too distant from the other three companies. But when GPL is introduced, Jones and
Laughlin makes a pronounced departure from the
other three. The other major point is the difference in ranking by income and by the return on
equity ratio, for both methods of accounting as
follows:
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size. "

&

GPL
GAA
Return
Return
Net
Net
on
on
Company
income equity income equity
U.S. Steel
1
2
1
3
Bethlehem
4
2
4
4
Republic
2
3
4
3
2
1
Jones Laughlin 3
1

&

being found in the two small companies. Prior to
adjustment for monetary gain, however, Republic
showed a fairly sharp loss -24.7 percent —due to
adjustment, while the other three companies
showed either a gain or a relatively negligible loss
as in the case of U.S. Steel.
The adjusted net income as a percent of reported net income, both before and after adjustment
for monetary gain (or loss) was as follows:

".. . ga in o r lo ss
is not a function
of c omp any

Conclusion

L For all four companies, GPL resulted in a
higher reported net income than GAA.
2. Of all items in the income statements, depreciation and gain from monetary items made the
greatest contributions to GPL adjustments.
(Depreciation is particularly important for this
industry, and hence would not be as prominent
in industries with different asset structures.)
3. Gain from monetary items was crucial in making overall gain for the four companies universal. Without this adjustment, some companies
would show a loss, rather than a gain.
4. When return on stockholders' equity is used as
the criterion, the same general gain is, of necessity, exhibited. The relative amount of gain for
each company, however, is different, resulting
in a different ranking of the companies.
The findings show that general price -level adjusted income statements consistently result in an
increase in net income reported, as compared to
statements prepared by generally accepted accounting principles. At least this is true for this
sample of companies —in particular this sample of
steel companies. The question does arise, however, as to how much one can generalize from these
findings.
' Although replacement cost accounting has been mandated for some companies
by the SEC' s ASR 190, much interest still exists for the general price level
approach
' Another term for the current cost approach is "rair value accouting." See Walter B. Meigs, A.N. Mosich, Charles E. Johnson, and Thomas F. Keller, Intermediate Accounting, third edition, McGraw -Hill Book Co., Inc.. New York, 1974,
pp. 976.83.
, Donald L. Richard, "Difficulties in Tax Allocation on General Price -Level Increases," The Accounting Review, October 1968.
' T.R. Dyckman, Investment Analysis and General Price-Level Adjustments: A
Behsvorial Study. American Accounting Association, Evanston, III.. 1969.
`The source of income state ments and balance sheets is ,Woody's Industrial
,Manual. Moody 's Investors Service, Inc., New York. 1975.
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A Management Accounting
System
for Contract Loggers
He should view the preparation of the budget as a "goal setting "
process. Then, the failure to achieve the budget would merely be a
failure to achieve the goals which he set and does not invalidate the
worth of the budget.

By Bruce P. Budge and Harold L. Jones
Contract logging, like many small businesses, usually operates without the benefit of financial infors'
r
mation with which to make sound managerial decisions. Also, cost information is so sparce and
unreliable in this industry, that it becomes almost
impossible to set equitable prices for United States
B.P. BUDGE
Forest Service timber sales and for lumber compais a Professor and ny contracts with contract loggers. In an attempt
Head of the Accounting
Department, College of to remedy this situation, a series of seminars was
Business and
Economics, University conducted by the authors to acquaint contract
of Idaho. Professor loggers with the concepts involved in planning,
Budge is a member of controlling, and decision - making. The seminars
the Spokane Chapter.
met with enthusiastic acceptance not only by the
loggers but also by some large forest products
This article was companies which depend upon the services of consubmitted through the tract loggers. The accounting system outlined in
Spokane Chapter.
this article was developed for presentation at the
seminars in the hope that it could be applied uniformly and on a broad basis to the activities of
contract loggers in various regions of the nation.
It is proposed that the system be centralized for
groups of contract loggers, but the system is flexible and can be used by individual loggers in
whole or in part. For example, large lumber mills
or regional associations of contract loggers could
bring groups of contract loggers together so that
their management accounting systems would be
operated from a central accounting office. Such a
34

practice could provide management accounting
information on an economical and timely basis
not otherwise possible.
The system incorporates all of the accounting
functions necessary to provide information for financial statements and tax returns. For purposes
of presentation, the system is divided into classifications as follows:
1.
2.
3.
4.

The annual budget
The job estimate and control sheets
Data accumulation
General accounting

The Annual Budget
The preparation of an annual budget is a difficult task and must be made by the contract logging manager himself. He should not be discouraged by the difficulty of making these estimates,
however, because the budget will have significant
value even if many of the estimates are far from
accurate. He should view the preparation of the
budget as a "goal setting" process. Then, failure
to achieve the budget would merely be a failure to
achieve the goals which he set and does not invalidate the worth of the budget.
The budget serves two primary management
functions: planning and control. To perform these
functions, the managers must become involved in
the difficult task of forecasting and quantifying as
MANAGEMENTACCOUNTING/OCTOBER
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some useful percentages for revenue decisions
during the year and it can further serve as a basis
for measuring progress in terms of volume
achievement as contracts are accepted and completed during the year. The percentages could be
computed to assist the contractor in evaluating
contracts as they become available. On a short run basis, the direct costs represent the minimum
contract price which can be accepted. At this level, the contractor is only recovering his out -ofpocket cost and no contribution would be made to
cover the indirect costs or provide profit. This
kind of contract pricing would be disastrous in the
long run because it would eventually put the contractor out of business. However, there may be
important reasons why it is acceptable in the short
run. One reason would be to keep a skilled work
force employed until other contracts can be negotiated.
The indirect costs plus the net earnings from
logging operations divided by the direct costs
equals the markup percentage on direct costs that
must be received if the contractor is to break even
(i.e., cover only direct and indirect costs but produce zero profit). For example, the following budget would provide the basis for computing such
ratios:
M Board Feet
Logging revenue
12,500
Less direct costs
12,500
Contribution margin
Less indirect costs
Net earnings from
logging operations

H.L. JONES
is an Associate
Professor of
Accounting, College of
Business and
Economics, University
of Idaho. Professor
Jones is a member of
the Spokane Chapter.

Amount
Per M
$500,000 $40.00
300,000 24.00
200,000 16.00
150,000 12.00
50,000

$

accurately as possible the expected revenues and
expenses for the coming year. The forecast of logging revenue is the beginning point and basis for
the annual budget which provides an overview of
operations for the year. The estimates are made in
terms ofboard -feet as well as in dollars. The forecast also takes into consideration such factors as:
(1) previous annual volume and trends adjusted
for expected changes in conditions during the
budget year, (2) the general economic and competitive environment expected, and (3) assessment
of Forest Service sales in the operating area. The
expected average constract price times the expected volume ofactivity provides the forecast of annual logging revenue.
Having established the volume of activity in
board -feet, a basis for estimating many of the budgeted direct operating costs such as falling, skidding, loading and hauling labor is established. A
convenient method offorecasting those costs is to
extend the volume of logging activity by an estimated average rate for the budget year which will
depend upon the hourly rates that are paid.
Past experience (adjusted for any changes expected) may provide a reasonable basis for estimating such costs as road and landing construction, road maintenance, snow removal, on -site
equipment maintenance, equipment rental, gas,
oil, diesel fuel, slash disposal, fireline construction, relocation expense, and any other costs
which can be identified with specific contracts.
The total of the budgeted direct costs subtracted from the budgeted logging revenue determines
the dollar amount available to cover indirect costs
and to provide a profit from operations. Indirect
costs are defined as those which, in general, do not
vary in relation to changes in volume of activity
during the budget year. These costs include depreciation expense, equipment maintenance, office expense, telephone expense, accounting and legal expense, other taxes and licenses, dues, travel, etc.
These costs may be forecast by projecting past experience adjusted for specifically known changes
expected during the budget year.
To arrive at budgeted net earnings from logging
operations, subtract both direct and indirect costs
from revenues. Further estimates of any expected
revenues and expenses other than those already
budgeted will provide the estimated net earnings
before taxes.
At this point, the estimated net earnings may be
compared with a predetermined profitability objective based upon the contract logger's expectations in terms of return on investment, risk, and
salary compensation for management ofthe operation. If the estimated net earnings from the budgets meet the profitability objective, the annual
budget can be viewed as an overview of operations, a plan or goal for the coming year.
The annual budget can also be used to compute

4.00

1. Direct costs = (lowest possible price)
= $24.00
2. Budget price = $150,000 + $50,000
$ 300,000
= 662/, percent on direct costs
3. Break-even price — $150,000
$300,000
= 50 percent markup
on direct costs
With this information, the contractor has a quantified basis for evaluating each contract in relation
to his planned operation. Ifhe were to accept all
contracts at a $24.00 price per M board feet, he
would only cover his out -of- pocket direct costs
and would lose $150,000 of unrecovered indirect
expense. Ifhe accepted all contracts at $36,00 per
M board feet, he would break even. If he is to
achieve his profit objective, he must have 12.5 million board feet of volume at an average revenue of
$40.00 per M board feet.
35

"The contractor
can investigate
the cause of all
variances which
he considers to
be significant
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The Job Estimate and Control Sheet
It is desirable that the contractor know the economic consequences of accepting or rejecting each
contract considered in advance of any decision.
The "job estimate and control sheet" is used to
formulate the specific direct costs for each contract under consideration. The total direct costs
estimated become the basic data for evaluating or
negotiating the contract price with the use of the
percentages developed in the annual budget. The
contribution to indirect costs and profit is also developed on the control sheet.
After the contract has been accepted, the revenue and direct cost estimates used in determining
the price become the cost targets for that contract.
At the end of each accounting period, the actual
volume of activity and amount of costs incurred
are recorded as "actual performance" data both
for the month and the year -to -date. This information should be presented to the manager on a
timely basis so that he may estimate the percentage of completion for each line item of cost and
for all costs which are not incurred on the basis of
rate per thousand board feet. With this data, the
"budgeted performance" can be computed to
show what the costs should have been for the volume of work done on the contract to date.
For all items which were estimated on the basis
of a rate per thousand board feet, the actual volume accomplished to date is extended and the
amounts are entered in the "budgeted performance" column.
For all items which were estimated on the basis
of the contractor's judgement, the percentage of
completion should be multiplied by the estimated
total cost of that item and the result entered in the
"budgeted performance" column.
The difference between the total cost incurred
to date and the budgeted performance amount
should be entered in the "variance" column. The
contractor can investigate the cause of all variances which he considers to be significant in order to
determine what action should be taken to bring
the actual cost into agreement with the planned
cost. This provides an efficient method of directing the manager's attention to problem areas.
A job estimate and control sheet must be prepared for each contract each month. This does not
represent an excessive amount of work since contract loggers are usually involved in only two or
three contracts at one time.
The total "to date" columns are compared with
the total job estimates after the contract is completed and the net sum of the variance will equal
the variance from estimated contribution to indirect costs and profit. These comparisons may provide the contractor with useful insights into how
well the costs were controlled, and they may be
helpful in refining his estimating techniques for
future contracts.

Performance volume should be estimated in
monthly increments for all contractual commitments. By determining time -lag factors, the contractor can translate the performance revenues
and costs into cash receipts and disbursement
forecasts for inclusion in the cash budget.
Data Accumulation
The system is designed to accumulate data for
payroll records, receivables, equipment rental, depreciation, maintenance, etc. Data is accumulated
on the basis of direct costs —those which can be
directly associated with the contract —and indirect costs —those which do not relate to any specific contract. Allocation of indirect costs to individual contracts is avoided in order that the information needed for managerial decisions will not
be distorted.
A chart of accounts is presented below to illustrate the basis for data accumulation. The numbering system is:
100
200
300
400
500
600
700

Current assets
Long -term assets
Current liabilities
Capital
Revenues
Direct costs
Indirect costs

Basic source documents will, of course, be necessary. They are the same source documents that
are used under whatever system is being employed
to accumulate data for income tax records, etc.
Some adaptions and modifications may be necessary, but they will be dictated by the detail in the
chart of accounts.
General Accounting
Since the procedures incorporated in the general accounting system and such things as cash budgets are quite standard, only brief comments are
included here. The general accounting segment of
the system will be carried out through the use of
four journals —the "sales journal," the "cash receipts journal," the "cash payments journal," and
the "general journal." The sales journal will provide a record of all scale receipts from the mill. At
month -end, these will be summarized at the bottom of the journal by contract for posting to the
job estimate and control sheets. The totals will be
posted to the general ledger. The cash receipts
journal will record all receipts of cash from any
source. The cash payments journal will record all
payments by the firm. It is recommended that
checks be used for all disbursements. If necessary,
an imprest petty cash fund may be set up. Postings will go to the various expense accounts where
they will be accumulated for statement purposes.
Continued on page 42
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The G & A Overhead Pool:
Accounting Tool or Cop -out?
The availability of a host of allocation methods has led to large scale cop -outs using ease of accounting and other facile
considerations to oversha dow cost a ssignments based on solid
conceptual foundations.

By Henry R. Anderson
In the pricing of government defense contracts, all
costs that are allowable under conditions set forth
in the Armed Services Procurement Regulation
(ASPR) are allocable to contracts. These costs include variable and fixed costs, direct and indirect
costs, and manufacturing and administrative
costs. Indirect general and administrative costs
are grouped in a general and administrative overhead expense pool (G & A overhead pool) for distribution to applicable cost objectives. The term
"indirect" is of primary importance to this discussion. General and administrative costs charged to
the G & A overhead pool are intended to be either
immaterial in amount or to have no direct causal
or beneficial relationship with any intermediate or
final cost objective. Nonetheless, over the years,
companies have been charging large, traceable G
& A costs to this pool using ease of record keeping
as the reason.
Large, multistate companies have compounded
the meaninglessness of the contents of the G & A
pool by using it to distribute significant amounts
of home office costs to corporate segments or other cost objectives. Many of these costs have direct
relationships with intermediate or final cost objectives. Because of this G & A pool treatment, such
costs are assigned or distributed to segments using
arbitrary allocation bases. Since a number of these
arbitrary allocation bases have been used, and
since each allocation method has a different imMANAGEMENTACCOUNTING/OCTOBER
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pact on cost distribution to government contracts,
contractors can pick and choose, from an array of
methods, the approach that best suits their specific situation.
State Taxes and Existing Allocation Methods
Accounting for state franchise and income taxes is an example of one corporate home office cost
that is often treated as a part of the home office G
& A overhead pool. Although the emphasis in this
article is on the G & A overhead pool, all existing
methods of accounting for state franchise and income taxes will be examined. Such a discussion
will help to illustrate the diversity of existing cost
allocation practices and the lack of a causal or
conceptual basis for many of these practices.
Controversy concerning the allocation of state
franchise and income taxes (paid by the home office) to corporate segments stems from the reasons
underlying the selection of the cost assignment approach used. Some assignment methods are selected because of ease and convenience, some because
of favorable cost recovery consequences, and some
because of causal considerations. Exhibit I illustrates the three most common approaches used in
the past. These are approaches to the assignment
of state franchise and income taxes to segments
and do not represent the use of specific allocation
bases.
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Approaches to Cost Assignment
Approach number one is the only one of the
37

" . . . several
allocation

methods are
available . . . "

three approaches being discussed that has a causal
foundation. State franchise and income taxes are
caused by an entity being housed in or conducting
business within a specific state. This approach first
accumulates all state franchise and income taxes
by specific states or taxing jurisdictions. It requires that taxes associated with a specific state or
taxing jurisdiction be allocated only to segments
operating or doing business within that territory.
Once assigned to states or taxing jurisdictions,
several allocation methods are available for distribution of these taxes to segments.
The second approach to cost assignment depicted in Exhibit I bypasses all intermediate steps or
cost objectives, and assigns costs directly to operating segments using a variety of allocation methods. Support for this approach to cost assignment
is based on the following two reasons: (1) state
franchise and income taxes are incurred for the
benefit of the business as a whole, so they should
be allocated to all operating segments; and (2)
many of the state taxes are computed by using a

Exhibit 1
ALLOCATION OF STATE FRANCHISE AND INCOME TAXES
TO SEGMENTS: THREE APPROACHES

State franchise and
income taxes
(paid by home office)
#1

#2

#3

Accumulated first
by state or taxing
jurisdiction

Charged first to
home office G &A
overhead pool

portion of total corporate income, and so are
therefore applicable to all operating segments.
This second approach to assignment of state
franchise and income taxes is rejected because
rules for the computation of taxes cannot be construed as the cause of the tax. A taxing jurisdiction develops computational methodology to prevent tax evasion or avoidance by multistate corporations doing business in that specific state. The
tax is levied because the company conducts activities within the state, not because the tax is computed using certain computational procedures.
Routing state franchise and income taxes
through the home office G & A overhead expense
pool is the third approach shown in Exhibit I.
This G & A overhead pool has become a "catchall" for a large number of costs. Once charged to
the home office G & A pool, state taxes are distributed to segments through the regular allocation procedures connected with all costs in the
pool.
Proponents of this approach indicate that, in
addition to being a cost of the business as a whole,
state taxes can be accounted for easily and economically by allowing them to flow through the
home office G & A pool to corporate segments
and other final cost objectives. Like the second
assignment approach, this method also fails to use
causal reasoning in the selection of a cost allocation basis. State taxes are assigned to all corporate
segments, regardless of state or taxing jurisdiction
locations, by the allocation basis used for all costs
included in the home office G & A pool. If such
costs represent a material or significant portion of
the total pool balance —say above seven or eight
percent —then treating them as part of an overhead pool can result in distorted cost assignment
to segments.' This cost assignment approach,
then, seldom uses an allocation basis that has a
causal relationship between the assigned cost and
the cost objective to which it has been assigned.
Allocation Methods Used

\

t

o

ocated and charged
specific segments in
all states using a
mmon allocation
e and method
Allocated to all
segments in alt
states using the
home office G A
allocation base
&

Allocat
segmen
each ap
state or
jurisdic

There have been literally dozens of allocation
methods used to assign state franchise and income
taxes, paid by the home office of a multistate corporation, to corporate segments and final cost objectives. Although many allocation schemes have
been used, only a small number result in accurate
cost assignment, and only one has theoretical support based on causality.
THE FACTORS METHOD

Taxes charged to
corporate operating segments
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Since state franchise and income taxes are incurred because a corporate segment is physically
located in, or does business within, a state, the
only correct approach to cost allocation is first to
accumulate tax expenses by state. Once accumulated into cost pools by state or taxing jurisdiction, the state income tax costs should be assigned
MANAGEMENT ACCOUNTING /OCTOBER 1977

to corporate segments based on the factors used to
compute taxable income of the segments within
the state. Taxable income used to compute state
franchise taxes normally is arrived at by using a
factors approach (also called the Massachusetts
formula approach). Since these factors have already been determined for each segment, they also
provide an excellent basis for assigning state franchise tax costs to operating segments.
Several additional cost assignment methods
have been proposed for allocation of state franchise and income taxes to corporate segments.
The next three methods discussed have been suggested for either direct cost assignment from
home office to segment or for assignment from tax
pools by state or taxing jurisdiction to segments
(approaches one and two in Exhibit I).

ference in taxes paid are then attributable to the
excluded segment. This method is very difficult to
administer, but has some support if performed after state taxes have first been assigned or accumulated by state or taxing jurisdiction.

THE G & A POOL METHOD (RESIDUAL METHOD)
Two reasons are used to justify the treatment of
state franchise and income taxes as elements of
the home office G & A overhead pool. The first is
an erroneous assumption that these taxes are costs
common to the business as a whole. The second is
that taxes are easily assigned to operating segments through an already existing allocation
channel that provides cost savings that exceed the
inequities of the unfair allocations caused by this
method. If state franchise and income taxes were
an insignificant part of the total cost pool balance,
this second argument would be sound. State taxes
THE INCOME METHOD
Using the income method for cost assignment, do, however, usually represent a material portion
the accrued state franchise and income tax ex- of the home office G & A overhead pool. Thus,
pense is allocated only to income - generating seg- the result of using the G & A pool method for
ments in proportion to each operating segment's assignment of state taxes to operating segments is
pre -tax net income. This method lacks causal jus- a complete lack of causal support and a totally
tification for franchise tax purposes because net arbitrary distribution of costs to segments.
income did not cause the expense; only a portion
The Cost Accounting Standard Board's disclowas used to determine the amount of the tax. sure statement has gathered some interesting data
Once traced to specific states or taxing jurisdic- regarding the allocation bases used by companies
tions, this method could be used to distribute to assign G & A costs to operating segments.
franchise taxes to segments within that state.
CASB data bank information concerning the allocation bases used for G & A pools is summarized
in Exhibit 2. The majority of companies use a sinTHE INCOME /LOSS METHOD
Basic to the use of the income /loss method is gle G & A pool (430 companies as compared with
the belief that state franchise and income taxes are 237 companies that use more than one pool).
common costs applicable to the corporation as a Once mixed in with the hundreds of other costs in
whole. Yet state income taxes vary in scope and the pool, the state franchise and income taxes are
purpose from state franchise taxes. In addition, assigned to operating segments using a variety of
tax rates vary from state to state and methods for allocation bases. Of these 430 companies, 233
determining taxable income are not constant. For companies assign costs based on a cost input
these reasons, such costs cannot be considered method, 108 companies base cost assignment on
costs common to the business as a whole. This cost of sales data, 33 companies use either sales or
method goes one step beyond the income method. direct labor as their allocation basis, and 56 comCredits are given to corporate segments that gen- panies use some other basis.
Exhibit 2 also contains information centering
erate an operating loss because such segments
supposedly cause a reduction in state taxes. For on the use of a corporate home office expense pool
state franchise tax purposes, a minimum tax is as- by companies contracting with the government.
sessed against all segments, whether or not they The bases of cost input, cost of sales, sales, and
generated a profit. Again, the cause of the tax is direct labor are used by 25, 41, 15, and 5 compathe physical existence in, or the operation of activ- nies respectively. In addition, 18 companies use
ities within, a state, and not the generating of a total cost incurred as their allocation basis. Other
profit or loss from operations. Therefore, the in- allocation bases used by companies to assign G &
come/loss method has no causal support.
A costs to operating segments include direct labor
hours, total costs, conversion costs (direct labor
plus manufacturing overhead), cost of goods manTHE SEPARATE TAXPAYER METHOD
This approach to cost assignment is associated ufactured, and payroll costs.
with each operating segment's contribution to the
All allocation bases in use today have not been
factors and resulting taxable income used in com- identified in this article. The above analysis, howputing the tax. Cumbersome calculations are re- ever, illustrates the diversity of existing apquired to compute what the resulting tax would be proaches and assignment methods. Since all of the
if each operating segment were excluded. Any dif- methods mentioned can yield different results,
MANAGEMENT ACCOUNTING /OCTOBER 1977

"State taxes do
... represent a
material portion
of the home
office G &A
overhead
pool. "
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something must be done to limit assignment of
material or significant costs to those methods possessing causal support. Primary abuse stems from
the use of the G & A pool as a "catch -all ", and
the remainder of this article will concentrate on
the incorrectness of accounting for state franchise
and income taxes as a part of the home office G &
A overhead pool.

