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Look
at what's happening
in CPA review.

Harcourt Brace Jovanovich, Inc., has developed
the Miller Comprehensive CPA Review and its
Companion Workbook in a totally original format.
These publications contain the essential knowledge
of at least 15,000 pages of standard textbook material,
presented in a comprehensive, current and really
readable manner.
Every page, paragraph and sentence is "meat ". No
extra verbiage, or filler... just essential knowledge,
in a logical sequence, that you can assimilate in up
to 80% less time than reading standard accounting
literature.

Practically every subject area that has appeared, or
could appear on the Uniform CPA Examination is
covered. Integrated throughout are selected practice
problems designed to reinforce your acquired
knowledge.
Use the coupon below to order your copies of the
Miller Comprehensive CPA Review and its
Companion Workbook on a 15 day money -back
guarantee. If you prefer to examine a sample
preview first, we will send you one on request.

-----------------------------------------------Order now!
l)
Mille r C o m pre he ns ive CP A R evie w, I nc .
75 7 Third A ve., New York, NY 10 0 1 7
15 Day Money Back Trial
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please add 8% sales tax. N.Y. State residents, please add appropriate state and kcal
taxes.)
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Rush orders — please add $4.50 for first class mail delivery.
O Please send me an actual preview of the Miller Comprehensive CPA
Review textbook. I understand there is no obligation on my part,
and that the preview will be mine to keep.
O Please send me information on attending Miller CPA Review
SEMINARS in major U.S. cities.

MILLER
COMPREHENSIVE
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Please send me the Miller Comprehensive CPA Review and
CompanionWorkbook.Enclosed is $87.50. (If I'm not fully
satisfied, I understand I still have the right to return both books
within 15 days alnd receive a full refund.) (New York city residents

PAREVIEW INC.

A subsidiary of Harcourt Brace Jovanovich, Inc.
757 Third Avenue, New York, NY 10017 / (212) 888 -3518

Zip
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PRESIDENT'S PERSPECTIVE

The Soapbox
In a society whose business and public communications network is the largest
and most sophisticated in history, it is ironic that public misinterpretation of the
role of business is the rule, rather than the exception. In some of our past
columns —and in talks I have made during this Association year —I have urged
our members to speak out, not only on accounting matters, but on our total
business structure as well.
Recently your Association established a new vehicle for top financial officers —
NAA members and others —to do exactly that, to express opinions on some of
the major issues that affect our business world and our economy as a whole.
Survey questionnaires have been mailed to the chief financial officers of the
nation's largest corporations, soliciting their responses to specific questions.
Opinions gathered in several surveys have been compiled, summarized and
submitted to media, government and public interest groups.
The latest survey asked CFOs what they believed were the most important
factors affecting our economy today. Over 70% of the 450 financial executives
responding to the survey said that the current slowdown in our economy is due
primarily to uncertainty over government policies. No problem once defined can
have the same kind of unsettling effect on business as the state of not knowing.
One executive said: "The delay in doing anything constructive about energy lends
to the uncertainty of business." Another said: "Define tax policies to remove
uncertainties." Many were more specific, calling for more incentives to encourage
business to reinvest profits in additional plants and to modernize productive
equipment, Others pointed to the threat of additional restrictive laws and
regulations as a leading cause of the slack in business. Herbert C. Knortz of
International Telephone and Telegraph summarized it best: "The business world
operates confidently only when it believes that it understands the present rules
and the rules which will prevail in the future. When its belief and understanding
become shaken, it reacts protectively and cautiously. Entrepreneurial bravery
gives way to capitalistic survival, and stagnation becomes the order of the day."
This added input from business executives can help increase awareness and
understanding of those factors that can make and keep our economy strong. It
can also serve to help inform our policy- makers about the weaknesses and
concerns being expressed across industry and business. If businessmen will stop
talking only to themselves, they can change both the perceptions of business and
the shape of things to come.
But most of us don't have a soapbox. Nor do most of us have direct access to
the communications media. As a result, when we do speak, our feelings, opinions
and recommendations reach only limited audiences. NAA's new program of
opinion surveys, therefore, opens a communications path through the media to
the public. As an added benefit, we are building a communications bridge
between NAA and a group of the most important financial people in America.

R. LESLIE ELLIS
President, 1977 -78
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SCHOOLS OF ACCOUNTING: THE WAY OF THE FUTURE
By Arnold L, Paolasini
Six universities have already established professional schools of accountancy. The
question, says the author, is no longer "Will we have separate schools" but "When and
how will we implement our program ?"