"Federal cost
accounting
guidelines have
evolved from
vanous sources
over the years

1949. Along with ASPR cost principles came also
the allowability of state franchise and income taxes as a reimburseable contract cost. ASPR cost
principles changed slightly from time to time over
the next twenty -two year period, but the basic
condition of allowability remained as follows:
"Taxes (including State and local income
taxes) which the contractor is required to
pay and which are paid or accrued in accordance with generally acceptable accounting principles are allowable, except for:
(i) Federal income and excess profit taxes;
(ii) taxes in connection with financing, refinancing, or refunding operations;
(iii) taxes from which exemptions are available to the contractor directly ...;
(iv) special assessments on land which represents capital improvements; and
(v) taxes on any category of property which
is used solely in connection with work other
than on Government contracts." 3

Federal Accounting Guidelines for State Taxes: a
Chronology
Federal cost accounting guidelines have evolved
from various sources over the years, with each
new approach changing acceptable accounting
treatment for the array of allowable costs reimburseable for government contract purposes. Accounting for state franchise and income tax expense is no exception. Initial government contract
cost accounting principles were created as part of
the Vinson - Trammel Act and were applicable
during the period March 27, 1934 to June 27,
1940. These cost principles were general in nature
and subject to many treasury decisions that were
used to interpret the principles. Treasury Decision
5000 (T.D. 5000) was promulgated on June 28,
1940 and contained revised cost accounting principles applicable to defense contracting. T.D. 5000
contains the following statement regarding state
franchise and income taxes:

Based on this section of ASPR, contractors select
the proper method of charging state franchise and
income taxes to contracts (final cost objectives).
The most appropriate allocation method is to be
selected using the following criteria as guidelines:

"Among the items which shall not be included as a part of the cost of performing a
contract or subcontract or considered in determining such cost, are the following:...;
Federal and State income and excess -profit
taxes and surtaxes; ..." =

"A cost is allocable if it is assignable or
chargeable to a particular cost objective,
such as a contract, product, product line,
process, or class of customer or activity, in
accordance with the relative benefits received or other equitable relationship. Subject to the foregoing, a cost is allocable to a
Government contract if it:
(i) is incurred specifically for the contract;
(ii) benefits both the contract and other

Cost principles as interpreted by T.D. 5000
were followed until the creation of the Armed
Services Procurement Regulation on March 1,

Exhibit 2
ALLOCATION BASES FOR G & A POOLS

-

-

-

Direct Labor
No. Percent
17
4.0
8
3.4

3.3
5.9
13.2
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3
6
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Other
No. Percent
56
13.0
88 ,
37.1°
16
51.6
15
41.7
29
31 .5
26
25 .5
30
39 .5
16
51 .6
3
37 .5
85 °
49.7"
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-

-

-

-

&

&

&

&

Allocation base
Cost of sales
Sales
No.
Percent No. Percent
108
25 .1
16
3.7
70
29.5
3
1.3
7
22.6
1
3.2
8
22 .2
1
2.8
28
30 .4
7
7.6
33
32.3
9
8.8
14
18.4
1
1.3
6
19.4
4
50.0
41
24.0
15
8.8
-

&

&

&

Cost input
No. Percent
233
54.2
68
28.7
7
22.6
12
33.3
25
27 .2
28
27.5
21
27 .6
9
29.0
1
12.5
25
14.6
-

Total
responses
430
237
31
36
92
102
76
31
8
17 1
152

Type G
A pool
Single G
A pool only
G A po ol (plus one or more o ther poo ls)
Commercial G A pool
Government G A pool
Selling and marketing expense
Independent R
D (I R
D)
Bid and pro posal c osts (B P)
I R & D and B & P c o s ts
Spare s ad ministration
Corporate home office expense
Other G
A pools

&

&

"

Includes 10 units with pro ce ss ing c o st as the allocation base.
Inc lud es 18 units with total c os t incurre d as the alloc atio n base.
No te: 4 8 units re po rted that the re was no G
A po ol and that G

A was combined with an o verhe ad p ool.

Source: Ap pendix C, "Aggregated Disclos ure Statement Responses," Progress Report to the Congress I9 76 , C os t Ac c ounting Standards Board,
p. 46.
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work, or both Government work and other
work, and can be distributed to them in reasonable proportion to the benefits received;

G & A Cost Characteristics

Actions of the CASB have succeeded in preventing state franchise and income taxes from beor
ing arbitrarily allocated to segments through the
(iii) is necessary to the overall operation of
home office G & A overhead pool. CAS No. 403,
the business, although a direct relationship
however, is not the guideline for cost accounting
to any particular cost objective cannot be
procedures in the commercial sector. The G & A
shown."'
overhead pool is still used (and misused) to account for a large number of home -office costs.
It can be seen that ASPR 15-201A provides
What characteristics are used to identify a cost for
contractors with a defined, ordered hierarchy of
inclusion in a G & A overhead pool? Surprisingly
allocation choices regarding the assignment ofany
enough, little has been written about them, but
cost including state franchise and income taxes to
after reviewing a number of articles and cost disoperating segments. Using the G & A overhead
pute cases, the characteristics listed below appear
pool is, in effect, the last resort,
In 1971, contract cost accounting principles be- to be representative.
The most basic characteristic is that a cost pool
came the responsibility of the CASB. CAS No.
represents a grouping of indirect costs. These
403 was promulgated in 1973 to provide accounting guidelines for the allocation of home office costs are pooled to make their distribution to cost
costs to operating segments. Preliminary com- objectives economical and consistent. To be inments to this cost accounting standard included cluded in a home office G & A overhead pool, a
the following discussion and method for account- cost should be:
ing for state franchise and income taxes:
1. a nonmanufacturing cost
2. a allowable cost (for government contract cost"After evaluating the comments, the Board
ing purposes)
continues to be ofthe view that the nature of
3.
immaterial in amount in relation to the balance
this expense is essentially the same for all
of the cost pool
companies. Further, allocation of this ex4.
not directly and economically traceable to a
pense on the same basis used to compute a
lower
level cost objective
segment's share of total corporate taxable
5.
necessary
to the overall business as a whole
income is, in the Board's judgment, more in

"'

accord with the concept ofallocating home
office expenses on the basis of the beneficial
or casual relationships between such expenses and receiving segments. The Board has
therefore revised the illustration for the allocation ofState and local taxes to permit 'any
base or method which results in an allocation that equals or approximates a segment's
proportionate share of the tax imposed by
the jurisdiction in which the segment does
business, as measured by the same factors
used to determine taxable income for that
jurisdiction.' As a practical matter, this
means that the tax for any State must be
allocated only to those segments that contribute to the factors used to measure taxable income for that State. Ifthere are several segments that do business within a State,
each segment's share of the State's tax is to
be measured by the proportionate contribution made by such segment to the total of
the factors for that State.
Therefore, the CASB advocated, and directed
government contractors to use, the factors method
or any other method that yields similar results.
CAS No. 410 provides guidelines for assigning
state taxes from the operating segment to the contract or other final cost objective.
MANAGEMENT ACCOUNTING /OCTOBER 1977

"Cost allocation
Is a necessary,
but often
abused, process

The result offollowing these cost characteristics is
a G & A overhead pool made up of heterogeneous, immaterial, indirect, nonmanufacturing
overhead costs.
Conclusion
Cost allocation is a necessary, but often abused,
process within the field of management accounting. The availability of a host of allocation methods has led to large -scale cop -outs, using ease of
accounting and other facile considerations to
overshadow cost assignment based on a solid conceptual foundation. Causal or beneficial relationships should be dominant in the process ofselecting an allocation basis. Materiality should be used
to indicate whether a cost should be pooled or
treated separately. Homogeneous costs should be
grouped and allocated together where possible.
The CASB has taken a realistic approach to the
allocation of such home office costs as state franchise and income taxes to operating segments.
Home office costs that can be identified for direct
allocation to segments are isolated and so assigned. Next, significant homogeneous costs are
grouped and allocated using a causal or beneficial
allocation base. Finally, any residual costs are
pooled or grouped and allocated to segments using a base representing total activity.
41

"This approach
. . . is sound. "

This approach, as described in CAS No. 403, is
sound. It has conceptual backing and restores
merit to the cost - assignment process. Although
emphasis in this article has been placed on the
assignment of state franchise and income taxes to
operating segments, similar allocation infractions
can be found in accounting for many of the socalled home office G & A overhead costs. Ac-

countants should consider applying the guidelines
in CAS No. 403 to accounting procedures for all
costs identified with the home office.
❑
, In the case of state franchise and income taxes, such costa have been known to
represent up to 70 percent of the total home office G & A pool balance.
See: T.D. 5000, Sec. 26.9. Para I: 144.
See ASPR, Sec. 15.205.41.
See ASPR, Sec. 15.201.4.
Cost Accounting Standards Guide,Commerce Clearing House, Inc., December
29, 1972.

REPLACEMENT COST ACCOUNTING: HOW WE DID IT
Continued from page 28
Conclusion
A final report was summitted by the working
committee to the full Replacement Cost Committee which summarized our results for the entire
company on an operation by operation basis. It
led our president to ask: "Now that we have this

data, what does it tell us, and what can we do with
it to make us a stronger company ?" The unanimous consensus was, "It really didn't tell us anything that we didn't already know, but it did highlight a number of areas, which we should analyze
more thoroughly, make some minor and some
major changes, and become a stronger and hopefully, more profitable company."
❑

A MANAGEMENT ACCOUNTING SYSTEM FOR
CONTRACT LOGGERS

42

Continued from page 36

Conclusion

The job estimate and control sheets will be posted
from the general ledger accounts since the breakdown is the same in both cases. The general journal will be used for all other entries not included
in the special journals above. At each month's
end, the payables will be estimated and a general
journal entry prepared to include these items in
the accounts. This entry will be reversed at the
beginning of the following month.

The system develops management information
to assist the contract logger in making major critical decisions in his oprating processes. Moreover,
it is a modular system that can be adopted in
whole or in part depending on the needs of the
individual contractor. It is adaptable with minor
changes to nearly any conventional accounting
system in use, and as the needs of the individual
contract logger may indicate.
❑
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Cost Volume Profit Analysis
with Integer Goal Programming
Past progress in the development of integer programming software
and computer hardware suggests that more efficient computer
solutions of IGP applications will be possible over the next several
years.

By Kamal M. El. Sheshai, Gordon B. Harwood
and Roger H. Hermanson
In March, 1961 an article by Robert K. Jaedicke
entitled "Improving B -E Analysis by Linear Programming Techniques" appeared in the N.A.A.
BULLETIN, the predecessor publication to MANAGEMENT ACCOUNTING. The title of the article
is self explanatory, and the article is significant as
one of the early applications of linear programming to appear in the accounting literature.' Jaedicke saw this approach to the solution of breakeven problems as a means to eliminate the simplifying assumption of some fixed product mix in the
case of multiproduct firms. This assumption he
called "... one of the problems that severely limit
the usefulness of the tool [i.e., breakeven analysis]."' At the time the article appeared, computer
software for the solution of linear programming
problems was relatively scarce and inefficient.
Since that time significant improvements in software have been developed to provide solutions for
large scale problems.
Two other simplifying assumptions remain in
the Jaedicke model. They are the assumptions of:
(1) linearity in the contribution function, or constant rates of revenue and of variable costs over
the entire range of possible production, and (2) a
fixed cost function which was truly fixed over the
entire range. These assumptions can also limit the
usefulness of breakeven analysis. The purpose of
MANAGEMENT ACCOUNTING /OCTOBER 1977

this article is to demonstrate how another form of
mathematical programming, specifically "integer
goal programming" (IGP), can be used to eliminate the necessity of these assumptions.'
Computer assistance is just as vital for the solutions of IGP applications as for solutions of the
linear programming model. Past progress in the
development of integer programming software
and computer hardware suggests that more efficient computer solutions of IGP applications will
be possible over the next several years. In the light
of this progress, it would be desirable for management accountants to know how to structure a cost
volume profit (CVP) problem so as to take advantage of IGP techniques. The discussion which follows explains the general form of the IGP model
for a CVP analysis and presents an illustration of
the model's application together with a solution.`
The General Model
Two features particularly distinguish the IGP
model for nonlinear CVP analysis from other
mathematical programming applications: (1) the
use of piecewise- linear functions and (2) the special observance of the association between the
contribution function and the varying levels of
separable fixed costs when constructing the model. (The contribution function is determined by
subtracting the per -unit rates of variable cost from
the associated per -unit rates of revenue at different
levels of output.)

P

0

ON

K.M. EL. SHESHAI

is an Associate
Professor of
Quantitative Methods
at Georgia State
University. He holds a
B. Com, degree from
Alexandria University
(Egypt), and M.B.A. and
Ph.D. degrees from
Indiana University.

This article was
submitted through the
Fort Lauderdale
Chapter.

43

G.B. HARWOOD
is an Assistant
Professor of
Accounting at Georgia
State University. He
holds a B.B.A. degree
from the University of
Texas at Austin, and
M.B.A. and Ph.D.
degrees from the
University of Houston.
Dr. Harwood is a
member of the Atlanta
Central Chapter.

The principle of piecewise - linear functions is illustrated in the graph shown in Exhibit 1. As this
illustration shows, the contribution function is
made up of successive straight -line segments, each
of differing slope. The slope of each segment indicates the per -unit rate of contribution. The piece wise- linear conceptualization of the contribution
function closely follows the form in which accountants often develop revenue and variable -cost
information in real life. That is, booked revenues
and costs are analyzed at relatively short increments of output and are then interpolated linearly
on a per -unit basis between the respective output
volumes. Occasionally, nonlinear functions may
be available as a result of the application of a
curve- fitting technique. In these cases the IGP
model still utilizes the piecewise - linear technique
as a means of approximating a nonlinear function.
Exhibit 2 illustrates the principle of piecewise -linear approximations to nonlinear functions. The
solid line represents the curvilinear function and
the dotted line the piecewise - linear approximation. As the graph in Exhibit 2 suggests, the closeness of the piecewise - linear approximation can be
regulated by the length of the linear segments chosen to approximate the curvilinear function.
The second distinguishing feature of the IGP
model is the association between contribution
function and separable fixed costs. This association may be explained by reference again to Exhibit 1. Each different level of separable fixed costs
is recognized separately and designated in the gen-

eral model by the subscript j 0= 1, 2, ..., k). The
first level (that is, j = 1) of separable fixed costs in
Exhibit 1 is the line labeled FC,. Furthermore the
varying rates of contribution are also separately
recognized in relation to the associated level of
separable fixed costs and are designated in the
general model by the subscript s (s = 1, 2, ..., t).
The rates of contribution associated with the first
level of separable fixed cost in Exhibit 1 (i.e., FC,)
are the slopes of line segments ab, bc, cd, and de.
The slope of df does not change between d and e,
but the segment df is recognized in the model as
two segments de and of in order to associate distinctly with separable fixed cost levels FC, and
FC, respectively. Using the subscript designations
of the model for ab, s = 1; for bc, s = 2; for cd,
s =3; and fo r de, s =4.
Since the IGP model is designed to recognize
multiple products, a third set of subscripts is used
to distinguish one product from another: i (i = 1,
2.... n). The subscripts i, j, and s result in a basic
structural variable which is triple subscripted.
That is, X is the symbol chosen to represent the
number of units of a product, and X;j, specifies the
number of units of a particular product i whose
contribution rate is a variable s in association with
total separable (step variable) fixed costs of level j.
Extending this idea further, the grand total number of units of product i is given by Equation (1)
as shown in Exhibit 3.
Four basic types of functional relationships are
required in the model. These relationships accomplish the following: (1) assure an orderly progression through successive marginal contribution
rates, (2) assure an orderly progression through
successive total separable fixed cost levels, (3)
specify restrictions which must be observed with
respect to available resources, (4) specify the
breakeven condition and the objective function.
These basic types of relationships will now be discussed.
SUCCESSIVE MARGINAL CONTRIBUTION RATES

The constraints required by the model to force
the optimization process to proceed in an orderly
fashion through the successive rates of contribution associated with product i make use of the
variable X;;, as well as some new variables X,;, and
some new constants V,,, which are introduced at
this point. The variables X;j, are integer variables
which are restricted to only one of two values: 0
and 1. The constants V;;, represent the maximum
volume of product i which may be produced at
the sth marginal contribution rate associated with
the jth level of total separable fixed costs. The general form of these constraints is represented by
Equations (2), (3), (4) and (S). The obvious consequence of using A;;, as a coefficient of V;I, is that
the product VA = V when X = 1, and VX = 0
when A = 0.
44
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SUCCESSIVE LEVELS OF SEPARABLE FIXED
COSTS
The constraints required to force the model to
progress in an orderly fashion through successive
levels of total separable fixed costs recognize the
relationship in Equation (6). These constraints
also require the introduction of some additional
zero -one integer variables a,; and some new constants U,,. The constants U,, represent the maximum volume of product i, respectively, associated
with each level of total separable fixed costs for
that product. The constraints are written as
shown in Equations (7) and (8). Parallelling A in
(3), (4), and (5), the variables a cause the product
Ua in (7) and (8) to be zero - valued when a = 0
and to be equal to U when a = 1.

R.H. HERMANSON
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B.A., M.A. and Ph.D.
degrees from Michigan
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RESOURCE RESTRICTIONS
Limitations on the resources, R, used to produce all n products are expressed as shown in
Equation (9). where a';j, represents the marginal
use of the rth resource.
THE BREAKEVEN CONDITION
The total contribution margin generated by is
the sum of the products formed by multiplying
each separate rate of contribution by the corresponding number of units produced. Letting C,,,
stand for the per -unit amount of the sth marginal
contribution of product i on the jth segment of the
associated separable fixed cost function, the total
contribution generated by all n products is expressed as shown in Equation (10).
Furthermore, the total separable fixed costs incurred in order to produce product i may be expressed as the sum of the increments in fixed costs
incurred in order to produce X,. Recalling U;;
from (7) and (8) and letting the constant F,, equal
the incremental separable fixed costs which must
be incurred to produce U;;< X; < U, j, ,, the total
separable fixed cost associated with product i is
given by Equation (11). The a„ are the zero -one
integer variables which were also introduced in (7)
and (8). On the basis of (11) the grand total fixed
costs for all n products —that is, the total separable fixed costs plus the total joint fixed costs —is
expressed by Equation (12), where F„ represents
total joint fixed costs.
The breakeven point may now be expressed on
the basis of (10) and (12) as in Equation (13).
It will be useful at this point to revise (13) according to the goal programming formulation developed and extended by Charnes and Cooper,°
Ijiri,' and Lee.' This formulation involves the introduction of two more variables d' and d . These
variables represent, respectively, positive and negative deviations from the breakeven point. In
terms of the goal programming formulation, (13)
then becomes Equation (14).
By definition, both d' and d - are zero - valued at
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the breakeven point, there being no deviation
from the breakeven point at the breakeven point.
In some systems, however, the CVP relationships
are such that it is impossible to operate without a
profit. In these cases d' will assume a positive
value in the solution to the IGP model indicating
the minimum amount of profit which will inevitably result from the operation of the firm. By the
same token the GVP relationships in other systems are such that it is impossible to operate without a loss. In these cases d will assume a positive
value representing the total amount of loss which
must result from the operation of the firm. Whenever both & and d are zero - valued, their sum,
d` + d , is minimal. Thus the objective function
is to minimized' + d .
Managers are often more interested in the point
of maximum profit than the point of merely
breaking even. The IGP model can easily be
adapted to this use. That is, by using the same
system of constraints as developed above and
changing the objective function to minimize
d` + d , the solution will designate the product
mix or mixes associated with the greatest possible
profit.
Illustration
In order to illustrate the model we assume that
a small subcontractor produces two different parts
for the assembly of residential intercom units.
These products are designated as Product A and
Product B. The manufacture of each part requires
45

a different process involving not only readily identifiable variable costs but also distinctly separable
fixed costs. In addition, we assume that this subcontractor incurs an element of nonvariable costs
which cannot reasonably be allocated to either
product —i.e., joint fixed costs — totalling $10,000.
We assume also that revenue and cost data for
the two products have been made available
through an analysis of the accounting records.
These data are summarized in Exhibit 4. As mentioned before, a common method of analysis leading to the marginal revenue and marginal cost figures shown is to analyze booked revenues and variable costs at relatively small increments of output, interpolate linearly between the respective
output volumes, and divide to obtain marginal
(per -unit) figures.
The increases in marginal contribution which
are reflected in Exhibit 3 may be thought of as
increases which might be encountered in real life
due to quantity discounts on larger volumes of
raw materials. The decreases in marginal contri-

"The decreased
marginal
contribution
reflects an
assumed
circumstance

Exhibit 3
INTEGER GOAL PROGRAMMING MODEL

(1)

k

t

1 =1

9 =1

X, _

X, j„

bution applicable to production of Product A
above 9,000 units may be thought of as decreases
which might result in real life from a piecework
labor premium agreement with the single workman involved in the manufacture of Product A.
The decreased marginal contribution reflects an
assumed circumstance in which the extra cost due
to the piecework rate more than offsets the cost
reductions due to the quantity discounts on raw
materials.
SUCCESSIVE MARGINAL CONTRIBUTION RATES
As explained previously, expressions (2), (3),
(4), and (5) in the general model require the identification of constants V, js, which represent, respectively, the maximum volume of product 1
which m a y be pro duced a t the st h m argin al con-

tribution associated with the jth level of total separable fixed costs. For each product i, these volumes correspond to the upper limit of volume associated with each different contribution function
segment of each new level of total separable fixed
costs. Specifically, these volumes are determined
as the difference between volumes reflected in column (2) of Exhibit 3 at successive increments of
output. For the illustrative case, constraints (2),
(3), (4) and (5) translate into the following constraints for Product A:
X,,, < 1,000
X 111 > I,00()1\
X11t< 3,0001`111
X112> 3,000 X112
X, 13 < 5100000 XI
X113,2 : 5 , 0 0 0 X 121
X121 < 2,000
111

(2)

Xlj, < V, J1

(3)

X,;. > V, j x,je

(4)

XIj e . 1 <

(5)

Xl1tj >_ VOW

(6)

X, j m

(7)

Xlj < U,j

(8)

X, j > U , j all .t , j = 1 , 2 ,. . . ,k — 1

(9 )

1

tj — 1

j = 1,.,., k,

i = 1,.,., n

V j j s + l Al j v

X 121 >

X122< 4,000 X121

Xue
au ,

2 , 0 0 0 X 121

X 122 !

4 , O W
t / X1 31

J ° 1, 2,..., k
n

The analogous expressions for Product B are:
X 211< 6,000

' 1

?

k

1 =1

a =1

(10)

1

ii

Fu a

ll

a' i j e

X I ja C

Cl i o

Rr

( r = 1, 2 , ..., m )

X271> 63000 X21 I
X212 <6,000 X211
X212 > 6,000X,,,
X221 < 300
X221 > 3,000X231

Xi j n

k

(11)
;

=1
n

(12)
(13)
(14)

k

Y F u a, j + F.
Y

Y

i -1

J= 1

k
1 =L

j

:

= t

Y Clio X1j. —

5 = 1

Y

k

1 =1

j=1

k C lio X1, — d - + d - -

8 = 1

See text for explanation of symbols.
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Flj

cr lj

— Fo = 0
F, j a l l —F „ =0

SUCCESSIVE LEVELS OF SEPARABLE FIXED
COSTS
The o rderly pro gress ion o f the m ode l thr ough
successive levels of separable fixed costs requires
identification of U;,, the m axim um volum e of
product i associated with each level of total separable fixed costs for that product. U,1 is given in
colum n (2) of Exhibit 4. In the co ntext of the illustrative case the expressions necessary for this
condition m ay be stated for Product A as:
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Exhibit 4
COST AND REVENUE DATA FOR ILLUSTRATIVE CASE

For Product
0
1,001
4,001
9,001
11,001

(i

=

(3)

Highest
(U0
1)
1,000
4,000
9,000
11,000
15,000

Total separable
fixed costs (Fu)
5,000
5,000
5,000
8,000
8,000

j

(6)

(5)
Marginal contribution (Cu.)

s

(8 )
Marginal
variable
cost

(7)
Marginal
revenue

1
1
1
2
2

$1.75
2.00
2.30
1.80
.50

1
2
3
1
2

$6.75
6.75
6.55
6.40
6.00

$5.00
4.75
4.25
4.60
5.50

1
1
2

$1.00
2.00
2.25

1
2
1

$3.00
3.00
2.75

$2.00
1.00
.50

$

-

For Product 8 (1 2)
0
6,000
4,000
6,001
12,000
4,000
12,001
15,000
12,000
Note--s is reset to 1 each time j is incremented.

(4 )

=

(2)

=

Lowest

Volume

$

(1)

"'.. IGP
techniques will
come into use
over time . . . "

X,11 + X 111 + X,,, < 9,000a „
X111 + X112 + X,,,> 9,000a„
X111 + X,3t < 15,000a,2
The same conditions are insured for Product B by
the following expressions:

The breakeven points (in units) are:
(1 ) A=
(2) A =
(3) A =
(4) A =

O, B = O;
7,152.2, B = 0;
0, B = 10,000; and
0, B = 13,778.

RESOURCE RESTRICTIONS
As mentioned before, the illustration is assumed to involve a single workman, and he works
a regular work week of 40 hours per week, or
approximately 2,080 hours per year. Furthermore
it is assumed that the average time requirements
per unit are 3 minutes for a unit of Product A and
21/ 2 minutes for a unit of Product B. These time
requirements and the total time restriction are expressed in the following constraint:

(3)

23A

(4)

23A

(5)

2.3A

(6)

1,8A

<

<

<

=

+

<

THE BREAKEVEN CONDITION
On the basis of the foregoing information and
with the assumption of $10,000 joint fixed costs as
stated earlier, the breakeven condition is expressed as:
1.75X,,, + 2X1 t + 2.3X,,, + 1.8X121+ .5X,22 +
X21 + 2X312 +2.5X221 _d ' -1 - d - - 5 , 0 0 0 a „ 3,000 a 1, - 4,000 a 2, - 8,000 a 2, - 10,000 = 0
The objective function is, of course, to minimize
d ' + d -.
SOLUTION
The solution to this system consists of four
breakeven points and six breakeven ranges, known
technically as "alternative optima" in mathematical programming.
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<

<

=

<

<

<

<

<

<

<

<

+

<

<

=

+

<

<

=

+

<

<

=

+

<

.05X,,, + .05X12 + .05X,,, + .05X, 2, + . 05X12; +
.042X21 + .042X213+ 1042X221< 2,080

A
12,000
A
12,000
A
6,000
A
12,000
A
15,000
A
6,000
<

2A

<

(2)

213
25,000,
0
1,000 and 6,000
B
2B
25,250, 1,000
4,000 and 6,000 B
B 20,450, 4,000
0
B
9,000 and
26,450, 4,050
2B
9,000 and 6,000 B
2.2513
37,450, 4,000
9,000 and 12,000 B
18,950, 9,000
B
11,000 and
0
B

<

(1) 1.75A

=

+ X 217 < 12,000a 31
Xt1 , + X 212 > 12,000 a 2 3
X721 < 3,000 a2,

+

The breakeven ranges are:
X2 1 1

Conclusion
This article has demonstrated that it is technically feasible to structure a cost volume profit
problem so as to utilize integer goal programming
techniques. Although it may still not be economically feasible to do so on a broad scale (due to the
fact that computational programs in a given situation may not converge easily, and it may be very
costly in terms of computer time) there are indications that IGP techniques will come into use over
time. These techniques will increase the efficiency
of obtaining solutions to nonlinear cost volume
profit problems.
❑
' Robert K. Jaedicke, "Improving B.E Analysis by Linear Programming Technique," N.A.A. bulletin. March 1961.
'see also A. Chames and W. W. Co oper, Management Models and IndustfloI
Applications of Linear Programming, John Wiley and Sons, Inc.. 1961, Chap. 9;
and Yuji Ijiri, Management Goals and Accounting for Control, North Holland
Publishing Co.. 1965, Chap. 2.
Jaedicke, Op. Cit. p. 5.
The authors wish to thank Professor Yuji Ijiri for reading an earlier draft of this
article and making valuable suggestions for improvement.
' The authors wish to thank Coca Cola U.S.A.. Atlanta, Ga. for the use of their
computer facilities in deriving a solution to the illustrative case.
• Charnes and Cooper, Op. Cit.
Ijiri, Op. Cif.
' Sang M. Lee, Goal Programming for Derision Analysis. Auerbach Publishers.
Inc., Philadelphia, 1972.
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A Cost Accounting Framework
for EDP Management
The user sees a dollar per unit of usage attached to nearly every
EDP service while the EDP center incurs those costs in lumps by
month or year.

By Harold M. Sollenberger
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The EDP manager has many needs for cost analyses. Based on the data contained in his firm's cost
accounting system, his task is to make relevant
EDP cost data available to the manager responsible for each EDP - related decision. The task of effectively and efficiently using the ever - larger
amounts of the firm's resources being committed
to data processing services and related activities
grows larger and more critical. Obviously, the
costs of these resources are of interest to managers
because of their absolute size, their growth pattern, and the implied impact on shifts in organizational influence. However, these factors are overshadowed by very simple but difficult to answer
questions like: Is our EDP center saving the company money? When can we economically justify a
larger computer? Is it wise to automate more clerical or managerial tasks? And, how is our EDP
manager doing relative to our needs? For many of
these questions, no one answer can be said to be
correct because our present measurement techniques are not equipped to measure intangible values and opportunity costs. But more fundamentally, most EDP cost accounting systems are not
equipped to respond to the array of cost dependent managerial questions.
Managerial Decision- Making Framework
All information, of which cost data is frequently a major component, must serve to reduce the
uncertainty of a decision - maker. Therefore, the
major reason for collecting and reporting EDP
cost data is to aid a decision -maker who operates,
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uses, or manages EDP resources.' More directly,
these activities can be outlined as follows:
1.
2.
3.
4.
5.

Budgetary planning and control,
Managerial Performance evaluation,
Cost- benefit analysis,
Output pricing, and
User analysis.

These managerial uses are not mutually exclusive
and may not be complete. However, this group
does serve to identify major categories where the
costing requirements and analyses differ. These
five areas constitute the primary areas of managerial decision making. The role of cost data in each
area is clear.
BUDGETARY PLANNING AND CONTROL

Most firms have a formalized budgeting system.
The budget system is intended to communicate to
the entire organization the goals and objectives of
the executive management, to build a detailed
plan of action for each contributing unit, to serve
as an action plan throughout the year or planning
period, and to be a basis of comparison for an
evaluation of performance. Both long -and short run planning horizons are included. The budget is
an expression of decisions already made and of
planned directions with more specific managerial
and operational decisions still to come.
Control is exerted through the responsible manager via budget authorizations. The accounting
systems then report against the cost - controlling
factors and against the controlling manager and
his budget.
MANAGEMENTACCOUNTING/OCTOBER
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The budget also commonly sets expected activity levels, expense levels, service levels, capita]
needs and so on. These decisions are based at least
partially on cost implications for the firm as a
whole, then on the data handling area, and perhaps lastly on the EDP center itself The budget
as an operating guide is built and structured to
promote the organization's overall objectives, to
encourage the responsible manager to decide consistently with the objectives, and to reflect expected activity and expense controls.

ized, however, that pricing systems in EDP environments are primarily processes of allocating
lumps of largely fixed costs to variable usage or
output units.
A charge to users may be very appropriate and
useful from many perspectives. It should, however, be viewed as merely a device to meet the users'
needs for this data and to help meet the managerial objectives of the facility manager. The pricing
scheme is not an end in itself.

" . . . few firms

operate their
EDP center as a
true profit
center ... "

USER ANALYSIS
MANAGERIAL PERFORMANCE EVALUATION

One of the primary purposes of any accounting
system is to generate information on the quality of
the performance of the manager involved. In profit centers this implies a contribution margin concept— revenues generated less direct or traceable
expenses. However, few firms operate their EDP
center as a true profit center. Commonly the EDP
center is a cost center and is frequently thought of
as a service unit, meaning that its costs are allocated to other cost or profit centers.
The financial keys to the evaluation process are
the revenues and costs that are influenced and
controlled by the manager being evaluated. The
process of evaluation is to establish a goal or
plan —a budget for outputs, costs, and other controllable factors; to measure actuals for these
planned elements; and to compare and analyze
differences. The accounting system can and
should distinguish between controllable costs by
responsibility area and the arbitrary allocation of
costs where control cannot be exerted over the
cost. The budgeting process, the reporting system,
and the evaluation scheme should all be founded
on the same basic costing system.
COST - BENEFIT ANALYSIS

Every decision a manager makes should result
from a valid comparison of costs and benefits.
While often emphasizing development areas, the
alternative uses of resources, providing capacity,
setting priorities, and comparing alternative solutions are all included. Important cost elements to
be considered are one -time versus ongoing, short run versus long -run, out -of- pocket versus paper
transfers of dollars, and incremental versus sunk
or fixed cost dollars. The cost - benefit area unquestionably places the most varied demands on the
cost accounting system. Many studies are unique
and use future costs instead of historical data. Yet
any cost - benefit analysis should be able to draw on
the cost system for relevant cost elements.
OUTPUT PRICING

Within the EDP environment it is easy to focus
on the charge -out of pricing issue.' The implication is that somewhere a correct way of assigning
EDP costs to users will be found. It must be realMANAGEMENT ACCOUNTING /OCTOBER 1977

The cost- benefit analysis and the pricing sections overlap into user analysis.' However, the
need to emphasize the uses of EDP cost data by
non -EDP managers is great because EDP services
permeate nearly every element of an organization.
These managerial needs include:
1. Higher levels of management who are assessing
alternatives for maximizing returns on scarce
resources,
2. Users of EDP services who are evaluating alternative managerial strategies,
3. Users of EDP services who are evaluating alternative operational systems, and
4. Users of E DP services who are performing
day -to -day control activities.
The implication is that the cost accounting system
should be able to generate costs that can be applied to the users needs. Thus, several different
pricing formats may be needed to generate incremental costs for the firm as a whole, full costs for
a long -run view, or forecasted development and
recurring operating costs depending on the specific need.
Types of Cost Classifications
Many classes of costs can be identified and
used. However, there are the problems of intermingling of concepts, definitions, and applications
of different costing terms. The objective here is to
present the following classes and explain their relevance and applicability:
1.
2.
3.
4.
5.

Variable and fixed costs
Incremental and full costs
Planned and actual costs
Direct, assignable, and prorated costs
Controllable and noncontrollable costs

These items are major concepts underlying any
cost accounting text. However, their use in an
EDP environment is at times strained and distorted or ignored.
VARIABLE AND FIXED COSTS

A cost is said to be variable if its value moves
with the level of activity, and constant cost per
49

"The concepts
of full and
average differ
from marginal
and incremental
in an EDP
setting . . . "

unit of activity is usually assumed. A fixed cost,
on the other hand, is a constant total figure regardless of any change in the activity base. In addition to an activity base, several other factors are
implied: (1) The assumed fixed - variable split may
not be valid for levels below or above a relevant
range of activity. (2) Over a longer time horizon a
larger percentage of costs will be variable; and the
shorter the time horizon, the more costs will be
fixed. (3) The best activity or volume base may
differ for each expense item or grouping. and, (4)
Many costs are not purely variable or fixed and
may contain elements of both categories. Thus,
while simple in concept, the fixed - variable dichotomy can be misapplied easily if the underlying
factors are not understood,
Few accounting systems are designed to identify quickly variable and fixed cost elements. The
reasons for this vary but center on: an in -place
and inflexible general accounting system; and inability to break down cost items easily and accurately into variable and fixed components; and absence of a generally accepted and applicable activity basis on which to measure all costs for a plant,
department, or responsibility unit; and the initial
classification's dependence on a single cost figure,
at a given point in time, for a given item, and
without reference to an activity base unless an a
priori fixed - variable split is specified.
Another common problem is the conversion of
fixed costs into rates which create variable costs
for the unit being charged. In an EDP environment, the EDP center incurs predominantly fixed
costs, sets rates on activity levels, and charges users for the level of services used. A transfer price
based on a full cost will convert a fixed cost in the
selling unit into a variable cost for the buying
unit. The result is possible suboptimal decision making for the firm as a whole.` The user sees a
dollar per unit of usage attached to nearly every
EDP service while the EDP center incurs those
costs in lumps by the month or year. Thus, the
fixed - variable analysis of costs should be available
to both the user and the provider of EDP services.
INCREMENTAL AND FULL COSTS

Closely tied to the fixed - variable classification is
the distinction between incremental and full costing. In cost accounting terminology this area is
called relevant costing. Obviously, any decision making process should use only the relevant costs
pertinent to the decision. The terms used here include:
1. Marginal costis the unit of total cost added by
adding a unit of volume or an activity segment.
2. Average cost is a unit cost determined by dividing total units at a given level of activity
(usually normal, expected, or actual) into the
total cost at that level.

so

3. Sunk cost is a cost already committed and
spent in the past which will not be changed by
any decision now or in the future and which
cannot affect any future decision.
4. Opportunity cost is the revenue or cost reduction lost because of selecting the next best alternative.
5. Incremental cost is the net added cost if a
change is made, closely related to marginal
costs and generally thought of as money paid
out —an out -of- pocket cost.
6. Avoidable cost isa cost which can be eliminated if an activity is discontinued or eliminated.
It is considered to be a negative incremental
cost.
7. Full cost is a cost which includes both fixed
and variable costs. It is generally thought of as
being based on average cost rates, which would
include both direct, indirect, and common
costs. It may include none, some, or all administrative overhead costs.
These definitions are not universally agreed upon,
and the terms are easily lifted out of context.
The concepts of full and average differ from
marginal and incremental in an EDP setting principally with regard to the inclusion or exclusion of
large lumps of capacity and administrative costs
which are generally fixed costs. The accountant
commonly frames the incremental costing decisions into "make or buy" segments for analysis so
that the decision -maker may choose between alternative courses of action. MAP Statement No.
5, promulgated by the National Association of
Accountants, points out the need to identify the
time frame of the problem.` Many incremental
analysis problems are thought to be short run and
nonrecurring when in reality they tend to have
long -run implications.
Sunk cost is a particularly troublesome element.
It is difficult to overcome the urge to attach value
to the historical cost of an item when the decision
should be based on current and anticipated future
values. The traditional financial accounting system contributes to this urge by using historical
costs for depreciation calculations, balance sheet
reporting, and for measuring return on investment. True, the historical cost is a benchmark for
a posteriori evaluation of that original acquisition
decision, but not for decisions on future investments. After acquisition, service and salvage values become more relevant bases. Care must be
taken to define when a cost is sunk and when it is
relevant. For example, full cost pricing of services
may include the historical cost of a machine even
though that cost is considered sunk for purposes
of replacement.
PLANNED AND ACTUAL COSTS

The need to focus on the distinction between
MANAGEMENT ACCOUNTING /OCTOBER 1977

planned and actual costs arises from the budgetary process. The following terms are defined here
as:
1. Forecast is a prediction of the future; an expression of future costs, activities levels, and
cost impacting events; a working plan which
has not been approved as a budget or goal.
2. Budget is a managerially approved plan of action based on forecasts, past levels of activity
and costs, and performance expectations and
standards.
3. Standard is an expected performance level
which is (set) based on past performance levels,
engineering measurements, or managerial
goals. It relates an expected cost level and an
expected output level.
4. Actual is a measurement of actual results. It is
used to compare against budget figures and to
calculate variances from budget and from standards.
These terms stress the distinction between forecasting itself and an approved plan of action, performance guidelines, and real world measurements. Thus the needs for budgetary reporting
and performance evaluation will emphasize comparisons of budget, standard, and actual data.
DIRECT, ASSIGNABLE, AND PRORATED COSTS
Ideally, the cost accountant would like to be
able to take costs as they are incurred and convert
them into output costs without arbitrary allocations or assumed relationships. Difficulty arises,
however, because many costs arrive as lumps of
costs and in natural forms such as salaries, rents,
and supplies. These costs are then converted into
products or services. For example, the building
rent must somehow be covered in the sales or revenue generation activity of the firm just as are the
costs of direct materials that make up the physical
product itself.
Each type of cost must be attached to a product, unit, or manager in a different way depending
on the type of the decision being made. Three categories of attachment can be identified and are
defined as follows:
1. Direct cost is a cost which is directly traceable
to a manager, a product, a service, or an organizational unit. The cost arises from an action
to incur the cost, for the sole benefit of the
thing or person charged, or from a clear relationship between the cost and the thing or person charged. To an EDP facility manager,
wages and salaries of his operators are direct
costs to him. Dedicated equipment costs are
direct costs to that user.
2. Assignable cost is a cost which is incurred because an indirect action is taken or an identifiaMANAGEMENT ACCOUNTING /OCTOBER 1977

ble but indirect benefit is received by a manager, product, or organizational unit. To be called
an assignable cost, there should be a reasonable
clear, precise, and easily determined method of
allocating the cost based on the benefit received, on the amount of the resource used, or
on the degree of influence the manager being
charged has over the cost. Use of tape drives or
key punching may be an assignable cost to an
EDP services user. A systems analyst's salary
is an assignable cost to the user manager for
whom a project is being done.
Prorated cost is that cost which cannot be
traced or identified with a given manager, process, or unit. These costs generally represent
overhead costs, are common to multiple activities, and can be charged out only on an arbitrary basis which has little logical or theoretical
support. These prorated costs have limited usefulness in decision making. The vice president
of finance's salary is a prorated cost if it is allocated to the departments he controls. Depreciation on EDP facility office equipment is a prorated cost to a user having a one - time -only job
run. Probably the cost of an (operating system)
O/S programmer should also be considered as
a prorated cost in this same context.

/11

... many costs
arrive as lumps
of costs and in
natural forms

These specific terms are only one such set; however, the categories, if not the names, are familiar to
management accountants.
An objective of cost accounting should be to
move as many costs as possible upward from prorated to assignable to direct. Reality limits the
success of this effort even in the most sophisticated cost systems. Each decision analysis should attract only those costs which are relevant for that
type of decision. A cost relevancy framework may
be helpful:
Direct Assignable Prorated
Budgetary
planning
and control
Yes
Maybe
No
Cost -benefit
analysis
Short run
Yes
Maybe
No
Long run
Yes
Yes
Maybe
Performance
evaluation
Yes
Maybe
No
Output pricing
Yes
Yes
Maybe
User analysis
Yes
Maybe
No
From an EDP viewpoint the "yes," "no," and
"maybe" responses are not precise, but reflect the
dominant attitude.
A key factor is the implied importance of direct
costs and the significantly lower level of importance attached to prorated costs. Thus, the need
to know the "exact" full cost of a given service
may be of limited managerial value when that cost
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Controllable costs are those which can be influenced, determined, or incurred by a given manager. Budgeting, performance measurement, and
cost control are based on the assumption that every cost should be assigned to the manager who
can control that cost. Some costs are controllable
at the lowest supervisory level, others only at the
senior executive level. The concept implies that a
given manager's cost control reports should include: costs which he incurs directly, costs which
he directly controls and from which he directly
benefits, and costs which he can influence through
his own actions and decisions. Beyond these, the
only costs that should appear in his responsibility
reports are for information purposes and not for
control or evaluation of his performance. The controllable /noncontrollable split is not precise and
often is dependent on firm policy definition. Frequently, but not necessarily always, direct costs
are controllable. Commonly, assignable costs have
controllable elements in them. Rarely would prorated costs be controllable.
The cost classifications identified above are by
no means the only classes. Even those described
are frequently discussed under different titles.
However, these classes identify the major costing
concepts applicable to the EDP environment.
Within each decision - making category, one or
more different costing schemes are needed to
make optimal decisions. Understanding individual
cost terms and their usefulness under different circumstances appears to be a key in improving the
quality of EDP management.
The Cost Accounting System Framework

of

The task now is to construct a cost accounting
system which will meet the managerial needs for
cost data and which will bring the costing concepts and the decision- making framework together. One cost system cannot be designed and set
out as the solution. The EDP manager's environment has an impact on his costing requirements.
services provided, experiFor example, types
ence and intuitive abilities of the managers involved, kinds of clients or customers, relative size,
and organizational relationships impact the EDP
managerial decision - making process which in turn
determines the EDP cost accounting system. This
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1.
2.
3.
4.

Resource utilization measurement
Cost collection and classification
Cost and responsibility center identification
Management reporting system
a. Budgeting and budget reporting system
b. Operations reporting system
c. Special cost studies
5. User cost reporting

Exhibit 1 illustrates the basic relationships
among these components.' The system suggested
here is not intended to put the EDP area in a
position of determining the cost system outside
the EDP area. To the extent possible, this system
should work within the constraints of the firm wide system. The EDP cost system should not be
viewed as a prima donna within the firm, yet internally it should have the sophistication needed
to serve the EDP managers and users.
RESOURCE UTILIZATION MEASUREMENT

One definition of resource utilization measurement (RUM) is the following:
"This concept embraces measuring, relating,
and reporting resource availabilities and
uses in terms of objectives served, results
achieved, and management responsibilities
for ADP systems, projects, and functions. It
involves specific measurement and recording, relating, and reporting of the supply
and consumption of physical financial, personnel, and other resources in financial and
operational terms meaningful to ADP management and to management. "'
The RUM and the chart
accounts systems as
shown in Exhibit 1 are the major EDP resource
data collection devices. In most firms the RUM
consists of the personnel time reporting system
and equipment performance measuring systems.
The latter is available from nearly all EDP equipment vendors. While varying in quality and quantity of measurements, these systems,
applied
properly, can generate most of data needed for
both EDP and user management reporting. Care
must be taken to transform the highly technical
data into applied efficiency and use benchmarks.
Equipment configuration, physical set up, local interpretation, different levels of recorded details,
and vendor biases are all factors affecting the
quality of usage measurements. Frequently, great
if

CONTROLLABLE AND NONCONTROLLABLE
COSTS

system is itself a cost item and must justify its
existence. The size, scope, frequency of operation,
detail captured, and reports generated are all variables that must be weighed against the above environmental factors. Key common components of a
generalized EDP accounting system can be identified and are common:

of

"The EDP cost
system should
not be viewed
as a prima
donna with the
firm . . . "

depends so heavily on prorated cost allocations.
Frequently direct costs for performance evaluation become assignable costs for user analysis purposes. Many EDP costs cannot be considered direct when carried beyond the original cost center.
The manager receiving the assigned costs, however, may still be vitally concerned about them depending on the types of decisions for which he is
responsible.
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detail and exactness obscure the need for basic
and fundamental output measures which can be
logically matched against cost. The intent here is
not to belittle sophisticated hardware monitoring
capabilities, rather it is to place them in the same
perspective as cost data with which they are analyzed.

ing formats, budgeting and planning for new services or new time periods, and regular financial
and internal audits.
Costs should be collected and classified at the
lowest level of aggregation possible. This merely
says that the initial recording should not lose any
detail that might be needed later. In many cases,
however, it is difficult to identify what that lowest
element is. For example, a programmer's monthly
salary may be subdivided for control purposes
into days or hours. Carrying this to minutes is
probably unnecessary. Definitions can be set that
allow the cost elements to be measured and tied to
end purpose classifying schemes. The direct and
assignable definitions discussed earlier become relevant to the extent of cost allocations. Prorating
costs should be limited or at least identified as
such. Care must be taken to insure consistency in
definition when a cost /resource use ratio is calculated.