Cover.
A new house rises in

Yorba Linda, Calif. In
addition to carpenters,
masons and plumbers,
construction
companies need cost
accountants. See page
40.

19

ACCOUNTING EDUCATION AND EDUCATED ACCOUNTANTS
g H.J. Zoff er
Y

The author categorically places himself in opposition to the establishment of professional
schools of accountin g at qualified and receptive colleges and universities. He suggests
that this approac is mistake both for the public accounting profession and for the
nation 's bu siness sch ools.

Photo courtesy of Carrier
Corp.
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EVALUATING SOURCES OF CAPITAL FOR MINORITY
ENTERPRISES
By Hiram J. Springle
Starting a business venture is especially difficult for a minority entrepreneur because of the
many barriers blocking his way. Among these is the lack of capital. Some financing
alternatives are explored in this article.

27

REPLACEMENT COST ACCOUNTING: A STUDY OF ITS EFFECT
ON GROWTH AND CYCLICAL STOCK CHARACTERISTICS
By James W. Vitalone
Proceeding on the premise that growth companies would not be impacted as severely by
replacement cost accounting as would those companies considered to be cyclical, the
author compared representative companies from both groups and determ ined that such
was no t the case.

30

A FUNDED RESERVE FOR MAJOR REMOVALS
By J.B. Gillett
A proposal is made in this article for developing funded reserves for the large cost of
removal faced by major utilities.

35

THE MANAGEMENT CONTROL PROBLEMS OF
RESPONSIBILITY ACCOUNTING
By Donald K. Clancy
The most important objective management should have is to control the activities of its
employees. Without people control there is no effective cost or materials control. To
determine the degree of control, responsibility accounting must be used to evaluate
emplo yee performance.
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COST ACCOUNTING FOR A CONSTRUCTION COMPANY
By James J. Adrian
There is probably no organization that needs an effective cost accounting system more
than a construction company. In this article, such a system for a construction company is
described.
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CONTROLLING COMPANY -OWNED INVENTORIES IN PUBLIC
WAREHOUSES
By S.K. Felton
It may pay a company to utilize public warehousing facilities rather than maintain its own.
Effective use of such facilities does, however, begin with an efficient system of controls.

51

AN APPROACH TO HOSPITAL DATA PROCESSING
DEVELOPMENT
By Sidney Hancock
The health -care industry is one in which computer applications have yet to make
significant headway. This article offers some guidelines for moving ahead by describing
the options available and their capabilities.

57

CORPORATE STRATEGY FOR COMBATING INFLATION
By Martin V. Alonzo
The enemy is inflation and the generals, more often than not, are controllers and vice
presidents — finance. AMAX's controller describes his company's strategy for neutralizing
the effects of this long -term structural economic problem.
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... QUICKLY.
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You want these people to come in, do the job, and leave.
That's what our people want too!
This is why we say the sooner you fire us, the happier we
will be.
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Robert F. Randall, Editor

Haskins & Sells Changes Its Name

CPAs Split on Reforms

will

The self - regulatory changes adopted by the
American Institute of CPAs are unlawful and
will decrease competition in the accounting
field charges a group of small and medium sized accounting firms in a suit filed earlier this
year. The smaller firms are objecting to the Institute's decision to establish a new class of
membership for accounting firms and to divide
them up into a section including the firms (usually larger) that practice before the Securities &
Exchange Commission, and a section composed of those (generally smaller) which audit
privately -owned companies. According to the
complaint, the formation of the two sections
governed by different requirements
make it
more difficult for smaller, regional firms to gain
entry into auditing publicly -owned corporations.
The suit seeks a judgment prohibiting the Institute from putting the changes into effect without first submitting them to a vote by the entire
AICPA membership. The changes were approved by the AICPA's governing council and
by members attending the annual business
meeting last year.

Effective May 1, 1978, Haskins & Sells and Deloitte & Co. will each change its name to Deloitte Haskins & Sells. The companies are
among the largest accounting firms in their respective countries, the U.S. and United Kingdom. The Deloitte Haskins & Sells name already is used in virtually all other countries in
which the firms' offices are maintained. In a
joint statement, managing partners Michael N.
Chetkovich and David D. Rae Smith said: "The
adoption of the international name recognizes
the long- standing close professional relationship of our two firms and the increasing significance of our international practice. The new
name involves no changes in organization or
relationships with clients and simply reflects
the fact that Haskins and Sells and Deloitte &
Co. are, and have long been, part of one international organization."