COST COLLECTION AND CLASSIFICATION
The initial cost classification task becomes critical to many future uses of cost data. What is
needed within the EDP cost system is an application of many data base management ideas. Most
EDP cost systems accumulate costs by natural
classification into accounts such as wages and salaries, rental expense, and depreciation. What is
needed is a mechanism that allows cost centers,
cost transaction source and type, cost behavior
type (i.e., direct, variable, etc.), and also natural
classes to be identified. The basic collection system should be equipped to capture all direct and
indirect EDP costs, and to allow cost aggregation
that is consistent with the resource utilization
measurements, managerial responsibility alignments, and charging mechanisms based on customer usage of EDP resources. They should also
be able to provide a basis for future EDP cost
analysis including post completion cost- benefit
analysis, special studies requiring nonroutine cost-

"Costs should
be collected
and classified at
the lowest level
of aggregation
possible. "

COST AND RESPONSIBILITY CENTER
IDENTIFICATION
One of the main components of any cost system
is a responsibility accounting system which places
each cost element under the direct control of a
specific manager. The responsibility center concept implies that costs which are controlled by,
influenced by, or traceable to the facility manager

r

Exhibit 1
EDP COST ACCOUNTING SYSTEM FRAMEWORK: COMPONENT RELATIONSHIPS

INPUTS: Resource Utilization Measurement System
EDP Systems
personnel time
reporting system

EDP operations standards,
scheduling, monitoring, usage
data collection system
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EDP user reporting
Job costs
Project costs
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"The EDP area
is probably the
scene of more
non - routine cost
analyses than
other units in
the firm. "

should be charged to him. Exhibit 2 illustrates the
flow of costs by way of the chart of accounts into
cost centers, responsibility centers, EDP jobs, and
profit centers.
The common situation is that an EDP center is
a collection of activities which generate costs and
which have some common element such as an
output, a task, or a process. Within a responsibility center a cost center can be created to reflect
clustering of costs around a particular service
such as key punching, a machine operation such
as off -line printing, or a systems development
project.
The responsibility center costing concept is central to managerial performance evaluation and
cost control decision- making elements. Every
EDP cost should be the responsibility of a specific
manager in the EDP organization structure. The
cost center structure is a major component of the
chart of accounts. Thus, responsibility accounting
ties the detailed cost elements to the managerial
structure.
MANAGEMENT REPORTING SYSTEMS

Obviously, internal reporting (to EDP managers) and external reporting (to users of EDP services) have different requirements. The EDP manager's overall reporting concerns include: monitoring operating conditions, measurement of
workload volume of inputs and outputs, work
progress toward operating targets or benchmarks
by responsibility center, budgetary control by responsibility center, executive -level reports on activities and plans, and planning or special studies.
Generally, on -line monitoring has few cost elements. But as budgets and projects are considered
and as the time frame lengthens, costs become
more critical. The terms budget reporting and operational reporting are used in Exhibit 1 to illustrate an important but difficult to define difference
between budgetary control and performance evaluation. The former emphasizes the fiscal planning
and control needs of EDP, while the latter evaluates performance in physical and dollar terms.

creating process considers capacities, workloads,
personnel levels, support requirements, technology levels, schedule commitments, and finally the
costing of all these elements. Specifically, an EDP
expense item should appear as part of the EDP
center and user annual budgets and in the system's life cycle cost base.
The budget reporting system operates on budget data from the profit plan, the cost and responsibility center structure, and costs accumulated by
the EDP chart of accounts. As Exhibit 3 implies,
the outputs are budget -to- actual reports for the
EDP responsibility centers and application system
cost data for ongoing economic evaluations. Flexible budgets and follow -up on budget variances
are additional tools which tighten control.
The operations reporting emphasis is on efficiency and effectiveness measures. Of special note are standard
costs and variances, management by objective
goals, costs per some uniform work unit, post completion audits of systems project purposes,
and capacity utilization measurements. The task
is to determine performance goals for the EDP
function including measures of human output,
machine output, cost to output comparisons,
timeliness and service level performance, and capacity available, used, and unused for all EDP resources. To evaluate performance relative to these
broad goals, EDP managers need a wide range of
measures. Most of these measures come directly
from the resource utilization measurement systems of manpower and hardware use. It is this
data that aids the EDP manager to project and
identify the following considerations, among others:
OPERATIONAL REPORT ING SYSTEM.

1.
2.
3.
4.
5.
6.

Plan and schedule execution,
Workload patterns and growth,
Capacity constraints,
Optimization of configurations and scheduling,
Specialized services needed or unused, and
Operating difficulties and maintenance problems.

BUDGET ING AND BUDGET REPORT ING SYSTEM.

Exhibit 3 illustrates a fundamental concept of
EDP budgeting —the multifaceted budget. First,
systems projects and applications are planned and
budgeted over their complete life cycle.' These life
cycle budgets include: EDP hardware or software
capabilities (facilities viewpoint), system development, implementation, and operation of user applications (execution viewpoint), and user functional operations systems which include the EDP
application (use viewpoint), The task of coordinating these viewpoints is difficult for the annual
plan (next year); therefore, a long -run perspective
is also needed to allow a complete economic and
operational evaluation to be made. The budget
54

Operations and budget reports must be interdependent, Budgets are built on operational needs
and goals, and operational plans are partially built
on the organization's budget goals.
The EDP area is probably the
scene of more nonroutine cost analyses than other
units in the firm. The ability to retrieve costs; to
analyze volumes, capacities, and work patterns;
and to respond to inquiries from users, systems
development, and EDP's own facilities planners
requires a data base using the RUM system and
the cost classification system. It is reasonable to
consider modeling the EDP function which would
SPEC IAL STUDIES.
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allow "wh at if' q u estio n s to b e an aly zed with actual, pla n n ed , an d b u d get ed d ata fro m th e RUM
and chart o f acco u nts data b ases.
EDP USER REPORTING SYSTEM
The EDP u s er is ass u m e d t o h ave p r im a ry responsibility fo r so m e activity in the firm which
may entail eith er heavy or m erely incid en tal use of
E D P resou rces. His con cern is jo b acco mp lish m ent, not EDP u se. Ex h ib it I illustrates th e relationship o f t h e data collection systems an d the
user chargin g sy stem via a ch argin g algo rith m .
Pr o an d con argu m en ts about th e wisdom of
EDP user ch a rges h as b ee n d eb ated in th e literature with the large majo rity su pp o rtin g th e
charges.' A study by David Li o f t h e C o st Accounting Stan d ard s Bo ard h as pro vid ed go o d evidence of th e ex ten t o f ch argin g an d th e b ases fo r
the ch arges ." Th e crit eria f o r so u n d ch argin g algorithm s has b een d ifficult to identify . One set in cludes:
1. Cost assign ment sh ou ld result in eq u itable
charges to all u sers an d fo r the like wo rk.
2. Charges sh ou ld be u n derstan d ab le to th e users
and the EDP m a n agers.
3. Charges sho uld be relatively inexp en sive to calculate, and th e sy stem sh ou ld be easy to ad minister.
4. The chargin g b ases sh o uld b e stab le o ver tim e
to allow co nsistency of decisio n an d evalu atio n
criteria.
5. Charges sho uld reflect cap acities an d vo lu me
com m itm en ts using a budget frame -work for
predeterm in in g u se, co st, an d rate factors.
6. Variances should be analyzed for cause and
controllability .
7. Priority an d d ifferen tial rates are d esirab le d eviations fro m "fu ll co stin g" if co n tro l an d eco nom ics are im pro ved .
8. Cost assign ments sho uld be developed in a
manner th at will allo w th e u ser to u se relevan t
costs in making cost - benefit ju dgments within a
system life cycle co n tex t."
Em phasis o n p erfo rm an ce m easu res wh ich are
understand ab le by the u ser imp lies that charges b e
based upon measu res co m m o n to user activities
external to th e EDP cen ter.
The difference between in tern al and extern al
work measures is im p o rtan t. Th e E D P m a n a g e r
provides th e EDP reso u rc e in p u ts (in tern al). Th e
user provides data inputs and receives a finished
product (ex tern al). In rep o rtin g to u sers, ex tern al
m easures a re relevan t to th eir p lan n in g an d co n trol processes b ecause they can id en tify the o utp ut
work unit an d its co st with vo lu me, tim ing, accu racy, and other work measures. Internal usage
measurem en ts, o n th e o th er h an d , are relevan t to
the EDP m an agers who are p lan n in g an d co n tro lMANAGEMENT ACCOUNTING /OCTOBER 1977

Exhibit 2
EDP COST REPORTING
Co rp orate prof it c ente r
res ponsib ility
Corpo rate staff
res ponsib ility
User area
res po ns ibility
centers

Corporate
EDP manager
res ponsib ility
center

Sys. develop.
resp ons ibility
center

User area
cost
centers

EDP o perations
res ponsib ility
center

and /or

5
Project
cost
centers

EDP o perations
cost
centers

�

5

EDP
system
costs

EDP job
costs

EDP costing
i

Chart of acc ounts

Corpo rate
chart of acco unts

Exhibit 3
MULTIFACETED EDP BUDGETING VIEWPOINTS

System 1

EDP sys tems p rojects and applic ations

System 2

System life cycle plans and budgets

System 3

De ve lo p me nt, imp le me ntation & us e

System 4

(Prepared by users & EDP personnel)

Ac tual &
budget
data f ro in
past years

Budget
data
year 1

Budget
data
year 2

Budget
data
year 3
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":. .t he
external work
unit basis of
planning can
generate a
higher level of
communication

ling resource capacities, workload levels, production schedules, and other factors relevant to the
internal management of EDP resources.
Planning according to expected external activity levels provides the basis for performance evaluation on a before and after the fact basis. Also, the
external work unit basis of planning can generate
a higher level of communication between the EDP
center and the user. One approach to billing users
for EDP services based on a computer activity
unit has been suggested.1I A number of firms have
successfully developed budgets which are user
workload dependent.
It cannot be assumed that a well- designed report system will replace the need for other communications channels between information users
and providers. But it should be as effective as possible in presenting relevant costs and operating
data in as useful, accessible, and timely a format
as possible.
Summary and Conclusion
A framework for cost accounting within the
EDP environment has been constructed. The
needs for cost data were first described. These included:
1.
2.
3.
4.
5.

Budgetary planning and control,
Managerial performance evaluation,
Cost - benefit analysis,
Output pricing, and
User analysis.

While not mutually exclusive, these needs represent the major uses of cost information in an EDP
related decision - making environment.
The nature of costs was then examined. Terminology and concepts are commonly intertwined
and confused. The following cost classifications
were examined:
1. Variable and fixed,

56

2.
3.
4.
5.

Incremental and full costs,
Planned and actual costs,
Direct, assignable, and prorated costs, and
Controllable and noncontrollable costs.

Different cost classifications are needed for different types of decision - making situations.
With sets of decision types and cost classifications, a cost accounting system was built to collect, manipulate, and report relevant information.
The concepts identified as key components of a
cost system were:
1.
2.
3.
4.
5.

Resource utilization measurement,
Cost collection and classification,
Cost and responsibility centers identification,
Management reporting system, and
User cost reporting.

The components, if applied to an operating EDP
environment, are valuable tools for management
control of EDP resources.
The cost system components discussed allow
many different analyses to be generated. These
analyses are directly applicable to the diverse decision- making requirements that surround the management of EDP resources by executive, EDP,
and user managers.
❑
' R.C. LaVelle, " Managing the Information Processing Facility,- ArthurAndersen Chronicle, June 1972, pp. 9.11.
` Perhaps the original purpose of cost accounting systems was to measure the
cost of a product so that a price could be determined.
' For an extensive bibliography on this subject see Selected Literature on Cost
Accounting and Cast Control for Automatic Data Processing: A Bibliography,
United States General Accounting Office, Washington, DC, January 7, 1976.
' J.J. Sobczek, " Pricing Computer Usage," Daranration. February 1974, pp. 6162.
, MAP Statement No. 5, Criteria for.bfake -or -Buy Decisions, National Associa•
tion of Accountants. New York, 1973, p. 2.
' These components have been described by the Task Group on Principles, Stan.
dards, and Guidelines for Management Control of Automatic Data Processing
Activities and Systems, Management Guidelines for Cost Accounting and Cost
Control for Automatic Data Processing Activities and Systems, United States
General Accounting Office, Washington, DC, September 17, 1975.
Ibid.. p. 2.
' Ibid., pp. 12 -15.
Selected Literature, Op. Cir.
David H . Li, "Accounting for Costs of EDP Service Centers." paper presented
to SHARE Installation Management Project Conference, August 21, 1975.
" Task Group, Op. Cit., pp. 33 -38.
" John J . Anderson, " Direct Chargeout of Information Systems Services Costs,"
Management Advisor, March❑ April❑1974,❑pp.❑30.32.
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BO O S

FOR THE MANAGEMENT ACCOUNTANT

Any book reviewed in MANAGEMENTAccouNTING maybe borrowed from the library at the NAA national office.

Essentials of Accounting
Robert N. Anthony, Addison- Wesley
Publishing Co., Jacob Way, Reading,
MA 01867, 1976, 175 pp. —In this programmed text, the author describes the
elements of good accounting practice
and leads the reader to an understanding of what accounting statements can
and cannot tell you.
Accounting Theory and Practice
M.W.E. Glautier and B. Underdown,
Pitman Publishing Corp., 6 East 43rd
St., New York, NY 10017, 1976, 741
pp. —A new approach is introduced
wherein not only conventional areas of
accounting are covered, but also new
developments and new problem areas.
Cost Reductions from A to Z
Edited by Lindley R. Higgins and Ruth
W. Stidger, McGra w -Hill Book Co.,
1221 Ave. of the Americas, New York,
NY 10036, 1976, 505pp. —The business
executive should find scores of useful
ideas that can be directly applied to reduce costs.
Financial Analysis and Business
Decisions on the Pocket Calculator
Jon M. Smith, John Wiley & Sons, Inc.,
605 Third Ave., New York, NY 10016,
1976, 316 pp.—The emphasis of this
book is upon case studies involving the
pocket calculator's role in the decision making process.
Accounting for Research and
Development
Dr. J. Batty, Business Books Ltd., 24
Highbury Crescent, London N5, England, 1976, 237 pp.—Throughout the
book reference is made to the fundamentals ofaccounting necessary for implementing an R &D program as well as
controlling it.
Business and the American Economy,
1976 -2001
Edited by Jules Backman, New York
University Press, Washington Square,
New York, NY 10003, 1976, 196 pp.—
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The lecturers whose papers are included
in this volume are a distinguished group
who explore some of the perplexing economic problems facing our future.
The New Inflation and Monetary
Policy
Edited by Mario Monti, Holmes & Meier Publishers, Inc., 101 Fifth Ave., New
York, NY 10003, 1976, 307 pp.— Several economists describe a "new inflation"
which departs from previous models of
economic behavior. This work covers
the proceedings of a conference organized by the Banca Commerciale Italia na and the Department of Economics of
Universita Bocconi in Milan, 1974.
The Corporate Conscience
David F. Linowes, Hawthorn Books,
Inc., 260 Madison A ve., New York, NY
10016, 1976, 240 pp.—The author suggests means ofgiving visibility to the social actions and non - actions of a business enterprise through a Socio -Economic Operating Statement (SEOS) as a
form of "social audit ".
Corporate Collapse: The Causes and
Symptoms
John Argenti, John Wiley & Sons, 605
Third A ve., New York, N Y 10016,
1976, 192pp. —After studying a considerable number of company failures, the
author has presented an analytical and
constructive book which will be invaluable for those concerned with the continued health of companies.
Defining the Manager's Job
Max D. Wortman, Jr. and Joann Sperling, AMA COM, 135 W. 50th St., New
York, NY 10020, 1976, 434 pp. —In organizations that do not have management position description programs,
this book can be used as a major source
of information on organizing, designing,
obtaining executive approval and implementing a program.
Successful Small Business Management
Leon A. Wortman, AMA COM, 135 W.
30th St., New York, NY 10020, 1976,

262 pp. —It doesn't matter what kind of
business you are in or starting, the nontechnical, everyday language of this
book applies to manufacturing, retailing, wholesaling, distribution, and marketing.
Development and Evaluation of Job
Performance Criteria: A Procedural
Guide
Warren S. Blumenfeld, Publishing Services Div. School of Business Administration, Georgia State University, Atlanta, GA 30303, 1976, 46 pp. —The author's purpose of this monograph is to
present an introduction and background
to deal with the job performance criteria
problem.
Production: Concepts, Analysis,
Control
3rd ed., Richard J. Hopeman, Charles
E. Merrill Publishing Co., 1300 Alum
Creek Dr., Columbus, OH 43216, 1976,
651 pp.—Operations research techniques, the graphic method of linear
programming and other analytical techniques are drawn upon from varied industries as a frame of reference for the
application of production concepts and
controls.
Project Management —How to Make It
Work
Charles C. Martin, AMA COM, 135
West 50th St., New York, NY 101019,
1976, 312 pp.—The author provides a
comprehensive description of the principles and practices of project management. He tells how to get the benefits of
project management without disrupting
the existing organizational structure or
incurring excessive costs.
The Complete Handbook of
Maintenance Management
John E. Heintzelman, Prentice Hall,
Inc., Englewood Cliffs, NJ 07632, 1976,
335 pp.—Twenty -four chapters are
packed with modern methods to improve operations and get the most out
of each dollar spent on maintenance activities.
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YOU NEED MORE THAN LUCK

Mon. /Tue.

Wed. /Thu.

Accounting for Planning &
Control of Not for Profit
Organizations

Problem Solving Methods
for Accountants and
Administrators

Developing and Using
Standard Costs

Modern Budgeting Methods
for Local Governments
and Nonprofit
Institutions

Long -Range Strategic
Planning and Analysis

Wed. /Thu. /Fri.
Operational Auditing
Effective Cash Management

Flexible Budgeting and
Performance Reporting

Accounting for Foreign
Operations

Communications and
Report Writing
Thu. /Fri.

Mon. /Tue./Wed.
Data Processing— Concepts
and Information Systems
Design
Wed.
Financial Aspects of Long Range Planning

Retail Financial Control
Systems

LO S A N G E L E S
DEC. 5 -9
BEVERLY HILTON

(Please type or print)

I Name
I Title
— Social Security No,
I Division, Plant or Office
I Company
Street Address
I 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
I
11.
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I

Material Requirements
Planning
Management Science for
Budgeting and Profit
Planning

Registration Information
To register for any Course listed, fill
out and return the registration form
together with your check to:
National Association of Accountants
919 Third
N. Y. 10022
New
York,Avenue
® .
Att: CEP Registrar
(212) 754.9758

Fee

$

I Fees
Nonmembers*
I 1 day Course Members
115
140
2 day Course
230
255
I 3 day Course 345
370
The fee for NAA Courses includes daily
I luncheons,
refreshments, and all
I technical materials.
"Nonmembers: The S25 differential
I per
Course for nonmembers may be
to NAA membership; or the
I applied
$25 may be applied against the dues of
NAA member of the same firm
I an(organization).
The differential may
be used anytime before June 30, 1979.

I
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AN OPERAT ING MANUAL FOR CORPORAT IONS AND GOVERNM ENT S
BY
KEVIN W. TOURANGEAU
THE PRESENT FLOOD OF PUBLICITY PERTAINING TO
ZERO BASE BUDGETING HAS CREATED MUCH INTEREST
AND ENTHUSIASM IN THE SUBJECT. IT HAS LEFT MOST
EXECUTIVES WITH AN UNDERSTANDING OF THE BASIC
PRINCIPLES OF ZERO BASE BUDGETING. IT HAS ALSO
CREATED A FRUSTRATING VOID CONCERNING THE
BRIDGE BETWEEN THEORY AND PRACTICE. THIS BOOK
ADDRESSES THIS VOID. IT IS A HOW TO DO IT W ORKBOOK
IN THE FORM OF AN AUTHENTIC OPE RATING MA NUA L .
NOTHING IS LEFT TO THE IMAG INATIO N. THIS BOOK COMMUNICATES THROUGH
EXAMPLE, NOT THRO UGH THEORY. FOR THE CORPORATE OR GOVERNMENT DECISION MAK ER INTERESTED IN ZERO -BASE BUDGETING, THIS BOOK IS A MUST. TO
OBTAIN YOUR PERSONAL COPY AND ANY ADDITIO NAL COP IES FO R YOUR STAFF,
PLEASE WRITE TO THE PUBLISHER AT THE ADDRESS BELOW OR USE THE COUPON
FOR YOUR CONVENIENCE. IF YOU ARE NOT COMPLE TELY SATIS FIED, YOU MA Y
RETURN THE BOOK FOR A FULL REFUND W ITHIN 10 DAYS.
TO:

TOURAINE PUBLISHING CORPORATION
P.O. BOX 510, STATION Q
TORONTO, ONTARIO M4T 2M5

PRICE PER COPY:
$19.95

- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - PLEASE SEND ME
COPIES OF THE BOOK ZERO -BASE BUDGETING, AN OPERATING MANUAL
FOR CORPORATIONS AND GOVERNMENTS.
CHECK METHOD OF PAYMENT:
❑

Cheque or Money Order enclosed
(Postage paid by publisher - $19.95)

❑

Company Purchase Order enclosed
(Plus 10% postage & handling $21.95)

❑

Charge my Credit Card Account
(Plus 10% postage & handling - $21.95)
Master Charge
❑

❑

Bankamericard

Account Number

1J❑❑0❑❑E0E1E100E1D0
C a r d e xp i r y d a t e _ _

NAME (Please print or type)
TITLE
COMPANY
ADDRESS

CITY
ZIP CODE

STATE
_

TEL. NO. _

SIGNATURE
(P L E A S E A L L O W A T L E A S T 3 W E E K S F O R D E L I V E R Y)
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The Hassle Factor Worksheet
The Commission on Federal Paperwork wants your help in reducing
regulatory red tape. The cost: Just fill out one more form.

The efforts of the Commission on Federal Paperwork is
one governmental activity that NAA members heartily approve.
It has been estimated by the Commission that the financial burden on business of federal information gathering
has reached $32 billion annually. The Commission's initial
two years of intensive study of paperwork problems have
already resulted in 717 recommendations to reduce demands on those who are subjected to excessive reporting
paperwork.
NAA has in the past provided input in this part of the
project. A special meeting was organized during the Association's 57th Annual Conference in Miami Beach in June
1976, Attendance was opened to all members registered at
the Conference, and a large group participated in the presentation by C.C. Candee, Business Liaison Officer with the
Commission.
Once again, NAA is offering its assistance in the Commission's continuing research for a saner approach to federal regulations and reporting. Since the business sector of
our society is the one most heavily burdened by excessive
paperwork, the collective voices of NAA members in taking
a strong position in effecting change and improvement can
be influential.
On the next two pages are reproduced a rem ovable
worksheet that will enable you to tell the Commission how
you feel about a specific form which "hassles" you. The
"Hassle Factor W orksheet" also m ay be duplicated for
those who wish to analyze more than one form. The more
forms the Commission receives, the more the input will be
useful in the Commission's deliberations. Though this current appeal may produce an initial flood of paper, it may
result in reducing other floods of paperwork to mere trickles in the future. That eventuality is one which NAA members will undoubtedly anticipate with pleasure.
o
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Detach page.

COMMISSION ON FEDERAL PAPERWORK

This worksheet is designed to help you describe what is
wrong, so work can be done to eliminate the problems
you have with paperwork and red tape, if you have the
time and do not mind the hassle of filling this out too.

HASSLE FACTOR WORKSHEET

Here is my evaluation of
•

(Form number title of form)
for

Which is required by:

(Agency name)

QUESTIONS

(Title of program)
Please select one score for each question
5

4

3

2

1

The requested information:

serves no
known purpose

Is somewhat
excessive

is needed
information

The time and cost to get the information
and fill out the paperwork is:

very
burdensome

somewhat of a
burden

no significant
burden

The information is:

not
available

can be prepared
from our records

readily
available

The requests and instructions are

complex and
confusing

somewhat
vague

simple and
clear

Is the same information provided
elsewhere?

yes

some overlap

no

Government collection and use of this
information:

causes great
concern

causes some
concern

causes no
concern

This paperwork is part of a program that
treats people in ways that are:

hostile and
frustrating

indifferent and
impersonal

responsive and
helpful

This paperwork is part of a program that
is:

terribly
complicated

unnecessarily
difficult

simple and
efficient

Is this program similar to others in
purpose but different in requirements
and procedures?

yes

somewhat
similar

no

Overall, do you feel that this paperwork
is:

unnecessary
red tape

difficult

important and
necessary

This ■ not an official
or required form
(please see reverse side)
-- Page is perforated for easy removal.

SCORE

TOTAL
HASSLE
FACTOR
10
21
31
41 -

10
30
40
50

=
=
=
=

ACCEPTABLE
COULD BE BETTER
TOO MUCH HASSLE.
DI SASTER

Please use this space for comments and suggestions.
Any information on costs and savings will be appreciated

Please return this form to: Congress, the President, the Agency, or anyone
who should know about the problem you have with
paperwork and red-tape.

If you would, please identify yourself.
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If you are willing to help further in
solving this paperwork problem, please
indicate how you can be contacted,
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NAA RESEARCH STUDY

Zero -Base
Budgeting
NAA publishes a monograph on the hottest new
management subject, describing the basics of
the tool and offering implementation guidelines.