Gordon Shillinglaw, professor of accounting at
the Graduate School of Business at Columbia
University, has been appointed a member of
the Cost Accounting Standards Board (CASB),
Board Chairman Elmer B. Staats announced.
Dr. Shillinglaw is a former member of the NAA
Management Accounting Practices Committee.
He succeeds Robert K. Mautz, who resigned
last year.... John J. McCloy, well -known lawyer and statesman,
head a new Public
Oversight Board to monitor the SEC Practice
Section of the Division for CPA Firms, a new
entity created by the AICPA. At the same time,
former SEC Chairmen Ray Garrett and William
L. Cary were named to the five - member Public
Oversight Board. Other Board members will be
announced soon.... A designated professorship, to be known as the Ernst & Ernst Professorship, has been created at The Ohio State
University to honor Richard T. Baker, an alumnus of the University and managing partner of
E &E. Mr. Baker recently retired after 37 years
with the firm.... Continued economic growth is
forecast by economists at Security Pacific Bank
and the National Assn. of Credit Management
in an upbeat appraisal of 1978.
will

AICPA Opens Key Meetings to Public

Business /Accounting Briefs

Under a new policy, the AICPA will open the
meetings of its standards - setting committees to
the public. The committees involved have authority to establish technical and professional
standards that are binding on CPAs who are
members of the Institute. They include the AICPA's Accounting Standards Executive Committee, Auditing Standards Executive Committee,
Accounting and Review Services Committee,
and Quality Control Standards Committee.
Dates and locations of upcoming meetings can
be learned by telephoning the Institute at a
special number- 212- 575 -5694. In addition, to
keep interested individuals informed, the AICPA is providing a new AICPA Meetings Subscription Service. Subscribers to the service will
MANAGEMENT ACCOUNTING/ MARCH 1978

Management
Accounting
Practices
Louis Bisgay, Editor

Shultis Testifies at Concepts Hearing;
FASB Introduces New Series
Robert L. Shultis, Vice President and Controller
of Technicon Corp., represented the MAP
Committee and NAA at the Standards Board's

second hearing on its Conceptual Framework
Project (MAP, Feb. 1978). This hearing, which
began January 16, covered phases II and III of
the Board's discussion memorandum—Qua/itative Characteristics and Measurement of the Elements of Financial Statements. (See page 61
for photographs of hearing.) Mr. Shultis also
appeared at the earlier hearing.
Shortly before the current hearings got under
way, the FASB issued an exposure draft of the
first in a new series of statements on financial
accounting concepts. The draft statement
evolved from the first portion of the project and
comprises Objectives of Financial Reporting
and Elements of Financial Statements of Business Enterprises. The new series is concerned
with fundamentals on which financial accounting standards are based. In due course, the
Board expects to reexamine its pronouncements to ascertain their consistency with the
newly enunciated objectives and concepts.
The proposed Objectives of Financial Reporting focus on information useful in investment and credit decisions. The focus is further
narrowed to investors' and creditors' primary
interest in the prospects of receiving cash from
their investments or loans and the relation of
those prospects to their assessment of the
prospect of net cash inflows to the enterprise.
According to the draft, enterprise earnings
measured by accrual accounting is thought to
be generally the most useful measure of enterprise performance.
The Board states that the elements of financial statements interrelate so the statements
should articulate. The elements that are defined in the proposed statement are assets, liabilities, owners' equity, earnings, revenues, ex-

penses, gains and losses. Comments on the
exposure draft are due by April 14, 1978.
In his remarks, Mr. Shultis pointed out that
the MAP Committee's completion of Matrix II
illustrated the strong weight placed on the historical cost /historical proceeds approach by
the Committee members. While encouraging
experimentation using alternative attributes —
some of which have theoretical merit —he noted that they "generally imply an imprecision or
lack of specificity which should be avoided or
minimized. Transaction - oriented historical
cost /historical proceeds is a proven attribute
that has withstood the test of time with reasonably satisfactory results —it has been proven in
the crucible of experience." With regard to
qualitative characteristics, Mr. Shultis emphasized the importance of understandability and
expressed the Committee's concern that insufficient recognition was being given to the overriding characteristic of materiality.
Although he did not have the opportunity to
discuss the recently issued proposal of a Statement of Financial Accounting Concepts with
the MAP Committee (see above), Mr. Shultis
commented personally. He complimented the
Board on its clarity and termed it "an excellent
start on a monumental and forbidding task." In
particular, he expressed satisfaction with (1)
the Board's awareness of a broad audience for
financial statements, (2) the recommendation
for articulated statements, (3) the principal focus on earnings and (4) the separation of gains
and losses from revenues and expenses. Mr.
Shultis did have a few specific reservations
about the proposed statement, such as the use
of an inventory write -down as an example of a
type of loss. "If a firm is in business to buy,
manufacture, and sell inventories, the writedown to market value should be considered an
operating expense," he said.

SEC Issues Segment Reporting Rules
The Securities & Exchange Commission has
adopted industry segment reporting requirements (MAP, Oct. 1977) that are intended to
integrate the information reported in registration statements, annual reports, and proxy and
information statements with the industry segment data prepared in accordance with generally accepted accounting principles as stated in
Financial Accounting Standards Board Statement No. 14, "Financial Reporting for Segments of a Business Enterprise."
SEC Accounting Series Release No. 236 provides that registrants "describe their business
by focusing on their industry segments and

Continued on page 64
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Notes and observations from IBM that may prove of interest to business planners.
Accurate Comparisons
J.R. Petite, group vice president, finance and administration says: "Our estimates and control of profits have
clearly improved since we began using
our IBM System /374 Model 168 computer for planning. Before, we had four
planning cycles and did everything
manually. As soon as one set of reports
was finished, we had to start on the next.
Now we revise our annual plan in
midyear and get accurate monthly and
quarterly breakouts that compare actual
results to prior year and plan. This allows
us to compare such items as receivables,
inventory, fixed assets, capital spending
and cash flow on a quarterly basis.
"The system has allowed us to develop another application that we call
ROAM: Return on Assets Managed.
Quarterly ROAM reports allow us to
evaluate the performance of division
managers using only the three elements
of assets that we believe they are responsible for — inventory, receivables and
fixed assets."

Timely Forecasts

Warner - Lambert uses anIBM computer for planning and forecasting on consumer
products such as oneoftheirnewer entries, Ustermfint mouthwash.

Planning for 37 Brands
atWarner- Lambert
Warner -Lambert Company is many
famous names within a famous name.
For example, Listerine, Efferdent,
Certs, Dentyne, Rolaids, Mident, Chic lets, Cool -Ray and Schick are among the
37 well -known brands that are marketed

by the Consumer Product Group. Operational planning for the group, which is
headquartered in Morris Plains, New
Jersey, is based on an annual plan completed in December and then revised six
months later.

"The system is also used for forecasting," reports Ferris Van Dien, division
controller. "Thirty variables —such as the
costs of goods, discounts and field
selling —are used to arrive at the bottom
line. We get quarterly reports, but need
month -to -month figures, which the system provides. These contain operating
statements, a financial forecast, reconciliations and sales reports.
"And we've developed sales trend
forecasts that take into account a variety
of promotions at any given time. Because advertising and promotional expenditures are such a vital factor in our
business —our budget is in excess of $150
million —we keep close tabs on how and
where our dollars are being spent."
Adds Subba Rao, manager of operations research for the group: "Now, our
fmancial analysts spend their valuable
time analyzing instead of number crunching. We're able to get next -day
reports of certain key results to management before noon. Each of our 37
brands has competitive pressures that
change constantly. By keeping our management up to date on what's happening
in the marketplace, they can act quicker
than ever before."

Advertisement

Preserving the Heritage of The Palmetto State
Marine Biologist Chick Gaddy on
Caper's Island, east ofCharleston,
South Carolina.

In a program to preserve its irreplaceable natural resources, the state of
South Carolina has collected data on
more than 400 sites, ranging from the
breeding grounds of the rare loggerhead
sea turtle to stands of timber more than
400 years old.
"In South Carolina, we are very
proud of the beauty and heritage of our
state," says Dr. Wayne Beam of the Wildlife and Marine Resources Department,
"and we want to preserve it for future
generations. Now we can make recommendations on land use permitting development compatible with conservation.
"The value of the program is in rapid
pinpointing of needed information,"
Beam continues. "We generate hundreds
of thousands of characters of new data
each month in our field survey work.
There is no way to handle a state -wide
assessment like this and have it do anything but sit in the files unless it is automated."
Areas surveyed contain rare or endangered species of plants or wildlife,
unique and outstanding natural features,
historical sites and buildings. Complete
information for each location is entered
into an IBM System /370 at the
University of South Carolina. The goal is
to provide the data that planners need to
assess the impact of future development.