Before President Jimmy Carter was inaugurated, few people
had heard of the term, zero -base budgeting. Today, of course,
zero -base budgeting has emerged from the pages of technical
journals to become one of the most widely publicized management tools.
What is zero -base budgeting? How does it work? Should
your company adopt this planning and control tool? In a new
book, just released by the NAA Research Department —
Zero -Base Budgeting. A Planning, Resource Allocation and
Control Tool—James W. Pattillo describes the zero -base budgeting concept and furnishes guidelines for managers to consider in implementing such a system.
Dr. Pattillo is Peat, Marwick, Mitchell Professor of Accounting at Notre Dame. He also prepared the NAA Self Study course on the same topic.
The times are ripe for zero -base budgeting. As Dr. Pattillo
points out, "This approach to spending meets today's increasing pressures to make optimum allocation of scarce resources
and to improve the organization's management control system." Surprisingly, the development of zero -base budgeting
goes all the way back to 1964 when it was introduced in the
U.S. Department of Agriculture. Its later development at
Texas Instruments, the key role of Peter A. Pyhrr, and then
Gov. Carter's introduction of the budgeting process in Georgia —all are facts that have been widely publicized.
In an overview of the Zero -Base Budgeting system, the author notes it is a relatively new term to many managers. The
underlying concept is simply a "systemization" of the operational planning and budgeting decision process that has been
used for years. The technique is primarily a planning tool as
well as a budgeting tool.
Both planning and budgeting must go together as part of
the managerial process of accomplishing objectives in a cost
MANAGEMENT ACCOUNTING /OCTOBER 1977

effective manner. Plans that are developed must consider the
resources required to carry them out. Likewise, budgets must
consider the organizational, procedural, and other operational factors that must be controlled to make budgets realistic
targets.
Zero -Base Budgeting is a process of allocation according to
projected results. It is a highly structured and systematic
process requiring each manager to justify in detail his entire
budget request. The budget request is defined by activities and
operations, identified as decision packages which are systematically analyzed and evaluated and finally ranked in the order of their importance.
One of the advantages of Zero -Base Budgeting is that it
identifies functions and duties that have lost their effectiveness; therefore, these may be placed at a low priority or eliminated. It aids management in allocating resources away from
outdated functions and makes those resources available to
more effective functions.
The technique also enables each competing request for
funds to be compared and analyzed against the limited financial resource base. Only by selecting those projects which will
maximize the goals of an organization, and ranking the projects in priority order, can it be said that a budgeting system is
operating effectively.
In the other five sections of the report, the author describes:
• Benefits and Limitations of the Z -B Budgeting System
• Analyzing the Organizational Relationships
• Determining Decision Packages
• Ranking Decision Packages
• Implementing Zero -Base Budgeting.
The book is available free for a limited time period from
NAA as a membership bonus. Please use the return postcard
request form provided in this issue.
D
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MANAGEMENT
ACCOUNTING
PRACTICES
Continued from page 12
ing companies. The MAP Committee
commented on tabulation of costs by
function, disclosure of revenues, oil
and gas reserves, quarterly reporting,
reporting foreign operations, among
other topics considered.
Copies of MAP Committee comment letters are available by written
request to Manager —MAP Development, at the National Office.

CPAs Require Written
Representations
An auditing standard issued by the
American Institute of CPAs requires
independent auditors to obtain from
management written representations
about matters discussed during an
audit.
The written representations, which
are intended to "reduce the possibility
of misunderstanding," will vary depending on circumstances but ordinarily would cover management's acknowledgment of its responsibility for
the fair presentation of financial statements, assurance that all financial
data has been made available to the
auditor, information about plans that
might affect the company's financial
situation, and representations as to
the absence of errors, irregularities,
violations of laws, as well as a number of accounting matters.
These representations, which were
required beginning September 30,
1977, should be in letter form signed
by a company's chief executive and
chief financial officers. Refusal to furnish such a representation would constitute a limitation on the scope of the
examination and would result in a
modification of the auditor's opinion.

CASB Issues Rules on Pension
Cost
The Cost Accounting Standards
Board promulgated final rules on Adjustment and Allocation of Pension
Cost (MAP, May 1977). Standard No.
413, which becomes effective on
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March 10, 1978, "establishes the basis for assigning pension plan actuarial gains and losses to cost accounting periods and for allocating pension
cost to segments of an organization."
The Board's first Standard dealing
with pension costs, No. 412, established requirements covering the
composition of pension cost and the
bases to be used for measuring such
cost.
Fundamental provisions of the
newly- issued Standard are:
• Actuarial gains and losses shall
be calculated annually and shall be
assigned to the cost accounting period for which the actuarial valuation is
made and subsequent periods.
• The value of all pension fund assets shall be determined under an asset valuation method which takes into
account unrealized appreciation and
depreciation of pension fund assets,
and shall be used in measuring the
components of pension fund cost.
• Contractors shall allocate pension cost to each segment having
participants in a pension plan. A separate calculation of pension cost for a
segment is required when certain
specified conditions are present; otherwise allocations of a composite
pension cost may be made.
DAT A S HE E T
Continued from page 11

Cost Estimators Seek Help
The National Estimating Society, an
organization formed to advance the
science and profession of cost estimating, is soliciting assistance from
all professional organizations and individuals who have an interest in cost
estimating and cost control. It is looking for completed cost estimating research information, cost estimating
techniques proven successful in forecasting procurements and budgets,
and assistance in the collection of
such data. The society is seeking
funding support for major research
into federal, state and local government cost estimating, and it also proposes to create a cost estimator certification program. Another objective is
to establish an institute at the University of Alabama to keep the discipline

dynamic and up -to -date. Those interested in the Society may contact R.H.
Croninger, Director of Education,
NES, 1303 Cleermont Drive SE,
Huntsville, Ala. 35801.

Holder Identity Rules Postponed
The SEC has delayed until after April
30, 1978, rules designed to make
more information available about who
really owns U.S. corporations. Based
upon various cases it has handled,
and not a specific rule, the agency
currently requires "beneficial owners"
of at least 5% of a company's shares,
or those who seek to acquire 5 %, to
register with the Commission. The
proposed regulations were designed
to specify more clearly the individuals
who would be required to disclose
their identities to the Commission. Insurance companies and banks complained about the difficulty of complying with the proposals. The agency is
planning to ask for comments on how
the rules might be changed.

GAO Says Carter's Energy Plan
Falls Short of Established Goals
In a report to Congress, the General
Accounting Office said that President
Carter's National Energy Plan, even if
approved in its entirety by Congress,
will, in some cases, fall short of its established goals. One of these areas,
according to the report, is that of reducing oil imports. The GAO said it
believed the plan would fall short by
4.3 million barrels a day. "It is incongruous to ask the Congress to establish a set of National Energy goals,
and then propose a plan that is not
expected to achieve them."

Business /Accounting Briefs
GAO (see above), in another one of
its many reports, also is recommending that the Congress begin to experiment with a new concept called "mission budgeting" in carrying out its
budget review, authorization, and appropriation functions. This could
serve as a structural foundation for
"zero- base" and "sunset" reviews.
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Institute of
Management
Accounting
James Bulloch, Editor

The following article was written by Paul D.
Roederer, an accounting student at the University of Kentucky. It won first place in the 1977
Beta Alpha Psi manuscript contest on the subject, "Segmental Reporting: A Step Forward or
Backward. " The /MA is pleased to publish the
article to give recognition to Mr. Roederer for
his fine work and to encourage other young accountants to begin writing early in their career.

Segment Reporting:
A Step Forward or Backward?
By Paul D. Roederer
Is segmental reporting a step forward or backward?
Approximately 30 years ago the question did
not arise because at least 60 percent of all business
acquisitions resulted in a larger company that remained in the same line of business, i.e., most acquisitions were vertical or horizontal expansions.
In 1968 more than 50 percent of the mergers
consisted of firms from different lines of business.'
The financial reporting problems that grew out of
unrelated business mergers drew criticism from
investors and the Federal Trade Commission. The
solution was to require segmental disclosure.
There is still controversy, however, as to whether
segmental information should be reported.
Whether or not segmental reporting is worthwhile is a question that can be resolved logically.
To help formulate an objective opinion, we will
examine two elements in succeeding steps: (1) The
utility of segmental reporting, and (2) the advantages and disadvantages of segmental information.
Before proceeding to each successive step, each
issue must be resolved in favor of segmental reporting. Otherwise, segmental reporting may be a
step backward for financial disclosure.
It would be inappropriate to make a detailed
inquiry into FASB Standard No. 14 (Segmental
Reporting) at this point. This paper attempts to
determine whether segmental reporting should be
MANAGEMENT ACCOUNTING /OCTOBER 1977

done. FASB Standard No. 14 addresses the problem of how it should be done.
Utility of Segmental Information
According to A Statement of Basic Accounting
Theory (ASOBAT), two major standards of accounting are relevance and freedom from bias (objectivity).' For discussion in this paper utility of
information is defined as a combination of these
two standards plus the element of cost. There are
three reasons for using this definition: (1) The usefulness of very subjective relevant information is
very limited. (2) The most objective information
may not be useful at all. Only in relation to relevance is objectivity useful. Hence, there is a tradeoff —very relevant information does not have to be
100 percent objective, and (3) To have value, the
cost of information must not exceed its benefits.
Relevance
A review of the literature on segmental reporting indicates that investors utilize accounting information to allocate their resources efficiently.
To do this, they try to develop data about the risk,
growth, and profitability of a firm and its parts.'
Robert K. Mautz in an extensive study examined,
among other things, what investors felt their
information needs were. Table I indicates that investors did think that segmental information was
relevant to their decisions. Investors want the information but do not think they get it. As a
consequence, they continue their analysis with assumptions which may not be correct. Mautz concluded that such analysis is probably less than optimal.'
One could argue that there is no need for segmental information to determine risk. However,
such an argument would be missing a crucial
point, as noted by Mautz:
It is true that he (investor) cannot invest in
any part of the company separate from the
rest, but it is also possible that any part, if
sufficiently unsuccessful, could work irreparable damage upon the company as a whole.
One cannot foresee the future of a company
if he has no information respecting significant parts which may be moving in directions opposite to that of the total company.'
In effect, investors feel risk is not adequately measured on a firm -wide basis.
A weakness in the above argument is evident.
Inevitably, investors want more information. The
question is, does segmental information really affect investors' decisions? If not, the issue of segmental reporting is moot —it would not be relevant. Richard Kochantk performed a study on
the effect segmental information had on investment decisions and he concluded that the information did have an impact on decisions. With
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TABLE

Even if
segmental
information is
relevant, is it
reasonably
objective?

CONGLOMERATE COMPANY SEGMENTATION
BY FINANCIAL ANALYSTS FOR
ANALYTICAL PURPOSES
Question
A. In your current analysis of the
reported data of conglomerate
companies, do you attempt to
determine operating results by
segments from such data as are
available?
Yes
No ........................

.........................

Responses
Number
Percent

198
20
218

90.8%
9.2
100.0 %

27
19 1
21 8

12.4%
87.6
100 .0 %

B. Do you typically find satisfactory
clues to appropriate segmentation of
a company's operations in its annual
report?
Yes
No ........................

...................... ..

SOURCE: R.K. Mautz. Financial Reporting by Diversified Companies (New

York, New York: Financial Executives Research Foundation. 1968), p. 113.

segmental information available, investors made
decisions which indicated they looked at the longterm prospects of the firm -evidenced by relatively small stock price fluctuations. Without the information, they relied more heavily on other
information which resulted in high fluctuations in
price -' This same study, with modifications, was
subsequently performed and the same results occurred although they were not as strong.'
Objectivity
Given that segmental information is relevant, it
becomes pertinent to determine if it is reasonably
objective. Traditionally, the accounting profession
has required an arm's length transaction to satisfy
the objectivity criterion. Segmental reporting presents a distressing problem because many companies engage in intra- company transactions among
their segments. The most significant of these involves intra- company sales. In Mautz's study investors were asked at what point that type of sales
made a company's financial statements non- objective. The results are in Table II.
As can be seen, a vast majority of investors feel
that when intra - company sales are 10 percent of
total sales, non - objectivity becomes a factor. Two
solutions are available to combat the nonobjectivity factor. First, if intra - segment sales are significant throughout the company, the company
should not be segmented for reporting purposes.
Second, if intra - segment sales are, to a large degree, the result of a relatively few segments, then
those "segments" should be combined. Both the
suggestions rest on the same theory -if intra -segment sales are very significant then the segments
are actually in the same line -of- business.
Further objectivity can be obtained through an
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independent audit. Mautz asked investors whether
this would add sufficient objectivity to segmental
information. The results are shown in Table III.
TABLE II
INDICATION BY FINANCIAL ANALYSTS OF
POINT AT WHICH SEGMENT PROFIT FIGURES
LOSE SIGNIFICANCE BECAUSE OF THE
INFLUENCE OF INTRA - COMPANY SALES
FIGURES
Number of Financial Analysts
Indicating Segment Profit
Figures Lose Significance at
Percent of Intra- Company
this Point
Sales to Total Segment Sales
Cumulative
Number
Percent
Percent
2
1.1%
1.1%
1%
4
2.1
3.2
3
41
21.6
24.8
5
4
2.1
26.9
7
63
33.2
60 .1
10
18
9.4
69.5
15
25
13.2
82.7
20
12
6.3
89.0
30
21
11.0
100.0
50
190
SOURCE: K. Mautz, Financial Reporting by Diversified Companies (New
York, New York: Financial Executives Research Foundation, 1968), p. 40.

To a large degree investors do think that an independent audit would provide a reasonable amount
of objectivity to segmental information.
Even though segmental information is relevant
and reasonably objective, to have utility its cost
must not exceed its benefits, The monetary cost is
probably not significant. However, even if data is
already being generated for internal uses, there
will be additional costs. These costs would be associated with added work incurred to reduce the
TABLE III
OPINIONS OF FINANCIAL ANALYSTS ABOUT
ABILITY OF INDEPENDENT AUDIT TO ADD
OBJECTIVITY TO SEGMENT REPORTS OF
CONGLOMERATE COMPANIES
Would Audit by Independent Accountant,
Including Expression of his Opinion,
Add Satisfactory Objectivity to Segment Reports of Conglomerate
Companies
with Respect to:
Common cost allocations?
Yes
No ........................

.........................

Use of intra- company pricing?
Yes
No ........................

........................

Definition of segments for reporting
purposes?
Yes
No ........................

........................

Responses
Number
Percent

176
37
21 3

82.6°%
17.4
100.0

155
56
211

73.5%
26.5
100 .0

160
45
20 5

78.0%
22 .0
100.0

SOURCE: K. Mautz, Financial Reporting by Diversified Companies (New
York. New York: Financial Executives Research Foundation. 1968), p. 123.
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risk of issuing faulty statements to the public.' Included in these costs are audit fees, increased internal controls, and additional administrative labor.
Utility Summarization
Segmental reporting is (1) relevant, (2) used in
decision making, (3) reasonably objective, and (4)
expected to have relatively insignificant monetary
costs. Therefore, the utility of segmental information is judged to be of reasonable value.
Issues and Advantages of Segmental Reporting
Since the first step of utility was passed, it is
pertinent to consider the issues (disadvantages/
difficulties) and advantages of segmental information. If there is a net advantage, then that advantage, coupled with the high utility of segmental
information, presents a strong case for accepting
the pro argument — segmental reporting is a step
in the right direction.
Disadvantages
The major disadvantages of segmental reporting are: (1) misinterpretation due to transfer pricing and expense allocation, (2) determination of
appropriate segments, (3) divulgence of confidential information, (4) oversaturation of information, and (5) implicit non - dollar costs.
Misinterpretation. Disparate views on the first
issue are abundant. Howard Greer contends that
... anything investors are told about divisional results in a complex enterprise is quite
as likely to mislead as to educate them. Outsiders can't possibly comprehend the nuances of corporate policy, or the exigencies of
managerial decisions... .

Proper

Indeed, corporate policy does determine such major items as transfer pricing and common cost allocation. Yet these problems can, to a large extent, be overcome by the use of two techniques.
First, portions of a firm that have a specified percentage of intra- company transfers (possibly 10
percent as suggested earlier) should not report as
separate segments. Second, common costs need
not be allocated. This gives rise to the traceable
cost concept of FASB Standard No. 14. Only
costs which can be reasonably associated with the
segment need by disclosed.
Segments. Determination of proper segments is a very difficult problem. The inclusion of
minute "segments" would aggravate the common
cost and transfer price problem. A "segment" that
is too large would obliterate any advantage segmental reporting purports to give."
One suggestion is to use the Standard Industrial
Classification system to delineate segments. AlMANAGEMENT ACCOUNTING /OCTOBER 1977

most unanimously, this is rejected because the system was never intended to be used in segmental
determination. This makes the conversion equivalent to fitting a square into a round hole; the result
would be unsatisfactory. Another tenable solution
is to let management determine, in good faith,
what it feels are the appropriate segments of its
firms. Essentially, FASB Standard 14 advocates
this solution and provides the following factors to
consider when grouping products or services: (1)
whether the products have similar uses which
would indicate that they also have similar risk,
growth, and profitability, (2) whether the products have common facilities and production factors, and (3) whether the products have similar
markets and sales techniques."
However, Robert Sprouse feels that allowing management to assume such a task is not

I,/

.. some
companies
could be
harmed through
additional
disclosure. "

. . . operational unless, of course, it is
deemed desirable to leave the current unsatisfactory situation unchanged. Investors
need information in order to make their own
evaluations of profitability, risk, and . . .
gro wt h . . . . . . . even the most scrupulous
and conscientious managers are likely to
lack objectivity.12
Sprouse recommended a very feasible solution —
finance a study on conglomerates that would dissect each company into segments. This would result in a standard classification system with the
express objective of formulating a definitive definition of what a segment is. Regardless of the method used, the problems of each method seem solvable—if not through research then through trial
and error.
Divulgence. Disclosure of segmental information might enable a company's competition to attain valuable information. Data on this is not very
enlightening. Mautz concluded in his study that
... some talk rather knowingly about industrial espionage, others indicate a great lack
of concern or interest; where some companies already make public substantial
amounts of information, others provide very
little; where some already have all the competition they can manage, others tend to
have dominance over small or large markets
which they are reluctant to risk losing."
Based on this evidence, it is possible that some
companies could be harmed through additional
disclosure. However, it seems that these companies would be in the minority. The gain, represented by a more efficient capital market, should more
than offset those possible losses.
Information Saturation. Would segmental information overburden investors' information
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Summary of Disadvantages and Advantages
Five disadvantages of segmental reporting were
discussed. Each was dismissed as solvable or unsubstantiated except for the possible cost of competitors attaining valuable information. On the
other hand, advantages of segmental reporting
seem to be fairly tenable. It would appear that the
advantages of segmental reporting outweigh the
disadvantages.
We indicated that segmental reporting must
pass two tests. It must have utility and its advantages must outweigh its disadvantages or negative
aspects. Segmental reporting passed both tests so
it is a step forward in financial disclosure. Admittedly, segmental information has its faults but as
Manuel Cohen stated:
While the problems facing us are not insurmountable, they are difficult problems... .
Their difficulty suggests that we must proceed with deliberation and with recognition
that experience may prove to be our best
guide in reaching the most appropriate solution."
As Robert Sprouse pointed out, change should
not be resisted if the change is a "... genuine and
reasonable demand for progress." 21 Segmental reporting meets Sprouse's criteria.
❑
' Paul A. Pacter, "Conglomerate Reporting —The Debate Continues," Journal
Accountancy. Vol. 121, March 1969, p. 24.
'Committee to Prepare a Statement of Basic Accounting Theory. A Statement
of Basic Accounting Theory, American Accounting Association, Evanston, M,
1966, p. 7.
'Alfred Rappaport, Eugene M. Lerner, Segment Reporting for Managers and
Inveseor:s.National Association of Accountants, p. I.
' Robert K. Mautz, Financial Reporting by Diversified Companies, Financial
Executives Research Foundation, New York, N.Y., 1968, p. I IS.
Ibid. p. 95.
Richard Frank Kochanek, "Segmental Financial Disclosure by Diversified
Firms and Security Prices," The Accounting Review, April 1974, p. 256.
' Russell M. Barefield, Eugene E. Comiskey, "Segmental Financial Disclosure by
Diversified Firms and Security Prices: A Comment," The Accounting Review,
Vol. 50, October 1975, p. 820.
' Mautz. op. cit., pp. 73 -74.
Howard C. Greer. "The Chop Suey Caper." Journal
Accountancy, April
1968, P. 34.
10
Neil R. Yarian. "Segmentation for Reporting Purposes." Management Accounting (NAA), April 1975, p. 17.
" Financial Accounting Standards Board, Statement of Financial Accounting
Standards No. 14, p. 47.
" Robert T. Sprouse, "Chop Suey, Chair Stores, and Conglomerate Reporting."
loumal
Accountancy. Vol. 125, April 1968, p. 39.
" Mautz, op, cit., p. 70.
" Ibid., p. 44.
" Financial Accounting Standards Board, op. cit.. p. 11.
" Mautz, op. cit., p. 74.
" Rappaport, op. cit.
" Thomas R. Prince, Extension the Boundaries Accounting 77wty, SouthWestern Publishing Company. Cincinnati, Ohio, 1963, p. 27; American Accounting Association, Accounting and Reporting Standards for Cotpotate Financial Statements: 1957 Revision,Columbus, Ohio, 1957, p. 9.
" Yarian. op. cit., p. 16.
10
Michael N. Checkovith. "Accounting Problems of Conglomerate Reporting
and Some Solutions," N&S Selected Papers, 1967, p. 142: Manuel F. Cohen,
Statement to the Subcommittee on Antitrust and Monopoly Committee on the
Judiciary, U.S. Senate. September 20. 1966.
" Sprouse, op. cit., P. 41.
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of
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As Alfred Rappaport contended in a study he
did for the National Association of Accountants,
segmental reporting should enable investors to
make sound decisions relative to risk, growth, and
profitability." Theoretically these three factors
should determine the value of a firm. Increasing
the reliability of these input factors should result
in better decisions. That is one of accounting's
major functions —to provide "... information essential to an understanding of the activities of an
enterpri se.. .." 1
Segmental reporting will also result in a better
indicator of managerial stewardship. This is a result of two factors. First, as noted before, bad investment decisions will be highlighted. Second, a
comparison of a segment's results between periods
will indicate to some degree the continuing skill of
management."

of

Advantages

of

of

"Segmental
reporting passed
both tests so it is
a step forward
in financial
disclosure. "

processing abilities? Can investors cope with several statements of a single company instead of
one? As documented in Mautz's study, a majority
of investors want an upper limit on the number of
reported segments of 12 or under." The FASB
gave its implicit approval of the finding by establishing a ballpark upper limit of about 10 reported
segments. 15 Obviously, within limits, the desire
and ability to cope with segmental information exists.
Implicit Costs. Finally, segmental information
has a cost associated with its generation. Basically, there are two types of costs — monetary and
non - monetary. The monetary cost has already
been discussed and was found to be relatively insignificant. Of the two costs, the implicit non monetary cost is the most important. It would include the implicit cost of discouraging management from taking entrepreneurial risks.16 Segmental reports will disclose bad decisions along with
the good; non - disclosure could mask a bad decision. Obviously, management would be more
amenable to risk if bad decisions are not isolated
and reported. Accounting's function, however, is
not to encourage or discourage managerial actions. Rules should determine how the game is
played; accounting should determine the outcome
of the game. As Sprouse mentioned, investors, not
accountants, should determine for themselves
what risk is. Therefore, accountants should not
take it upon themselves to mask information pertinent to risk.
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MORAW, Lansing- Jackson, was
promoted to corporate tax manager,
Aeroquip Corp.

C ARL

KENNETH W. MANZ, Lehigh Valley,
was promoted to controller, the Journal
of Commerce.
M. HAGEN, Macomb County Michigan, recently was promoted to
manager, Coopers & Lybrand.
DA VI D

Two Madison members have been promoted at Oscar Mayer Co. NORMAN M.
N E L S O N was named chief accountant,
Nashville plant , a nd LARRY J . C ANNA DY , financial advisor, to Prima Meat
Packers, Ltd., an affiliate.

named executive vice president, finance,
Ryder Truck Rental, Inc. . . . N. JOPOTTS has been appointed vice
presid ent for finance and administration
o f WPBT /Channel 2, Miam i.
SEP H

DEN NIS

S.

SHEA,

Mid - Florida, has
joined Florida Gas Co. as comptroller.

w

SCHMALTZ
Western Wayne

SPITLER
York

GEO RG E A. FE RR Y, J R . , Ma s s a c hu s e t t s

Route 128, has been promoted to director
of accounting and control, Parker Brothers, Inc , . . . ANT HO NY C . RAN DA ZZO is
group controller, Bartex Corp.
Member -at- Large,
USA, was named chief financial officer
and senior vice president for finance,
Holiday Inns, I n c . . . . W A R R E N D . F I X
BI LL

J.