Accumulated details on animals of
special ecological significance include all
their feeding and habitat requirements,
their geographical distribution, the
environmental limits they tolerate and
their breeding and nursery areas.
The program is called Heritage Trust
and was developed in collaboration with
The Nature Conservancy, a privately
funded organization based in Arlington,
Virginia, which is working with other
states on similar programs.
Beam adds: "By doing keyword
searches we can quickly compile a list of
all locations where the gopher tortoise
has been sighted, or other such extracts.
And using the computer we can do analytical work — correlating such factors as
size and fecundity, to help improve
commercial fish harvests.
"We recognize that we are a growing
and developing state and must make the
most effective use of our land from an
economic as well as an ecological standpoint. The computer will give us the
capability to compare sites, assess their
relative importance and decide which
areas contain unique values that should
be preserved."

Building Planner Productivity-It's BASIC
Business Analysis /BASIC provides a
business planner with thirty interactive
tools for investment analysis and financial forecasting. An IBM program product, BA /BASIC is designed for direct use
by the problem- solving planner. It requires no knowledge of computer programming, while making "what if" questions easy to ask and answers easy to
understand.
Spread -sheet analysis is an example
of the power of BA /BASIC. Seven
routines enable the planner to format,

build, write, change, total, express and
review a spread sheet in order to consolidate financial projections of several
projects into an overall report. And
BA /BASIC's• conversational approach
leads the planner through the routine by
the use of prompting, as well as lists of
available options.
There are a total of 17 routines in the
major application categories of investment, break -even, depreciation and
time- series analysis. For example, the
six investment analysis routines cover

return on investment, discounted cash
flow, multiple loan and single loan
analysis, lease vs. purchase, or make vs.
buy. Each routine can be used simply to
perform computations, or expanded into
a spread sheet in which the effects of
changing variables can be analyzed.
BA /BASIC warns of errors such as
too many digits or improper instructions, and checks computational accuracy. For all its power, BA /BASIC is easy
for a planner to use in solving problems
and building productivity.

Advertisement

Fast Answers to Tough Energy Questions
"Suppose the government made
major changes in national energy policy,"
speculates Prof. John J. Donovan of
MIT. "What would be the economic impact on each region of the U.S.? How
would the economy change if the fuel
supply were to be altered? If prices were
to change? What effective actions can be
taken by homeowners, industry and
public policymakers ?"
To help provide prompt answers to
such questions, the Generalized Management Information System (GMIS)
was jointly developed by IBM, MIT
Sloan School of Management and the
MIT Energy Laboratory. IBM provided
staff support and the use of a System /370
Model 158 at its Cambridge Scientific
Center. GMIS has been used to analyze
conservation strategy in, for example,
the consumption of energy for residential heating across the United States.
And it has been used to produce programs and a data base for energy policy
analysis in New England. Called the
New England Energy Management Information System (NEEMIS), this application was developed through a collaborative effort among MIT, the New
England Regional Commission (a
Federal -New England states partnership) and IBM.
What can the homeowner do? According to Donovan, an associate professor at the Sloan School: "An econometric
model shows that, for a homeowner in
the Northeast or upper Midwest, a
thermostat setting of 65 degrees (daytime) and 55 at night —or 63 around the
clock —will save 15 percent of his energy
costs.
"Other computer models produced
using GMIS suggest measures for commercial buildings. For some institutions
in the Boston area, these models identified ways to reduce energy costs by 40
percent (of which 20 percent required no
capital improvements).
"To answer questions like these ,° he
continues, "the Energy Laboratory has

Most homeowners today want to keep warm without waMng energy.
At MIT, computer simulation has shown that a 24 -hour thermostat setting
of63 degrees saves as much fuel as a night settingof55 degrees.
collected data and computer programs
from government research, professional
and technical groups, and university research efforts. A user can scan the data
base interactively to locate and define
the needed data and select a suitable
modeling system.
"GMIS is a universal bridge to this
diverse collection of data: Whatever
type of analysis is to be used —a simulation or a regression analysis, for instance
—GMIS provides the interface between
the required language and the data."
Users with terminals in their offices
are now working out solutions interac-

BASIC Program Products
These program products from IBM
extend the power and simplicity of
BASIC into areas that may be of interest to the planner.
VS/BASIC Enables a planner, interacting with a computer through a
terminal, to write and develop application programs. It is also a prerequisite
programming language for applying
BA /BASIC and the two following specialized program products.
MATH /BASIC A library of 44

routines that bring up -to -date and
ready -to -use mathematical tools to the
planner.
STAT/BASIC This comprehensive
set of 40 routines includes commonly
used statistical techniques applicable
to market forecasting and analyses.
For more information on these and
other IBM program products, contact
your local IBM branch office or write to
the editor of DP Dialogue at the address on the right.

lively. Using programs created under
GMIS, engineers in the government of
the state of Maine are conducting studies
to determine the best use of the money
available for energy conservation.
GMIS data has helped the New England region avert a proposed oil tariff by
demonstrating its negative economic effects there.
"Sound public and private policy making and resource management require prompt, accurate information on
many such issues," Donovan says.
"GMIS is designed expressly as a tool to
provide that information."
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 or services, contact your local IBM branch office, or write Editor, DP Dialogue, IBM
Data Processing Division, White Plains,
N.Y. 10604.

Data Processing Division

LetterS

TO THE EDITOR
Generally Accepted Scars
I thoroughly enjoyed several articles
in the August and September 1977 issues, two of which, in particular, had
special impact. "Two Years on the
Road" by John C. Adams in the August
issue and "Handling Stress in the Accounting Profession" by J.D. Kimes in
the September issue remind one that
mental and physical conditioning have
taken less than a back seat in the life of
most professional people. In the often used words of our profession, it has become "generally accepted" that scars of
stress and being overweight and out of
shape are natural extensions of age and
a successful career.
Both of these articles make the point
that this is not the case; that there are
viable alternatives, and that rewards to
be reaped from mental and physical fitness programs improve attitude, energy,
strength, productivity, and efficiency in
an individual's life. I find it ironic that
people who go to great lengths in finding ways to improving their careers
would ignore their physical conditioning.
In closing, I would like to compliment you for the inclusion of these articles and note that a further need exists
in this area for increased awareness and
education. I hope the future will continue to show MANAGEMENT ACCOUNTING contributing to the satisfaction of
this need.
John M. Elias
East Windsor, N.J.
Thank You Dear Reader
An article about exercise? Intermingled with technical treatises that boggle
the average accountant's mind? This
can't be! And written by an insurance
agent? Goodness gracious, what is our
beloved magazine coming to? To a
darned good publication.
Mr. John C. Adams' article, "Two
Years on the Road," in the August 1977
issue, was very readable, and very encouraging to this reader who desperately needs to exercise off the pounds that
could well be taking him to an early
(and permanent) retirement!
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As editor of our chapter's newsletter,
I know how hard it is to "please all the
people all the time." But your inclusion
of such a practical, well - written article
that many of your readers can appreciate is a superb example of outstanding
service to those for whom you publish.
Thanks so very much.
Ed Bancroft
Portland, Ore.

was of great benefit to me and I appreciate the author taking the time to share
his views. I also appreciate it being in
layman's language and therefore understandable.
Bernard H. Hicks, Jr.
Lena Builders Inc.
Eleroy, Ill.

A Positive Contribution

Learn To Recognize Stress
Mr. Kimes' article, titled "Handling
Stress in the Accounting Profession,"
was a timely and informational article.
This article, appearing in the September
1977 issue of MANAGEMENT ACCOUNTING, was of great benefit to me
and I am sure to all others who read it,
Everyday you can read in the newspaper of some young man in his forties
dying of a heart attack or being hospitalized for some stress - related illness
such as ulcers. Many of these people
may not have been aware that the situations they were in were causing stress. I
believe that a person should learn to
recognize stress situations and then apply the advice given by Mr. Kimes.
An analogy here is the time - conscious
accountant who wanted to better his
time and the quality of his work simultaneously. He, therefore, wrote a journal of everything he did as he did it, the
time of day, and the time involved, He
did this faithfully for two weeks. However, he didn't take the time to go back
and analyze what he had logged to see
how his time had been spent. He didn't
follow through and, consequently,
didn't benefit from the efforts he put
forth. The point here is that you cannot
improve upon your weaknesses if you
don't take the time to identify them.
Reading this article and applying the
thoughts expressed to yourself will enable you to comprehend the situation
better; however, time must be taken to
analyze your personal situation, If you
don't follow through with self- analysis,
then the advice of Mr. Kimes cannot be
utilized to its fullest extent.
Again, I would like to say this article