DI S M U K E ,

has been pro mo ted to vice p resid ent, finance, an d ch ief fin an cial officer, Th e
Irvine Co.
ROBERT

L. HARRIS, Miami, has been

EDWARD A.

F R IJA,

JOHN S. BERAULT, New Orleans, has
been appointed controller of Alton
Ochsner Medical Foundation.... DAVID R . SC HROEDER ha s be e n na me d

controller and secretary- treasurer for
Kreeger Stores, Inc.
VI N C E N T

P.

BLAKE ,

New York, has
been appointed deputy controller of
AMAX, Inc.
KEN NE T H A . BOOS ,

Niagara, recently
was appointed president of the Upson
Co.... HUGH B. MURPHY is now controller- treasurer, George H. Courter Co.
DO N ALD E . IBURG ,

Omaha past president, has been promoted to vice president, pipeline operations, Northern
Natural Gas Co.

Mid- Hudson, has
been promoted to director of general
Three Peoria members have been proservices, St. Francis Hospital.
moted at Price Waterhouse. JOHN J.
ALAN A. TODRYK, Milwaukee, was GA F F N EY wa s na me d p a r t ne r , AR T HUR
promoted to assistant treasurer, NN R. GUTSHALL, manager, and KENCorp.
NE T H J. ZI KA , m a n a g e r . , . , O M E R A .
AR LE N

H.
MISSLING,
Minneapolis
North Star, has been elected assistant
treasurer, Paper, Calmenson & Co.

Montgomery Prince Georges, was promoted to audit
manager, Arthur Young & Co.
R O B ER T

C.

WAG NER ,

LONG was prom oted to manager at
Peat, Marwick, Mitchell & Co.
Three Pi edmont Winston -Salem members have been nam ed at R.J. Reynolds
I nd u s t r ie s . KA T R I NA A . C O LEM AN wa s

named financial analyst- intermediate,

J A M E S M . PIT T S, s e ni o r f ina nc i a l a na lys t, a n d SHARON S. WHIT FIELD, a c -

countant -intermediate. . . . DIC K R.
WARFFORD was named a partner, A.M.
Pullen & Co.
Pittsburgh,
was named vice president and treasurer,
Sharon Steel Corp.
WILLIA M N . MERC HANT,

J A M ES P. MILLE R ,

Portland Columbia,
is now controller, Beall Pipe & Tank, a
subsidiary of L.B. Foster.

SALVA T OR E T . DIMAS C IO, P rin cet on,

has been appointed group controller,
Revlon, Inc.
C HES T E R W. B RO WN ,

Reading, recently was promoted to assistant controller,
chief accountant of HERCO, Inc.
Richmond,
has been named controller of Best Prod-

ALLE N B . C UNNINGHAM ,
uc t s

Co.

...

LORENA

MOORE

wa s

named assistant vice president and controller, a nd J OHN SIM MONS, general accountant , at Data Systems. . . . ROBERT
T. SUTTON was named assistant vice
president , Rusch Factors Div., BVA
Credit Corp.
J AM ES P. a lEN T ZEL, Roaring Fork Valley, Colorado, has been promoted by
Aspen Highlands Skiing Corp. to vice
president of finance.

M. FAGAN, Rochester, has
been elected controller of Leroy Machine Co.
TIMOT HY

MIC HA EL J . SOURADA ,

Rockford , is
now controller, Beloit Power Systems.
FRANCISC O SANDOVAL, Salinas Valle y -

Monterey, is now general accounting
manager at Gilroy Foods.
Southern Maine, is
now controller for Bath Iron Works
Corp.
KE I T H A . BRO WN,
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and corporate secretary,
Wood Piedmont Co.

Southern

JOHN F. BARTLEY, JR., Springfield, is
now assistant controller, Lego, Inc.

C . LONGBERG ,

W ich ita,

ha s

joined Kansas State University Endowment Association as vice president and
controller.
York, has been
promoted to secretary / treasurer and
corporate controller, Thonet Industries.

LA R R Y P . M E S S INA , a c c ou nt i ng s u p e r vis or . . . . RONALD P . EMERMAN wa s

In Memoriam

promoted to controller, Merrimen Mfg.,
Cleveland, Ohio.

, New York,
1928. Emeritus Life Associate.
T ROY A. C HAPIN , J R. , 67 , Florida West
Central past president, 1940.
WILLIA M C HE RN OW , 54 , Suburban
Northeast Philadelphia, 1973.
FLOYD L. DAVIS, 46, Kansas City,
1962.
M I L O R . D I S S I N G E R , 7 9 , Member -atLarge, USA, 1949. ELA.
G.W. ERB, 62, Battle Creek, 1968.
RON ALD L. FLANARY, 7 9 , OaklandEast Bay, 1938. ELA.
W I L L I A M H . F L Y N N , 8 1 , Portland Willamette, 1946. ELA.
J AMES C. FOGARTY, 50, Atlanta North,
1961.
EDWARD GUTHRI, 32, Cleveland, 1972.
C HARLES H. HAW KIN S, 58, Portland
Willamette, 1956. ELA.

MIC HAEL R . BROWN, Western M o n -

KEIT H L. Mc G LADE ,
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LESLIE

DON ALD L . SPIT LER ,

Two Syracuse members have been
named at Miller Brewing Co. DONALD
R. FISCHER was named controller, and

ST E WAR T A . C OLLINS ,

KARL E. BOHRER, Spartanburg Area,
has been named deputy comptroller,
ITT Rayonier, Inc. . . . DONALD H.
B O I T E R was promoted to comptroller

NATIONAL HEADQUARTERS
15760 Ventura Boulevard
Encino, California 91436
PHONE YOUR LOCAL OPERATOR OR CALL
US COLLECT: (213) 986.3321

1/3 of USA

Virginia, has been promoted to partner
at Tuckwiller & Gleason.
South Jersey, is
vice president and cashier of Friendly
National Bank. . . . LAWRENCE T.
LONGACRE has been promoted to manager, Arthur Young & Co.

CLASSES IN OVER 60 CITIES

2700 of our former students
successfully completed the CPA
exam, from one to four parts, in
November 1975 which represents

tana, has been appointed chairman of
accounting at the University of Montana.... ROBERT K. FORD, past chapter president, is now the director of administration , Hoerner-Waldorf, Champion International Corp.

RON ALD G . PLAN T Z, S ou the rn West

o
r
�
c
�
a
�
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Western Wayne,
was named business manager and treasurer, Detroit Free Press. . . . ARTHUR
X. SC HMALT Z, past president and past
national director, was named vice president— finance, Brooks & Perkins, Inc.
AN T HO NY P . LANNON, W e s t L o s A n -

geles, is n o w vice president, First Los
An geles Ban k.

AAR O N

S . AR O NS O N , 7 9
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New Products /Services
Wang Laboratories' PROGRAMMER Magazine, a quarterly periodical
describing applications of Wang computing systems, is distributed to readers in 55 countries worldwide and
contains useful computer - related information. This magazine is available
to non -users at a subscription price of
$5.00 per year, For further information
write: SWAP, c/o of Wang Laboratories, Inc., One Industrial Ave., Lowell,
MA 01851.
Minicomputer Systems Technology, Inc., has introduced its Minicomputer system ABACUS (Agents and
Brokers Automated Computer Users
System) for insurance agents and
brokers. ABACUS is installed as a
turnkey system using Digital Equipment Corp.'s (DEC) PDP -11 series
hardware and MST's insurance agency accounting system. For information, contact Minicomputer Systems
Technology, Inc., 137 Ferry St., Everett, MA 02149.
NCR Corporation, Dayton, OH
45479, has announced the basic concepts of its advanced network architecture, designed to consolidate and
unify telecommunications architecture
and protocols for the entire NCR
product line. The Company's Distributed Network Architecture (NCR DNA) includes link protocols, intranetwork disciplines and access methods, as well as other services and
controls needed for tele- communications. It supports communications
among multiple -host processing systems in a single network. NCR /DNA
will be implemented in planned
stages over a period of years to meet
information processing needs extending through the 1980's.
A system of computer programs
linked to provide project managers
with timely information needed to
manage projects is now available
from CallData Systems, Inc., a
Grumman Company. Designated as
"ProSys /80" and developed by Elite
Data Systems, Inc„ it will be marketed
by CallData in accordance with a five72

year agreement with Elite. The
ProSys /80 is a project control system
that integrates project scheduling,
cost control, accounting, resource
leveling, forecasting, performance
measurement and data -base management. Among its outputs (tabular
and graphic) are schedules, comparison schedules, network logic diagrams, cash -flow reports, and manpower leveling charts. For information
contact CallData Systems, Inc., 20
Crossways Park North, Woodbury, NY
11797.
Keane Associates, Inc., Wellesley,
MA 02181, has received a five -year
contract from Newton - Wellesley Hospital to provide data processing management service on -site. According to
Keane, Newton - Wellesley is the first
hospital in New England to adopt
such an innovative approach. Keane
Associates has been described as the
nation's largest independent supplier
of computer software and systems to
commercial and financial institutions.
A new office electronic printer calculator with 12 -digit vacuum fluorescent
display has been introduced by Texas Instruments, Inc., Box 53, Lubbock, TX 79408 (Att: TI- 5220). It provides the versatility and speed needed for fast, repetitive calculations as
well as allowing operators to retain
paper tape for permanent office records. The new TI office machine is
designed for processing large, heavy
volumes of such business calculations as invoices, payrolls, financial
statements and budgets.
A price reduction of $3,500 is accompanied by the addition of a 2780 emulation package for the Hewlett -Packard 2000 Computer System Model
30. Formerly $66,000, Model 30, now
$62,500, has the ability to simulate a
2780 remote job entry station that accesses IBM systems, as well as its
previous RJE capabilities via HASP
and CDC User 200. For information
contact Hewlett- Packard Company,
1507 Page Mill Rd., Palo Alto, CA
94304,

Avionic Products Engineering
Corp., Ford Rd., Denville, NJ 07834,
is marketing the Wordstream III computerized word processing system,
which consists of a central minicomputer that supports various configurations of word processing peripheral
devices. It will accommodate up to 12
CRT input devices, 10 disk drives and
six output stations.
Paradyne Corp., 8550 Ulmerton
Rd., Largo, FL 33541, has introduced
a console support package to allow
users of distributed networks to replace IBM HASP or IBM JES multi leaving workstations with PIX II virtual
data links. According to Paradyne, the
package permits users at remote
sites to control jobs transmitted to
central mainframes under synchronous data link control (SDLC).
NCR's new low -cost entry-level
8000 series computer provides "conversational" interactive data processing for smaller businesses. In addition
to releasing the new 1 -8230 system,
NCR also announced new disc storage units, new band -type line printers,
new matrix printers, and a new multichannel communications adapter.
Contact NCR Corp., Dayton, OH
45479.
Since the advent of the minicomputer and microprocessor, remote batch
terminals have undergone significant
changes. In updating its Guide to Remote Batch Terminals (189 pp,
$24.95) Auerbach Publishers has
highlighted a number of minicomputer -based systems that have significant local processing capabilities in
addition to concentrating on equipment designed to perform the traditional remote batch processing functions. Contact Auerbach Publishers,
Inc., 6560 North Park Dr., Pennsauken, NJ 08109.

REMEMBER: YOU SAW IT
FIRST IN MANAGEMENT
ACCOUNTING!
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THE PRESIDENT'S MESSAGE
At the beginning of my term in office and during
that eventful year I urged NAA members to become involved in national issues as well as the
Association's own activities. The year's events
in Washington — particularly the release of the
scathing attack on the accounting profession
called "The Accounting Establishment"—underscored the points I was trying to make.
I am pleased to report that your Association
has responded vigorously to this challenge,
that NAA has made its voice heard, and that we
do have an active role in charting the future of
the accounting profession.
Our membership now stands at an all -time
peak. We are now more than 84,000 strong,
and still growing. We have the capacity, the resources and the talents to make our presence
widely known in such areas as the field of continuing accounting education, in the setting of
accounting rules and regulations, in accounting
research and in establishing high professional
standards for management accountants.
An outstanding example of our educational
activities is the Certificate in Management Accounting (CMA) program. This program is now
widely accepted as the highest and the most
appropriate recognition of individual excellence
in the professional development of management accounting skills. The New York Times
recently devoted an extensive feature article to
the important dimension which CMA is adding
to the stature of management accounting.
More and more accountants are successfully
completing their CMA examinations, which
place special emphasis on economics, on the
behavioral sciences and on decision- making
techniques, in addition to the usual accounting
skills. The holders of CMA certificates are finding that they possess a much - desired qualification for employment in top -level accounting
jobs.
We also have made substantial progress this
past year in our evaluation of the quality and
effectiveness of NAA's services, and I am
pleased to report that NAA is doing an excellent job for its members. One aspect of this review is the updating of NAA's long -range objectives. This is a major undertaking by our Planning Committee under the capable leadership
this past year of Les Ellis, now President of the
Association. The project, which will continue
into next year, will assure that our future activi74

Mr. and Mrs. George D. Gee

ties are deliberately planned to provide meaningful help to our members in the successful
pursuit of their careers.
Participation in our educational activities
reached record highs this past year. The total
attendance at our seminars was over 4,600
man -days, an increase of nearly 10% over the
previous year.
I am especially pleased with the improved
quality and readability of the content and format of MANAGEMENT ACCOUNTING, and I hope
that you share this feeling with me.
A brief look at the financial affairs of our Association shows that our current operations
produced an anticipated excess of expenses
over current income in the 1976 -77 fiscal year
of about $200,000 and that we are in a sound
financial condition from a balance sheet viewpoint. For next year, we have adopted a break even budget, with estimated revenues and expenses of about $5 1/2 million each. However,
this is a bare - bones, no- frills budget which provides for the continuation of present services,
with no provision for new functions or services
or for contingencies. Next year's officers and
directors must determine the best methods for
making new services available to our members,
while maintaining at the same time NAA's financial integrity.
I alluded earlier to a continuing problem for
us and our colleagues: the threat of more government regulation in the field of accounting.
Congressional action to establish the federal liMANAGEMENTACCOUNTING/OCTOBER1977

censing of publicly -owned companies is now
threatened. Presumably, such action is needed
for the fulfillment of financial accounting standards to be set by government agencies. Then
if this were to occur the stage would be set for
the Federal Government to assume full responsibility for establishing accounting rules and
practices, cost accounting standards, auditing
standards, and other practices.
I submit to you that there is no demonstrated
need for imposing a new federal bureaucracy
over the entire accounting field.
I disagree strongly with the conclusion in the
Metcalf Report that the Financial Accounting
Standards Board (FASB) does not operate independently in the public interest. But it is not
enough to merely object to proposed new legislation. You and I must initiate positive action to
counteract the clamor for more and more governmental regulation —in short, we must get involved.
Steps have already been taken by the Financial Accounting Foundation to assure that there
will be broader future participation in the
FASB's rule- making deliberations by small accounting firms, by small business, and by the
investing public, Another area which is already
receiving attention is the peer review of the
quality of the work of independent auditors.
A thornier issue which still needs attention is
the challenge by Senator Metcalf that accounting firms must become more independent of

PLANNING
To improve the planning efforts of the Association, the Committee on Planning through the
work of the Subcommittee on Long Range
Planning helped to establish the basic foundation for a formalized continuing planning effort.
Starting with the Report of the Long -Range Objectives Committee published in 1968, the
Committee correlated the "purposes" and "basic philosophies" of NAA with the operating
units established to carry them out.
Then the Committee proposed a "Concept
for Long -Range Planning," subsequently approved by the Executive Committee and the
Board of Directors. The Committee defined the
function as follows:
Long -Range Planning for the Association
will be understood to be the continuing assessment and reassessment of the relevance of the Association's currently understood or stated "basic philosophies" and
underlying "purposes" to the present and
expected economic, social, governmental
and technological environment.
MANAGEMENT ACCOUNTING /OCTOBER 1977

the companies they audit and more responsible
to the public. This concern embraces the subject of corporate social responsibility, and I can
assure you that it is difficult to define this issue,
let alone to measure performance.
On the positive side, recent developments
have created a greater sense of awareness
than ever before of the need to sharpen the
tools of our profession. At this juncture, I would
only underscore the position of our Association —that the private sector is best equipped to
take any needed action and that added governmental regulation is not required.
Lillian and I have thoroughly enjoyed the
many opportunities which we have shared to
make new friends this past year and to represent NAA to the best of our abilities. NAA is a
vibrant organization —the member volunteers,
especially at a chapter level, do contribute, voluntarily, tremendous amounts of their time and
efforts to assure the continued success of our
Association. The professional staff is most capable and provides effectively for the coordination of all our efforts.
Thank you for a most rewarding experience,
and for your warm hospitality and friendship.

and l must
initiate positive
action to
counteract the
clamor for
more and more
governmental
regulation.... "
"You

GEORGE D. GEE
President, 1976 -77
For the purpose of the formalized planning
effort, the Association's organizational units will
be designated as having management, operating or coordinating functions. Units designated
"operating units," i.e., national committees,
would be responsible for:
• Assuring that their assigned activities are
carried out in conformity with NAA's purposes
and basic philosophies;
• Monitoring the Association's performance
in their designated areas;
• Assessing and reassessing the relevancy
of NAA's currently recognized "basic philosophies" and "purposes" governing their areas of
responsibility;
• Proposing to the Planning Committee revisions to these "basic philosophies" and "purposes" to meet changes in the social, cultural,
economic, regulatory, and /or technological environment.
The Planning Committee will act as a "coordinating unit" to reconcile divergent proposals,
evaluate revisions proposed by the operating
units, assume leadership in the planning process by initiating recommendations to assure a
balanced response and make recommenda75

"The
Committee on
Chapter
Operations
helped develop
a plan in which
thousands
of individual
reports will be
eliminated. "

tions to the Executive Committee and Board of
Directors on revisions of the Association's "basic philosophies" and "purposes."
In the Committee's organization for planning,
the units responsible for "management" are
the Board of Directors, Executive Committee,
elective officers, Finance Committee and the
Nominating Committee.
This new organization for planning purposes
formalizes the informal planning process that
the Association has used for years. It will help
to make long -range planning a smoother and
more responsive function and thus ensure that
the Association continues to meet the needs of
its members.

MEMBERSHIP AND CHAPTER
GROWTH
A strong membership effort during the Association year paid off with almost four percent
growth in total dues - paying members to 76,528.
This was achieved in the face of a sluggish
economy and a dues increase still rippling
through the cycle billing process.
The growth in student members from 3,660
to 4,093 —an 11.8% improvement —also was a
positive sign that the Association is continuing
to attract new, young members. The Committee on Membership concentrated on retention
and was gratified that year -end results showed
an improvement in the retention rate.
Thirteen new chapters were chartered during
1976 -77 under the guidance of the Committee
on Chapter Development. Two were formed as
a result of the partition of Akron chapter into
Akron Cascade and Akron Summit. Chapters
chartered were:
Charter Date
Permian (Texas) Basin
July 4, 1976
West Central Ohio
July 4, 1976
South Central Minnesota
July 4, 1976
Central Minnesota
Feb. 1, 1977
Northwest Keystone (Pa.)
Feb. 1, 1977
Florence Area (S.C.)
Feb. 1, 1977
Montgomery- Prince Georges
April 1, 1977
Northern Virginia
April 1, 1977
Miami Valley Ohio
June 1, 1977
Roaring Fork Valley Colorado June 1, 1977
Akron Cascade
June 1, 1977
Akron Summit
June 1, 1977
Mt. Rainer (Wash.)
June 1, 1977

plan in which thousands of individual reports
will be eliminated. Under the plan approved by
the Executive Committee and Board of Directors, chapter reporting responsibility was consolidated and placed in the hands of the vice
presidents, rather than the various directors. It
is estimated that as a result the number of reports submitted to the NAA office will be reduced from 34,700 to 11,400.
In another action designed to help wind up
the competition each year in a more efficient
fashion, the Committee proposed, and the
Board approved, that the year -end closing be
changed from May 31 to May 26.
Chapter name changes were approved for
three chapters, They are Brooklyn - Queens
from Brooklyn; Eugene - Springfield from Eugene, and Mason -Dixon from Hagerstown.
The Committee recommended other steps,
subsequently approved by the National Board,
that would act as incentives in the competition
to spur more activity in manuscript writing,
meeting attendance, promotion of the Institute
of Management Accounting, Continuing Education Program to nonmembers, and accounting
careers; and member retention.
As of June 1, 1977, the Association's new
policy on international units became effective.
Now they will be called affiliates of the Association. Ten of the 17 new affiliates have stated
they wish to continue to participate in a simplified chapter competition. The rules for such a
competition were approved by the Board of Directors.

EDUCATIONAL ACTIVITIES
During the year, the chairman of the Committee
on Education appointed six subcommittees to
study the various educational programs and
make recommendations. Twenty recommendations were made and most have been put into
effect. The balance are under consideration.
Helped by the addition of six new courses,

CHAPTER OPERATIONS
Although the chapter competition is given major credit for the high activity of the Association
chapters and members, the paperwork involved sometimes is burdensome. The Committee on Chapter Operations helped develop a
76

Meeting in Paris with officers and
members of the NAA France Affiliate,
Executive Director W.M. Young, Jr. (r.)
discusses new international setup. Jean
Cohen- Scali, president of affiliate, is
second from left.
MANAGEMENT ACCOUNTING /OCTOBER 1977

the Continuing Education Program achieved a
highly successful year, racking up impressive
attendance figures. The program in Chicago,
for example, attracted 325 individuals —a record attendance figure. The CEP program presented in Rochester, N.Y., was 168 percent
over budget, due primarily to promotion by the
local chapters.
The other education activities include the InHouse Program, the Self -Study Program, Local
Education Activities Program (LEAP), Technical
Inquiry Service and the Library at the NAA office.
The In -House Program exceeded the prior
year's performance, but the LEAP program
continued to be disappointing. The Self -Study
Program continued to do well. The fourth self study course, "Zero -Base Budgeting: What and
How" was developed during 1976 -77 and will
be available later in 1977.
Two educational services at the NAA office
that most members are unaware of— Technical
Inquiry Service and the Library—have been
strengthened. As a result, the quality of these
member services has improved and the number of members taking advantage of them has
increased. Staff will continue to improve and
upgrade them and publicize the availability of
these services.

RESEARCH
A research program that concentrates on research that is meaningful and useful to members is a major objective of the Association. Accordingly, the Committee on Research formed
the Emerging Topics Committee to be responsible for suggestions of new topics. This will
help to ensure that research topics are relevant
to management accountants today.
Four research studies were published during
the year:
• Replacement Costing: Complying with Disclosure Requirements by M.C. O'Connor, R.C.
Grant and H.M. Sollenberger.
• Manpower Cost and Performance Management by W.B. McFarland.
• The Use of Accounting Information in Labor Negotiations by J.R. Palmer.
• Corporate Social Performance: The Measurement of Product and Service Contributions
by M.J. Epstein, E.G. Flamholtz and J.J. McDonough.
The replacement costing study was offered
free to members for a limited time period.
Two other research projects have been completed. They are: Management Accounting and
Control of Data Processing, and Zero -Base
Budgeting. In progress are projects on Maintenance Cost Control; Lease - Purchase DeciMANAGEMENTACCOUNTING /OCTOBER1977

Beyer A ward winners for outstanding grades
on CMA examination are flanked by Institute
Director James Bulloch, Past National
President Robert Beyer (left) and IMA
Chairman Robert B. Sweeney (right).

sions; Management Accounting in Nonprofit
Organizations; Distribution Channels Decisions;
Case Studies in Behavioral Accounting; NAA
Research Publications: An Evaluation Program;
Standard Costing; Financial Reporting and
Business Liquidity; and Pricing Decisions.

INSTITUTE OF MANAGEMENT
ACCOUNTING
The first semi - annual examination in June attracted 1,093 participants to the 35 sites. This
represented a growth of 5.4 percent over the
year before. A second examination will be held
in December, increasing the opportunities for
management accountants to sit for the Certificate in Management Accounting examination.
Support for the program continues to grow.
IT &T joined Monsanto, Owens - Illinois and Shell
Oil in offering a company- sponsored review
course. In addition, two of the most popular
cost accounting textbooks are among many
that have incorporated CMA problems in the
assignments at the end of chapters. The development of review courses by faculty members
is occurring on campus in almost every area of
the country. There are about 30 organizations
offering such courses.
The Institute revised its organizational structure to involve certificate holders in an advisory
capacity to the Board of Regents.