The article, "Handling Stress in the
Accounting Profession," in the September 1977 issue Of MANAGEMENT ACCOUNTING was a positive contribution
to our profession by J.D. Kimes. The
situations cited in the article are realistic and certainly merit our consideration.
Being a health -care professional may
have made the article especially appealing to me. At last, it appears some progress is being made toward a preventive
health -care system. This will only occur
when individuals whose examples are
followed by others clearly adopt remaining healthy as a personal objective.
Consider for a moment the millions of
dollars that Americans spend daily to
receive treatment for illnesses which
could have been prevented had we followed basic health standards.
The often - dramatized situation comedy wherein a patient in a coronary care
unit demands facilities to carry on business transactions is not at all funny in
real life. Mr. Kimes suggests that "unknowingly we put health on the shrines
of success, not realizing that an executive who is sick because he didn't take
care of himself is a failure." Many people make the sacrifice with full knowledge, having been warned of the consequences.
Mr. Kimes places the responsibility
for our health as individuals and our behavior as managers exactly where it belongs. As an NAA member, I commend
MANAGEMENT ACCOUNTING for publishing this fine article.
Janet R. Ott
Controller
McCune - Brooks Hospital
Carthage, Mo.
Continued on page 12
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Financial Systems That Care
ing of a large shared computer for reporting
that is less time- critical.

Through our advanced distrib uted
processing design, you get the economy
and quick response of an in -house minicomputer, without the high overhead of an
in -house data processing staff. And you
get the low cost and high volume process-

PHS systems were designed especially
for managers who demand control and
accountability. They were refined, tested
and pro ven in the actual operating
environment of the 50 hospitals owned
and/or managed by ANTI. As the systems

Find out more about how PHS systems
can care for your hospital. Call or write
for your copy of our new brochure.

eM1
pr

PHS systems were designed by our own
staff of hospital specialists specifically for
the critical hospital environment. Because
these designers understand how a hospital
works, they've created a system that works
for you.

With PHS systems you get the kind of
information you need, when you need it,
in a format suited to you. PHS computerized hospital systems allow you to have
tight control over the mass of financial and
statistical data you deal with everyday.
You receive reports quickly and economically, in detailed and summ arized forms.

division for ANTI, the international health
care services company, we continue to be
involved with the kinds of problems you
face and to develop innovative solutions
to them.

i

The care y o u p ro vid e yo u r p atien ts
should be matched by the care you receive
from your com p uterized inform ation
systems.

Professional
Hospital Services
A health care service from
American Medical International

AM / PROFESSIONAL HOSPITAL SERVICES 414 NORTH CAMDEN DRIVE, BEVERLY HILLS, CALIFORNIA 90210 (213) 2784020
MANAGEMENT ACCOUNTING/ MARCH 1978

11

LETTERS
Continued from page 10
A Major Obstacle Identified

Ithaca, N. Y.

For example, Dean Alexion quotes
Robert G. Cox from the Pierson, et. al.
report of 1959 and uses the quote to
make the point that "[accounting] . . .
was almost on the borderline of being
excluded from the 'new look' business
schools because of its vocational flavor." However, had Dean Alexion read
completely the section on accounting
Harry F. Nye, Jr. written by Cox, he would also have read
these words:

Some Good Points, but . . .
Dean John C. Alexion, in his September 1977 article in MANAGEMENT ACCOUNTING, "Separate Schools of Accountancy: Are They Necessary?" has
made some good points about the need
(lack of need according to his arguments) for separate schools of professional accountancy within today's educational institutions. However, some of
the points he has made to support his
position appear to be based upon unfounded assumptions, and some of his
points appear to be absolutely wrong.
This has a tendency to detract from his
argument in a significant way_

"It would be unjust not to recognize that the content of accounting courses, teaching requirements, caliber of students, and coordination of accounting with other disciplines have steadily improved over the years. . . . The
creation of new programs combining the merits of professional,
managerial, and financial aspects
of accounting will have to originate in a few business schools that
recognize the necessity of developing accounting curricula on a
sound academic basis, even if this
means ignoring state CPA requirements,"
Continued on page 34

re

In his article, "Planning, Organizing,
and Conducting the Annual Physical
Inventory," in the August 1977 issue,
Raymond B. Jordan points out that
costing of the physical inventory is one
of the tools in determining that the profits of a business are properly stated. He
also points out that the manufacturing
function often does not appreciate the
need for a break in the manufacturing
process in order to conduct the annual
physical inventory. I believe that he has
thus identified a major obstacle.
The solution would be to recognize
that a physical inventory is not merely a
method by which financial records are
adjusted. Accurate physical inventory
results can and should be used to perform the same function for the manufacturing records. In this way, the results of the physical inventory will not
only be used to accurately determine
historical profits, but to maximize future profits, through increased efficiency, based on accurate data. The role of

the accountant in establishing the proper climate and educating those involved
should include emphasis on this point.
In this way, the physical inventory can
be viewed as a joint venture by finance
and manufacturing with mutual benefits, rather than an interruption which
exclusively benefits finance.