PUBLICATIONS
Paid advertising In MANAGEMENT ACCOUNTING
exceeded the budgeted 68 pages by 13.4 percent, and total ad billings, $88,124, went over
the budgeted figure of $75,000. To aid in future
advertising efforts and to assist in editorial
planning, the Committee on Publications approved the establishment of a survey panel
composed of more than 1,000 members. The
77
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"More than
1,300
manuscripts
were
received . . .
and 121 byline
articles were
published.

first marketing survey is now being analyzed
and the information developed will be used as
a tool in advertising sales campaigns.
A special, colored four -page insert was add ed to MANAGEMENT ACCOUNTING featuring toplcal items under the titles, "Data Sheet," "Man agement Accounting Practices," and "Institute
of Management Accounting." These departments will be featured monthly.
More than 1,300 manuscripts were received
through the chapter competition and 121 byline articles were published. More than 75 requests to reprint articles In MANAGEMENT ACCOUNTING and in other NAA publications were
processed.

MANAGEMENT ACCOUNTING
PRACTICES DEVELOPMENT
The work by the MAP Committee on accounting terminology has begun to bear fruit. Statements on Management Accounting Practices
No. 9C and 9D were published early in the year.
The two statements on management accounting terminology, which deal with terms in the
categories of Management Information Systems and Auditing, were the first groups completed in the seven -part glossary project. At its
April meeting, the MAP Committee approved
Statement 9A— Managerial Accounting terms.
Publication of that statement is scheduled in
1977 -78.
After several meetings, the Subcommittee on
Productivity has focused on an approach to the
measurement of productivity that it perceives
will lead to a contribution to the literature. The
Subcommittee developed a project outline
based on the linking together of economics -ori-

ented input /output analysis with the conventional accounting structure familiar to financial
management. The principal writing efforts will
take place in the coming year.
During 1976 -77, a project concerned with the
managerial uses of funds statements was approved and got under way. As of June 30, the
major portion of relevant research was completed and a draft statement for review by the
MAP Committee should be ready early in the
coming year.
The Subcommittee on Liquidity reviewed a
draft statement called "Managing Liquidity." A
number of modifications were recommended
and, as of year -end, a revised draft for MAP
Committee consideration is expected shortly.
The active pace maintained by the MAP
Committee in commenting on accounting and
reporting developments continued throughout
the year. The MAP Committee responded to issues initiated by the Financial Accounting Standards Board, Securities and Exchange Commission, Cost Accounting Standards Board,
and the International Accounting Standards
Committee.
In regard to liaison with the Cost Accounting
Standards Board, key CASB staff personnel
have been attending MAP Committee meetings
on a regular basis. This has proved its usefulness in providing a forum in which each organization obtains the other's views on topics.
A news and views column titled "Management Accounting Practices" first appeared in
the January issue of MANAGEMENT ACCOUNTING
and since has been a regular monthly feature.
The new outlet has replaced the quarterly
newsletter and allows for greater coverage and
more timely reporting.

The MAP Committee at work during a meeting in Atlanta, Ga. Chairman
Martin V. Alonzo is standing at right.
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CONFERENCES
The Annual Conference in Chicago proved to
be one of the smoothest running Conferences
ever held by the Association. Attendance at the
technical meetings, whose speakers were highly rated, was outstanding.
The Association will try out a new concept in
scheduling at the Annual Conference in San
Francisco next year. Instead of scheduling it at
the beginning of the week, this Conference will
begin on Wednesday and wind up on Saturday.
Regional conferences scheduled this Fall include the New England Council, October 2021, and the Mid - Atlantic Council, November 1011.

PUBLIC RELATIONS
For the first time, a syndicated newspaper column focused on the Certificate in Management
Accounting program. The column, written by
Elizabeth Fowler of The New York Times, was
titled "CMAs: The New Type of Accountants."
NAA'S public relations counselor, Burson Marsteller, helped in obtaining this valuable
publicity. The agency also worked on the reply
to the Metcalf Subcommittee staff report and
conducted two surveys on "hot topics" which
led to wide coverage in the press.

SOCIO- ECONOMIC PROGRAM
With the phasing out of the grant from the Office of Minority Business Enterprises (OMBE),
the Socio- Economic Program will be continued
under Association funding. To reduce costs,
however, the program will be integrated into the
Chapter Services Department and related travel will be coordinated with other NAA chapter
activities.
A subcommittee of the Committee on SocioEconomic Programs also recommended that
private funding be sought, and that regional
councils and the Stuart Cameron McLeod Society be encouraged to participate in the program.
From June 1, 1976, to May 31, 1977, 986
cases were completed out of a total 1,158 with
23,160 volunteer man /hours contributing to the
effort. The total dollar value of t he time and
effort spent on the program since its funding
started in 1972 is estimated at $5,221,600.

STUART CAMERON McLEOD
SOCIETY
This organization of current and past national
officers and directors held its annual meeting,
reception and dinner in Chicago in conjunction
with the NAA Annual Conference. Some 38 inMANAGEMENT ACCOUNTING /OCTOBER 1977
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Careers
C.M.A.'s, the Ne w Ty pe of Accountants
By ELIZABE TH M. FOWLER
and tax d ep artments , but that' s ab o ut
W hile many peo ple still eq uate the
ter m a c c o un tan t w it h b ein g a c ert ified
as far as it go es. "
The co mp any pays ann ual s tarting
pub lic ac c o untant, a gro wing c o rp o rate
salaries
for business school graduates
trend in the last five years has been
of $11,500 to $13,500, while it pays
the e nc o u ra gem en t o f a d iff er en t ty p e
$16,000 to $19,000 for holders of Masof ac c o untant who do es no t have a
ter o f Bus ine s s Ad m inis tra tio n d egrees
C. P. A. after his name.
with some wo rk experience. Salaries
T h e n e w t yp e ho ld s a c ertific ate o f
of C . P .A. ' s and C.M.A.'s are generally
manag emen t ac c o unt ing, o r C . M. A . T o
comparable.
d at e, th ere a re o nly s ligh tly mo re th an
A C.P,A, is the last thing we look
600 C.M.A.'s, compared with the
for when we hire a ma na ge me nt ac .
110,000 members of the American Instic o untant ," said Jo hn Has tings of th^
tute of C ertified Pub lic Ac c o untants .
Mo ns anto Comapany. Mr. Has tings ,
T his year, 300 mo re c a nd id a tes will
direr
f acc ou nt.ine op eratio ns S q r
receive C.M.A.'s. an ind ic atio n o f d
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Times was published in newspapers around
the country. The feature generated great
interest in the IMA.
dividuals were inducted into the Society.

The Board of Governors voted to increase
the dues for active members from $5 to $10 a
year and to establish a $5 annual dues rate for
SCMS members who also are Emeritus Life Associates.
Society members, who are long -time, experienced NAA volunteers, devote many hours to
encouragement and support of Association activities at the chapter, regional and national levels. The Stuart Cameron McLeod Society Trophy was established by this organization to promote excellence in chapter services and activities.

MEMORIAL EDUCATION FUND
Although this fund will not be used until a balance of $100,000 has been reached, that goal
was in sight at the end of fiscal 1976 -77.
The organization donors to the fund in 197677 were the Dayton Chapter, East Jersey
Chapter, Indianapolis Chapter, Michiana Chapter, New Orleans Chapter, Rochester Chapter
and the Stuart Cameron McLeod Society. Individual donors were Mr. and Mrs. Robert G.
Chapman, Lafe Fox, James 0. Ingle, Grant U.
Meyers and Carl G. Orne.
Honored by the donors were Daniel Bertke,
William L. Eaton, Irving R. August, John Romine, Joseph B. Baerncopf, Edward J. Martin,
Joseph G. Ehrlicher, Roy E. Templet, Sr., Arthur S. Gibson, Charles D. Sands, Dudley E.
Browne, John W. Old, John I. Marder, Blanche
Dickey, George E. Wilson and Nels C. Nelson.
See next pages for Financial Statements
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NATIONAL ASSOCIATION OF ACCOUNTANTS

BALANCE SHEETS
June 30, 1977 and 1976
LIABILITIES AND F UND BALANCES

ASSETS
1977

1977

1976

398,336
1,954,507
15,526

364,024
1,717,783
65,015

1976

2,196,313

2,150,340

351,850
113,712

366,457
105,496

$2,946,821

$2,914,620

Accounts payable and accrued liabilities . . . . . . . . . . . .
Deferred m em b ers h ip d u es . . . . . . . . . . . . . . . . . . . . . . .
Socio- economic program contributed reserve ........
To t a l l i a b il i t i es . . . . . . . . . . . . . . . . . . . . . . . .
Fund balance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

$

292,327

$

284,946

$

Cash (including $150,000 in savings at June 30, 1977) .
Marketable securities, at cost, which approximates
market . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Furniture, equipment and leasehold improvements —net
(note 2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Other assets ..... ...... ............. ............

$

CURRENT OPERATING FUND

2,368,369
578,452

2,146,822
767,798

$2,946,821

$2,914,620

$2,608,628
115,690
1,628

$2,527,908
113,690
(32,970)

$2,725,946

$2,608,628

RESERVE FUND
Cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Marketable securities, at cost (quoted market value at
June 30, 1977 and 1976 approximates $2,898,000,
and $2,750,000, respectively) . . . . . . . . . . . . . . . . . . . .

2,585,493

$2,725,946

$2,608,628

End of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

19,652

$

23,135

z

D

2,706,294

Fund balance:
B e g i n n i n g o f ye a r . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Registration fees for mem bership ................
Net gain (loss) on disposition of securities ........

$

D
G)
M

K
M

MEMORIAL EDUCATION FUND

z

D
0

n
0
z

C

$

9,136

$

72,269
—

65,000

z

I

Cas h . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . .
Marketable securities, at cost, which approximates
market . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

0

0
$

74,136

$

72,269

E n d of ye ar . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

w

0
a)
M
Ju

Fund balance:
Beginning of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Add (deduct):
Donations received . . . . . . . . . . . . . . . . . . . . . . . . .
Interest incom e ....... ....... ........ .......
Designated research appropriation . . . . . . . . . . . .

V

v

See accompanying notes to financial statements.

$

72,269

$

895
2,401
(1,429)

$

74,136

61,958
6,361
3,950
—

$

72,269

NATIONAL ASSOCIATION OF ACCOUNTANTS

STATEMENTS OF REVENUES AND EXPENSES AND CHANGES
IN FUND BALANCE- CURRENT OPERATING FUND
Years Ended June 30, 1977 and 1976

1977
$3,436,081
642,035
156,425
189,236
166,449
119,406

$3,184,782
600,847
182,835
156,390
152,243
118,875
143,682
108,800
65,887
38,593

EXPENSES:
Chapter services:
P aym en t s t o c h ap t ers . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Technical publications . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Marketing:
Membership and new chapter development .....................
Public relation s and p rom otion . ... .... ... .... ... .... ... .... ...
Meeting arrangements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Technical services:
Continuin g Ed ucat ion Prog ram . ... .... .... .... .... .... .... ....
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Administration . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Finance:
Accounting ..... ............. . ............... ...............
Da t a p ro c e s s in g . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Administrative services:
General office and offic e services . ...... ...... ...... ...... .....
Occupancy costs (note 4) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Word processing and administrative support ....................
Institute of Management Ac counting .... ............. ............
A n n u al c on fe re n c e . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

4,884,319

4,578,247

706,269
262,119
542,666

640,440
326,969
573,301

117,533
135,272
106,941

111,350
114,612
131,642

616,487
351,830
277,854

589,236
304,707
272,109

195,711
277,651

191,232
329,346

401,897
264,020
428,117
234,521
154,777

469,408
246,308
188,616
162,511

5,073,665

4,651,787

-

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

1976`

(73,540)

767,798

841,338

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

578,452

767,798

$

(189,346)

$

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

* Certain figures for 1976 have been reclassified to conform with the current
year presentation, except for word processing and administrative support
expenses which did riot exist as a separate expense category in 1976.
See accompanying notes to financial statements.
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NATIONAL ASSOCIATION OF ACCOUNTANTS

STATEMENTS OF CHANGES IN FINANCIAL POSITION —
CURRENT OPERATING FUND
Years Ended June 30, 1977 and 1976

SOURCES OF FUNDS:
From operations:
Excess of exp enses over revenues ..... ............ ............
Expenses not requiring outlays of funds — depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

1977

1976

$(189,346)

$(73,540)

106,724

92,808

(82,622)

Tot al s ou rc es of fu nd s . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . .

188,414

371,288

USES OF FUNDS:
Increase in marketable securities . .... ..... ...... ..... ...... .....
Acquisitions of furniture, equipment and leasehold improvements ....
Increas e in ot her as set s .. ... ... ... .... ... ... ...
Decrease in socio- economic contributed reserve ...............

45,973
92,117
8,216
49,489

350,340
68,578

Total uses of funds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

195,795

418,918

NET DECREASE IN CASH BALANCE . . . . . . . . . . . . . . . . . . . . . . . . . .
CASH AT BEGINNING OF YEAR . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

292,327

339,957

CASH AT END OF YEAR . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

$284,946

$292,327

.

.

.

.

.

.

.

.

.

.

.

.

.

I

.

.

...

—

I

—

34,312
236,724

19,268
12,557
239,202
100,261

—

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Decrease in other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Increase in accounts payable and accrued liabilities ................
Increase in deferred membership dues ...........................

(7,381)

(47,630)

See accompanying notes to financial statements.

NOTES TO FINANCIAL STATEMENTS
June 30, 1977 and 1976
(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(a) Chapter Treasuries and Regional Councils
The funds and accounts of chapter treasuries and regional
councils are not included in the accompanying financial
statements.
(b) Socio-economic Program
The Association conducts a Socio- economic Program
which is funded in part by the United States Department
of Commerce —Office of Minority Business Enterprise
under a cost reimbursement type contract which expires
in August 1977. The expenditures under the program and
the reimbursement thereof which approximated $90,000
and $130,000 for the fiscal years ended June 30, 1977 and
1976, respectively, are not included in the revenues and
expenses of the current operating fund.
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(c) Furniture Equipment and Leasehold !mprovements
Furniture, equipment and leasehold improvements are
carried at cost.
Depreciation and amortization are computed on the
straight -line method. Leasehold improvements are amortized over the term of the lease or the estimated useful
lives of the assets, whichever is the shorter period. Furniture and equipment are depreciated over their estimated
useful lives,
(d) Revenue Recognition
Membership dues are recorded as revenue during the
applicable membership period.
The Association's monthly publication, Management
Accounting, is distributed to all members. However, no
portion of members' annual dues is allocated to subMANAGEMENT ACCOUNTING /OCTOBER 1977

scription revenues in the accompanying statements of
revenues and expenses and changes in fund balance —current operating fund.
Registration and /or examination fees are recorded as
revenue when the related program or examination takes
place.
Advertising revenues are recorded as revenue when the
applicable publications are issued.
(e) Reserve Fund
The reserve fund was established for the purpose of providing funds which may be utilized to insure continuous
extension and development of activities for the best
interests of members. Membership registration fees and
gains and losses on disposition of securities of the fund
are recorded therein. Interest and dividends earned on
investments of the fund are recorded in the current
operating fund. Appropriations may be made from the
fund upon affirmative vote of the majority of the Board
of Directors.
(f) Memorial Education Fund
The memorial education fund was established for the purpose of accepting and holding funds to support and further the educational goals of the Association. Donations,
gifts and interest earned on the fund's investments are
recorded therein. The assets of the fund are administered
separately from the other funds of the Association by a
committee whose actions are subject to the approval of
the Executive Committee.
(2) FURNITURE, EQUIPMENT AND LEASEHOLD
IMPROVEMENTS
As of June 30, 1977 and 1976, furniture, equipment and
leasehold improvements consisted of the following:
1977
1976
........
Furniture and equipment
$611,314 $525,833
Leasehold improvements ......... 144,547 137,911
755,861
Less accumulated depreciation and
amortization .................

404,011

663,744
297,287

$351,850 $366,457
(3) PENSION PLAN
The Association has a non - contributory pension plan
covering substantially all employees. As of June 30, 1976
(the date of the most recent actuarial evaluation) pension
plan assets exceeded the actuarially computed value of
vested benefits. It is the Association's policy to fund
pension costs accrued. Total pension expense was
approximately $106,000 and $151,000 for the years ended
June 30, 1977 and 1976, respectively. The expense for 1977
gives effect to plan amendments adopted as of July 1,
1976 in order to comply with the Employee Retirement
Income Security Act of 1974 (ERISA) and changes in certain actuarial assumptions resulting in an actuarial gain
which is being amortized over a ten -year period.

MANAGEMENT ACCOUNTING /OCTOBER 1977

(4) LEASE COMMITMENTS
The Association leases office space under a long -term
lease agreement requiring minimum rental payments
which aggregate approximately $1,600,000 plus certain
escalation charges. The minimum annual rental commitment is approximately $201,000 for each year through
1985. Rent expense (which is included in the caption,
Occupancy costs) aggregated $248,401 and $231,711 for
the years ended June 30, 1977 and 1976, respectively,
which amounts are net of rents received from subleases
amounting to $46,682 and $50,806 for the years ended
June 30, 1977 and 1976, respectively.

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

The Board of Directors
National Association of Accountants:
We have examined the balance sheets of the
National Association of Accountants as of June 30,
1977 and 1976, and the related statements of revenues and expenses and changes in fund balance —
current operating fund and changes in financial
position— current operating fund for the years then
ended. Our examinations were made in accordance with generally accepted auditing standards
and, accordingly, included such tests of the accounting records and such other auditing procedures as we considered necessary in the circumstances.
In our opinion, the aforementioned financial
statements present fairly the financial position of
the National Association of Accountants as of
June 30, 1977 and 1976, and the results of its
operations and the changes in financial position of
the current operating fund for the years then
ended, in conformity with generally accepted
accounting principles applied on a consistent
basis.

August 19,1977
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THE EXECUTIVE DIRECTOR'S
REPORT
The Association's "visibility" went up a few percentage points during 1976 -77, thanks to some
positive publicity and some negative attention.
Our "bit" role in the Metcalf Subcommittee
study, "The Accounting Establishment," may
have confused some as to the purposes and
organization of NAA. We tried, however,
through a letter to Sen. Lee Metcalf and
through my own testimony before the Senate
Subcommittee on Reports, Accounting and
Management, to correct what we believe are
distortions of NAA's role in the accounting field.
On the positive side, two questionnaires on
accounting issues sent to the Fortune 1,000
chief financial officers elicited a gratifying response both in terms of those polled and the
ensuing coverage in the press. The first questionnaire, developed with the advice of our public relations counsel, elicited a 37 percent response; the second, a 51 percent response —
an unusual response rate in polls of this type. In
undertaking the surveys, the Association also
opened up channels of communication with our
natural constituency.
Overall, the Association is in good shape.
Membership is at an all -time high- 84,632—
and the addition of 13 new chapters brought
the number of total chapters to more than 325.
Financially, budgeted costs and expenses were
kept in control. A shortfall in income resulted in
a slightly unfavorable variance to budget. Cost
improvement efforts are still under way to ensure that all operations continue to be conducted in a cost - effective manner.
The educational efforts continue to add to
our reputation in the accounting field. The outstanding success of the Continuing Education
Program, the growing popularity of the InHouse program and the very encouraging progress in the Self Study Cassette program —all
testify to the effectiveness and quality of our
educational arm. A little known service —the Library and Technical Inquiries —has been
strengthened and, as a result, has spurred a
greater response from members.
As for the Institute of Management Accounting, it is clear we are on a rising curve of continued growth and success with the Certificate in
Management Accounting program. We are
nearing a milestone now in which the first 1,000
individuals will have completed the examination
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and qualified for the certificate. The Institute
has accomplished a major goal of gearing up
for two examinations a year and positioning itself so that it always has one examination in
reserve.
As an illustration on the high rate of activity
and the size of your Association, the Marketing
and Meetings Division arranged 405 separate
meeting occasions during the year. Included in
that figure are the annual Chapter Management
Seminars, which set a new high in attendance,
attracting more than 1800 chapter officers and
directors.
The year saw the end of Federal support for
the Socio- Economic Program but it has been
successfully incorporated into the work of the
chapter counselors (area managers) in the
Chapter Services department. This successful
program will be continued in full force at minimal expense to the Association.
In an experiment, a staff member was named
the first full -time advertising manager for MANAGEMENT ACCOUNTING. His efforts thus far in increasing the number of advertisers have demonstrated that we can support a business and
circulation manager on staff.
A visit on the occasion of the 10th Anniversary of NAA- France Chapter gave me the opportunity to communicate with members of not
only that chapter but also of Brussels, Belgium,
and Frankfurt, Germany. As a result, encouraged by the enthusiasm of European members
of the Association, we are planning tentatively
to schedule the first regional conference in Europe sometime in the near future.
MANAGEMENTACCOUNTING/OCTOBER1977

In staff office adm inis tration, the end of the
first year of operation of the W ord Proc es s ing
Center and Adm inis trative Support Group saw
both operating progres sively more efficiently
and effectively. W e have c ontinued to acquire
the latest, mos t rapid mechanical equipment,
including a new high speed copier, a photocom position mac hine and a high s peed doc um ent pri nter to s ervic e the op erations of our
large and growing As sociation.
If we do have a problem in office procedures,
it would have to be said that muc h of it can be
attributed to the U.S. Postal Service but our
problem is probably no worse than that of many
others. In order to handle an expanded volume
of more m em bers and m ore s ervices, our s taff
is being expanded by six people during 197778.
It w as a very produc tive year w hic h s aw the
strengthening of educational services, greater
recognition by the public of NAA and the m an-

agem ent accountant, and the enhancement of
our image in the media.
Over the years, m ore and m ore NAA m em bers, including past chapter presidents and
past national directors, have joined the NAA
staff in key positions. Today there is a sizable
perc entage on the professional staff w ho are
not only employees of the Association but also
dues - paying members.
The listing that follows is a sm all recognition
of the hundreds of thousands of hours of volunteer service that officers and comm ittee members dedicated toward the betterm en t of the
Association in 1976 -77. The thriving, productive
organization that w e have today is living testimony to their outstanding efforts.

"It was a very
productive
year..."

W.M. Young, Jr.
Executive Director

COMMITTEES

EXECUTIVE COMMITTEE

PRESIDENT
GEORGE D. GEE, Kansas City
VICE PRESIDENTS
WILBERT S. ANDERSON, JR., St. Louis
JOHN C. ARME, Southeast Los Angeles
RICHARD E. BERGOUIST, Waterbury
ELLEN B. COULAM, Dallas
DONALD C. JENSEN, Cleveland
ROBERT J. JOHNSTON, Portland
Columbia
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LESLIE J. KNOX, Rochester
RALPH W. NEWKIRK, JR., South Jersey
ROBERT F. STONEROCK, Mid - Florida
MICHAEL TEACH, Pittsburgh
JAMES H. TOY, Spartanburg Area
JOHN W. WIELDE, St. Paul
TREASURER
DONALD H. CRAMER, New York

APPOINTED MEMBERS
ROBERT J. DONACHIE ('77), Dallas
EMIL SCHARFF, JR., ('77), San Francisco
R. LEE BRUMMET ('78), Raleigh- Durham
Area
FRANCIS J. MEJSTRICK ('78),
Morristown
RODERICK G. TURNER. JR., ('79),
Atlanta Central
LOUIS VLASHO, ('79), Dayton
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COMMITTEE CHAIRMEN

f
It

LIEB

LIVINGSTON

O'REILLY

CHAIRMEN OF STANDING
COMMITTEES
R. LESLIE ELLIS, Lancaster
CLEMENS A. ERDAHL, New York
THEODORE G. LIEB, Philadelphia
CARLYLE 0. LIVINGSTON, Columbus
ROBERT B. OAKLEAF, Olean- Bradford
THOMAS J. O'REILLY, Cleveland
VINCENT A. PIUCCI, Worcester Area
ALLEN H. SEED, III, Boston
CHARLES T. SMITH, JR., Atlanta Central
VERNON E. ZUMHAGEN, Rockford
PAST PRESIDENTS
A.P. BARTHOLOMEW, JR., ('77), New
York
LAFE P. FOX ('78), Cleveland

STANDING COMMITTEES
CHAPTER DEVELOPMENT
THEODORE G. LIEB, Philadelphia,
Chairman
DEAN W. ARNOLD, Colorado Springs Pueblo
CHARLES W. BANKS, Charlotte Blue
GERALD A. BRYAN, Louisville
MAURICE S. CROWLEY, Birmingham
EMERSON C. ERB, Bakersfield Area
GAYLE H. FLAMION, Elkhart Area
EDWARD W. GOODWIN, Western
Carolinas
H. FRANKLIN GREER, Memphis
STEVEN J. HABEL, Cleveland
HAROLD E. HALWEG, St. Paul
SHERRILL W. HUDSON, Dayton
CHARLES W. HUXFORD, North Central
Indiana
ROBERTS. JOSLIN, Nashville
DENTON L. KANOUFF, Valley Forge
CARL L. McCOMBIE, Central
Pennsylvania
L.C. MORRIS, Nashville
GEORGE PERNICANO, Pittsburgh
WARREN K. REED, Baltimore
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ERDAHL

L

454r

SMITH

ELLIS

OAKLEAF

ZUMNAGEN

JOSEPH F. RYAN, Johnstown
JOHN F. WHITELEY, Suburban Northeast
Philadelphia

DAVID F. STRAWN, Birmingham
ARNOLD G. SWENSON, Rockford
WILLIAM J. SWITAJ, Cleveland
R.L. WOOLHEATER, Orange Coast

CHAPTER OPERATIONS

EDUCATION

CARLYLE O. LIVINGSTON, Columbus,
Chairman

THOMAS J. O'REILLY, Cleveland,
Chairman

JAMES H. ANDREWS, Western Wayne
JOHN G. BAAB, Ann Arbor
THEODORE F. BEVEC, Long Beach
JOHN S. BILLINGS, Peninsula -Palo Alto
LOUIS BONOMO, Wabash Valley
ROBERT C. BRANNON, Nashville
RAYMOND E. BURTON, South
Birmingham
GERALD J. CABRAL, Stockton Area
PETER R. CRUMPSTON, Hawaii
HAROLD R. CUNNINGHAM, Houston
GORDON 0. DANSER, Princeton
RONALD B. DOWELL, Baltimore
JOHN J. GIBBONS, Delaware County
Pennsylvania
LARRY D. GRAY, Long Beach
ROBERT E. GRIFFIN, Hartford
PAUL M. HALL, Akron
DONALD A. HARTSTACK, Sioux City
PAULINE L. HENRY, Illowa
WALTER R. KLINGER, North Central
Ohio
EDGAR H. KRISSLER, Mid - Hudson
FREDERICK G. LAKE, Baton Rouge
FREDERICK K. LIEDTKE, Princeton
ROBERT B. LINDEMUTH, Albuquerque
LEROY R. MATTER, Harrisburg Area
ROBERT A. MECH, Racine- Kenosha
BILL R. MUCK, Southern West Virginia
GEORGE L. NICHOLAS, Los Angeles
THOMAS M. O'TOOLE, McComb County
Michigan
WILLIAM M. PFANN, Alameda County
South
STANLEY R. PYLIPOW, St. Louis
CHARLES W. REGAN, Birmingham
ELIZABETH A. REID, Boston
THOMAS J. ROWND, Fort Wayne
JOSEPH L. RUTH, Saginaw Valley
WILLIAM M. SCHUH, San Antonio
JACK STEDNITZ, San Jose
ROBERT E. STOCKMEYER, Evansville
ROBERT A. STORK, Saginaw Valley

CHARLES V. BENSON, Orange Coast
California
GERMAIN BOER, Tulsa
JAMES C. CALDWELL, Lubbock Area
MARIE E. DUBKE, Memphis
MICHAEL H. FRANCISCO, West Los
Angeles
WILLIAM S. HAFLEIGH, Elmira Area
IRIS F. HARMON, Houston
DORA R. HERRING, Northeast
Mississippi
CHARLES R. HUBER, Delaware
JAMES A. KNOBLETT, Blue Grass Area
JOSEPH M. KOCH, Indiana East
ALBERT G. KRAEMER, Akron
RAYMOND L. LARSON, Catawba Valley
GORDON E. LOUVAU, Oakland -East Bay
ROBERT E. MALCOM, Central
Pennsylvania
HUGH L. MARSH, JR., Pittsburgh
MORRIS C. MATSON, Fort Worth
WILLIAM J. McHUGH, Westchester
FRED M. PROODlAN, Mass. North Shore
ALVIN D. REECE, North Central Ohio
S. HERBERT RUBIN, Rochester
GAROLD L. RUTHERFORD, North Texas
JAMES 0. SANDERSON, Milwaukee
JOSEPH A. SCHIAVONE, Danbury Area
NEILL R. SGHMEICNEL, Philadelphia
JOSEPH PETER SlMlN1, San Francisco
GEORGE W. SIMMONS, JR., Jackson
BRIAN H. STROM, Sacramento
LOOMIS H. TOLER, Northeast Mississippi
BRUCE K. WILLARD, Boston

FINANCE
CLEMENS A. ERDAHL, New York,
Chairman
HARRY W. CHERRY, Wilmington
JAMES J. CORBOY, Pittsburgh
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COMMITTEE CHAIRMEN

SEED

PIUCCI

PERRY

DONALD H. CRAMER, New York
BRUCE L. DAVIS, JR., Miami
W. ATLEE DAVIS, JR., Delaware
DONALD J. DiCLEMENTE, Harrisburg
Area
MICHAEL P. GRANIERI, Akron
FIRMAN H. HASS, Detroit
JOHN T. KOKOS, Indianapolis
JAMES E. McMILLEN, Central Texas
VERNON OWENS, South Birmingham
WADE B. SALISBURY, Dallas
A.T. SAMUELSON, Washington
LEO R. SMENTOWSKI, Colorado
Springs - Pueblo
COLIN A. STILLWAGEN, San Diego
MANUEL R. SYLVESTER, Hawaii

MEMBERSHIP
CHARLES T. SMITH, JR., Atlanta
Central, Chairman
CHARLES W. ADAIR, Birmingham
WILLIAM S. CAIRNS, Westmoreland
County
MARVIN P. CARTER, JR., Charlotte Blue
DAVID G. COKER, Spartanburg
ALYCE R. DRESSLER, Wabash Valley
WARREN D. FIX, Orange Coast California
ALEX J. GALL, Columbus
CAROLE ANN GIBBS, Hawaii
JOHN H. GIMBEL, Baltimore
W. ROBERT GRAFTON, Washington
JACK D. GRAY, Dallas
JOHN W. HEAMON, Birmingham
NICHOLAS P. JONES, Peninsula -Palo
Alto
MAX R. KENWORTHY, Central
Pennsylvania
LINUS W. KINNER, Northern New York
RONALD J. KOZICH, East Bergen Rockland
EUGENE J. LANDRY, New Orleans
ALLAN C. MAY, Piedmont Winston -Salem
ROBERT R. MEYER, Philadelphia
JOSEPH MITCHELL, Elkhart Area
BETTY J. OLDHAM, Indiana East
MALCOLM T. PARK, Philadelphia
RUSSELL D. RAWN, Central Arkansas
DONALD J. REDA, Chicago
QUENTIN E. SAMUELSON, Calumet
DONALD G. SCHERRER, Scottsdale
Area
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ALONZO

FOX

GARY F. SHILLINGFORD, Philadelphia
ROBERT A. STARK, Cincinnati
CHARLIE H. STEWART, JR., Mid - Florida
JAMES R. TALTON, JR., Western
Carolinas
ROBERT G. THORP, San Francisco
GEORGE S. THUMLERT, JR., Harrisburg
Area
HAL G. TIERNEY, Sabine
EDGAR A. VOGT, JR., Springfield
JAMES E. WALTON, Illinois Northeast
J. LOUIS WARGO, Cleveland
ROBERT E. WILLIS, Savannah
KENNETH J. WOLTERMANN, Cincinnati
JACK R. WOODS, Kalamazoo
EDWIN A. WOODWARD, San Diego East
County

PLANNING
R. LESLIE ELLIS, Lancaster, Chairman
JOSEPH L. BRUMIT, MAL
BLISS R. FINLAY, Detroit
CHARLES R. KNUTSON, Saginaw Valley
CARL M. KOONTZ, Knoxville
WILLIAM F. NICHOLS, Peninsula -Palo
Alto
ROBERT L. PYLE, Cleveland
ARTHUR A. RAUTIO, Hartford
EDWARD W. RODGERS, Dayton
ARTHUR S. TAYLOR, Boston
JOHN W. TOWNS, JR., Butler Area

PALUGA

PRESSLER

SWEENEY

THOMAS K. KUTCH, South Central
Indiana
WILLIAM L. LANIER, JR., Wilmington
DAVID H. LATTINVILLE, Syracuse
ANTHONY J. MASTRO, Washington
EULICE D. McALISTER, Palm Beach
ROBERT L. McCRACKEN, Oakland
County
E. EDWARD MORRIS, Dayton
JACK T. NESTOR, Kansas City
LOUIS J. OLIVERIO, Dayton
MAYNARD E. PETERSON, Hagerstown
GROVER L. PORTER, Northeast
Mississipi
KENNETH E. POSEY, Reading
HERBERT D. RISLEY, South Jersey
ROBERT L. ROSENBLATT, Boston
JOHN C. ROSSER, Pittsburgh
DONALD E. SANDERS, DubLique TriState
JOSEPH E. SOKOLOWSKI, Olean Bradford Area
MARY JANE SPERRY, Fort Lauderdale
MILDRED B. STEPHENS, Trenton
LeROY A. SUNDBY, St. Paul
JOHN SZAFRANSKI, Detroit
EDWIN T. TAYLOR, San Jose
LARRY R. THOMPSON, Washington TriCities
E. JOYCE TIMMERMAN, Orange County
ROBERT E. TODD, Waterbury
MARILYN W. WALKER, Fort Worth
R.O. WALTON, JR., Wilmington
JOHN A. YANNACONE, Delaware County
Pennsylvania

PUBLIC RELATIONS
ROBERT B. OAKLEAF, Olean- Bradford
Area, Chairman
J. EDWARD ADKINS, JR., Eastern
Carolina
JAMES M. BARKER, Dallas
R.G. BORNHOFEN, Orange County
JOHN E. BUELT, St. Louis
PERRY L. CALK, Corpus Christi
RALPH S. CHAMPNEY, JR., Albany
CLAY S. DAVIS, Pensacola
HOWARD J. EICHHORN, Cedar Rapids
LLOYD C. HILLARD, JR., Blue Grass
Area
MARJORIE E. KNESEL, Scottsdale Area
ROBERTS, KOEBELE, Long Island Nassau

PUBLICATIONS
VERNON E. ZUMHAGEN, Rockford,
Chairman
FREDERICK A. BIEN, Columbus
COLE J. BRANDENBURGER, South
Central Indiana
THOMAS J. CAREY, North Jersey Shore
DONALD A. DENNIS, Providence
R.A. DURO, Canton
WILLIAM R. GARBER, Akron
CLARENCE E. HOLTZE, Minneapolis
Northstar
MICHAEL HROMISH, Cincinnati
JAMES G. HUMMEL, Evansville
JERRY B. JACKSON, Kansas City
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ORVILLE R. KEISTER, Akron
PAUL W. KELLY, Atlanta Central
LEWIS W. LEES, Peoria
DONALD L. MADDEN, Blue Grass Area
THOMAS P. PILKO, Connecticut Gateway
GEORGE F. PUHL, Jamestown - Warren
JOHN H. SHROAT, Indianapolis
NORMAN A. STRAND, Polk County
Florida
DARRELL A. THOMPSON, Spokane Area
MICHAEL R. TYRAN, Pomona Valley
J. VINCENT VOGEL, Bridgeport
KENNETH T. WOODRUFF, St. Paul

COMMITTEE ON RESEARCH
ALLEN H. SEED, III, Boston, Chairman
EUGENE A. BATES, Wichita
HENRY L. CLAYTON, SR., Elmira Area
ROBERT L. CRAMER, Mid - Florida
DWIGHT H. DAVIS, Milwaukee
GERALDINE F. DOMINIAK, Fort Worth
PATRICIA P. DOUGLAS, Western
Montana
KENNETH J. DOYLE, Connecticut
Gateway
J. BERNARD ECK, Daytona Beach Area
JAMES DON EDWARDS, Atlanta Central
HOMER R. FIGLER, Westchester
GLEN R. KELLAM, Kalamazoo
WILLIS A. LEONHARDI, Chicago
EDWIN W. MANKTELOW, Elmira Area
G. KENNETH NELSON, Central
Pennsylvania.
DOUGLAS E. NORBERT, MAL
JAMES W. PATTILLO, Michiana
HADLEY P. SCHAEFER, Ann Arbor
HENRY A. SCHWARTZ, MAL
ELLIOTT L. SLOCUM, Atlanta Central
HAROLD M. SOLLENBERGER, Lansing Jackson
ANTHONY P. SPAGNOL, Pittsburgh
RICHARD J. STILL, Brunswick Area
MORTON TEMSKY, Worcester Area
CHARLES E. VAN DE WIELE, JR., Tulsa
LELAND H. VAN WINKLE, Peninsula -Palo
Alto
RICHARD A. VIKANDER, Chicago
CALVIN A. VOBROUCEK, Peoria
KEITH E. WILLIS, Washington Tri- Cities

FRED M. HERMAN, Baltimore
RICHARD J. HOBDAY, Omaha
NEIL D. JEFFERSON, Chicago
FREDERICK KIEL, Toledo
STANLEY A. KLIGMAN, Philadelphia
KEVIN J. MALLEY, Las Vegas
HANS L. MATZNER, Milwaukee
NORMAN S. MAYBERG, East Jersey
PETER G. McCONNELL, Aroostook
County
OLNEY F. OTTO, St. Louis
S. ALDEN PENDLETON, Pittsburgh
EARL J. SCHAEFER, Minneapolis Viking
ROBERT ALAN SMITH, North Penn
F.V. SUBALUSKY, Washington
JOSEPH G. TONASCIA, San Francisco
NELLO L. VERGARI, Ohio Mid - Eastern
DAVID G. WHALEY, Wilmington, N.C.

OTHER COMMITTEES
COMMITTEE ON INTERNATIONAL
CHAPTERS
DONALD G. PERRY, San Francisco,
Chairman
MAURICE M. ABRAHAMS, Sao Paulo
ALAN B. ANSON, Buenos Aires
FLAVIO BELTRAN, Bogota
JORGE E. SLAY, Miami
ROGER E. BLIN, France
CEDRIC D. BRIDGER, Buenos Aires
MIGUEL A. DAVILA, Mexico
LUIS C. DIAZ, Philippines
MANUEL B. ENRIQUEZ, Philippines
ELMER F. FISHER, Frankfurt
IAN D. GORDON, Medellin
JAIME J. SIDI- Y- GABBAI, Rio De Janeiro
ADRIAN J. HAEBERLI, Swiss
OCTAVIO HOYOS- RIVERA, Mexico
SAICHIKI KANEKO, Tokyo
ELIAS BESSUDO MADJAR, Mexico
SERGIO PALLAVICINI, Turin
NICOLO PELLIZZARI, Milan
ISMAEL RODRIGUEZ- POGGI, San Juan
THADDEUS SCHULTZ, San Juan
EWALD SCHNEIDER, Waukesha Area
LUIS V1ATELA, Bogota
EDUARDO VILLALOBOS, Lima, Peru

COMMITTEE ON SOCIOECONOMIC PROGRAMS

COMMITTEE ON MANAGEMENT
ACCOUNTING PRACTICES

VINCENT A. PIUCCI, Worcester Area,
Chairman

MARTIN V. ALONZO, New York,
Chairman

EDWARD BAKER, Mass. Route 128
NERINA K. BALL, Worcester Area
JAMES BRESNAHAN, Dayton
AMBROSE J. CLAUS, Boston
S.B. DePREE, Denver
EUGENE J. DONSBACH, JR., North
Alabama
LOWELL E. ELMORE, Jacksonville
JOSEPH J. FEDEVICH, Canton
CASSIUS M. FENTON, Indianapolis
PRESTON M. GENDLER, Dallas
NEIL B. GODICK, Philadelphia
RICHARD D. GOEHRING, Albuquerque
WALTER E. GORDON, Orange County
MERLE R. GRIMM, Fort Wayne

HAROLD E. ARNETT, Ann Arbor
NORTON M. BEDFORD, Sangamon
Valley
DONALD C. BRABSTON, Birmingham
DUDLEY E. BROWNE, San Fernando
Valley
JAMES M. FREMGEN, Salinas Valley Monterey Peninsula
ALBERT P. ROEPER, Suburban
Northeast Philadelphia
HERBERT H. SEIFFERT, Raritan Valley
DONALD P. SELLECK, St. Paul
ROBERT L. SHULTIS, Morristown
DONALD J. TRAWICKI, Morristown
DONALD J. WAIT, Albany
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NOMINATING COMMITTEE
TO REPORT IN 1977
LAFE P. FOX, Cleveland, Chairman
A.P. BARTHOLOMEW, JR., New York
ROBERT G. CHAPMAN, Los Angeles
DONALD J. DiCLEMENTE, Harrisburg
Area
BLISS R. FINLAY, Detroit
DONALD G. KERN, Baltimore
FRANCIS J. MEJSTR1CK, Morristown
HARRY L. MORRIS, Kansas City
G. KENNETH NELSON, Central
Pennsylvania
ALLEN H. SEED, III, Boston
LEO R. SMENTOWSKI, Colorado
RODERICK G. TURNER, JR., Atlanta
Central
LOUIS VLASHO, Dayton
ROBERT F. WEST, Seattle
VERNON E. ZUMHAGEN, Rockford

ANNUAL INTERNATIONAL
CONFERENCE
(June 19-22,1977, CHICAGO, ILLINOIS)
EDWARD M. PALUGA, Chicago,
Chairman, Operations
STANLEY A. PRESSLER, Indianapolis,
Chairman, Program

BOARD OF REGENTS of the
INSTITUTE OF MANAGEMENT
ACCOUNTING
ROBERT B. SWEENEY, Chairman
Head, Department of Accounting,
University of Alabama,
P.O. Box 6271, University, AL 35486.
JOSEPH F. BOND, ('79), Vice President,
Cone Mills Corp., 1202 Maple St.,
Greensboro, NC 27405.
CHARLES W. LAMDEN ('77), Partner,
Peat, Marwick, Mitchell & Co., 345 Park
Ave., New York, NY 10022.
ROBERT A. LINEBERGER ('78), Vice
President - Finance, Beckman
Instruments, Inc., 2500 Harbor Blvd.,
Fullerton, CA 92634,
MORRIS H. MAYO ('77), Vice - President &
Comptroller, General Electric Co.,
Easton Turnpike, Fairfield, CT 06431.
GRANT U. MEYERS ('78), Chairman and
President, Oil City Iron Works, Inc., P.O.
Drawer 1560, Corsicana, TX 75110.
JOSEPH V. NEWMAN ('79), Controller,
Dravo Corp., One Oliver Plaza,
Pittsburgh, PA 15222.
DAVID W. REWICK ('77), Partner, Ernst &
Ernst, 150 South Wacker Drive,
Chicago, IL 60606.
GORDON SHILLINGLAW ('79),621 Uris
Hall, Graduate School of Business —
Columbia University, New York, N.Y.
10027.
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Who knows what you'll pay next year in taxes? Or have the nerve to save? Or how
your financial plans will be affected by inflation? The result of this constant uncertainty is an ever - growing confusion about money. But now, with State Mutual's new
coordinated Financial Planning Service there's a sensible way out.
Let's go back, for a moment, to the year
1900. To a time when there was no
income tax or Social Security; when
"fringes" such as company benefits
were almost unheard of; and when the
dollar had a value you could count on.
Obviously, financial planning in those
days was simpler. A lot simpler.

Boggling the mind.
Today, the list of financial concerns, for
most of us, practically boggles the mind
Taxes. Inflation. Pensions. Life insurance. Health insurance. Stocks. Bonds.
Easy credit. College and mortgage
expenses.
The fact is that people today have so
many choices and so many obligations
that few have a clear idea where they
stand. Worse, this confusion can create
costly gaps that threaten the very thing
that most people work for. Financial
se c u r i t y .

Untangling confusion.
But today, thanks to a remarkable new
planning concept you now have a
chance to untangle this confusion. And
to achieve goals previously unattainable
for your family, your business, yourself.
It's called — State Mutual's coordinated
Financial Planning Service.
This service begins when you sit down
with a State Mutual representative.
Instead of trying to sell you a preconceived financial program, or a specific
product, he listens to you discuss
your feelings and objectives for the
future. The accumulation of cash, for
example. Or paying off debts. Protecting
your business. Security for your family.
Or a comfortable retirement.

Ready cash.
On a return visit, you' II be able to see
how you stand financially. Simply.

Clearly. Our representative will present
his recommendations, if any are needed.
To meet a need for education funds,
for example, he could suggest that you
transfer a portion of your assets to a
potentially higher yield investment. To
protect a business partnership he may
suggest key man insurance.
To plan for retirement, he might suggest that you set up a program that not
only protects your family while you're
working, but will guarantee you a
monthly income for life. As an added
service, he may offer to coordinate the
talents of your lawyer, accountant,
banker, or other advisors in shaping the
best possible program for you.

A daring approach.
What kind of company would dare to
promise such a far reaching, yet practical
approach to money management?State
Mutual of America. And before you
decide that an "insurance "corn
an
company
can't possibly be objective in financial
planning, we'd like to correct an impression. We're a lot more than America's 5th
oldest mutual life insurance company.
Today, we're the keystone company of a
financial services organization *. Which
shouldn't surprise you when you consider that State Mutual has been
regarded as a pioneer
r,

in personal and business
1
financial planning for
generations. Examples? 1
We were the first major 1
company to offer non- 1
cigarette smokers a
lower rate on new life in-

This same commitment to solving
financial problems is what makes the
State Mutual representative unique. Yes,
he's professionally trained. And yes, he's
backed by a staff of specialists locally
and in our home office; and by one of the
most comprehensive, modern computer assist capabilities in the business. But
most of all, he or she is someone who
can make a personal commitment to
your family, to your business, and to you.
We Invite you to take advantage of
this service. See how we approach the
complexities of retirement planning,
coordinating our thinking and experience with your own to benefit both you
and your clients. Send us the coupon
below for more information.

. M E N State Mutual of America
GROUP

Good financial planning ideas.

"StateMutual offers personal and group life and
health insurance and annuities. Variable annuities
are offered by our subsidiary, Americ an Variable
Annuity Life Assurance Company, through
registered representatives of our affiliate,SMA
Equities, Inc. Mutual funds are offered through SMA
Equities, Inc.
F N M C IA L
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RETIREMENT
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INFORMATION

FOR ACCOUNTANTS

1

1 Mall to: Slate Mutual of America (Dept. A3), W orcester, Mass 01605 1
Sirs: Please provide me with your literature. I am partic ularly
Corporate Pensions
I.R.A.
H.R. 10
1
1 Interested in:

surance. We were among 1
the first to cover routine 1 Name
dental care through
Group insurance; and
to provide clients with a
Ten Day Money Back
Guarantee on new
personal life insurance.

State Mutual Life Assurance Company of America, Worcester. Massachusetts 01605

1
1
1

1
1 Address
1 city
1
1 Telephone Number

1
1
1
State

Zip

1
1

1
1

One of the best
known accountants
doesn't do
accounting.
W

'

Robert Half is a Certified Public
Accountant. But he hasn't practiced
accounting since 1948 when he
established Robert Half Personnel
Agencies ... an organization devoted to
finding the best talent in accounting,
finance, banking and data processing.

11 -

P

y'

r�

Robert Half's offices 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... finds
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 R

PERSONNEL AGE

LF

LIES

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