The NAA Annual International Conference is returning to
San Francisco to repeat
one of the most successful
Association events...ever

JVJ

If you were with us in San Francisco in June 1963, you'll remember the exciting time had by the
entire family. If you weren't, you really have something to look forward to this year.

ANNUAL
12
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Another Phili ps secret for your success.

Now, get high -speed electronic

accounting without changing
your present business forms.
The Philips Visual IT"' Electronic Accounting System
will increase your cash flow, make your operations
more efficient, and give you the data you'll need to
make more profitable management decisions. All this,
without unpleasant changes.
The system works with your present invoice. It also
provides ledger cards, financial statements and special
reports. But, don't take our word: see it in operation

before spending a penny.
Send us your invoice—The�proof�of�this�low�-cost,
easy -to- operate system starts with your invoice. Send
us one, marked "VOID ". Two days after your local

� ►
`•� '
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Data
Systems
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counts receivable and

other reports. Thirty
days later, it can be installed and operating,
and your people thoroughly trained.
Take your first step to improved profitability today.
send your invoice Vn Philips Business Systems, Inc.,
)ata Systems Division, A North American Philips
'ompany, 175 Froehlich Farm Blvd., Woodbury,
lew York 11797. Attention: M. A. Marks
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PHILIPS

Philips representative
receives it, he'll show
you the Visual I
system preparing your
invoice, sales journal,
general ledger, ac-

Smart
decision.
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ogether.
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Hardware . . . standard or customized software
implementation ... and training are only part pf
Compute risticn'services.
Connputerintics.|nc.. the data processing
subsidiary of Uniroyal, |no. supplies turnkey onmo||
computer systems for all basic accounting functions:

'

Accounts Receivable
-

Accounts Payable
Payroll
General Ledger

�
0-0
�
�
01,

These are economical, on-|ine. real time
systems installed in your office, operated byyour
people, and under your control. They are flexible,
expandable systems designed to reduce clerical
effVd, eliminate errors, and provide instant
access to all data.

CIO

Call (2O3)573-2222or return the coupon
for more information.
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Schools of Accounting:
The Way of the Future
Schools of accounting have been a topic for debate since the
1930s. However, during the last year, the idea has been placed
on- stream by six universities.

By Arnold L. Paolasini
Interestingly, the notion of professional schools of
accounting is not of recent origin. The idea for
such schools appeared in the accounting literature
as early as 1905.'Since that early date, the professional school of accounting concept has varied in
popularity.
Currently, the professional literature reflects
the pronounced interest of the accounting community in schools of accounting. One academician
has reported compiling a selected bibliography of
160 items, mostly appearing in major accounting
journals, within the period 1970 to early 1972.2 A
cursory review of the literature since 1974 gives
rise to the impression that the topic now commands more published space than at any prior,
comparable time period.
Environmental Forces
A variety of causes has ignited the recent,
increasing interest in professional schools of accounting. Generally, these causes can be associated with three distinct groups: accounting academicians, accounting practitioners, and others
outside the discipline of accounting.
Each of these groups has needs which they seek
to fulfill through professional schools of accounting. Educators propose to improve the quality of
the educational process for accountants by gainMANAGEMENTACCOUNTING/MARCH 1978

ing direct input to the accounting curriculum
through a professional school. Accounting practitioners tend to equate their interests with achieving the best vehicle for pre - threshold education
for the accounting profession. Practitioner discomfort with the absence of a "professional" orientation in extant accounting programs has motivated them to promote professional schools.
Spokesmen espousing society's interests seek avenues to improve the competence and moral fibre
of prospective members of the profession. In this,
professional schools are seen by such spokesmen
as a likely means of providing an institutional approach to incorporating an ethical tone in all professional courses.'
Organizational Structure
The literature is replete with discussions regarding the most desirable administrative structure for professional schools of accounting. Essentially, two proposals are most frequently encountered: establish "free standing" professional
schools of accounting or set up schools of professional accounting but retain them under the umbrella of the business college.
The free - standing school would be a unit entirely divorced from the business college. The school
would be self - contained and as such would appoint its own dean, maintain a distinct faculty,
establish entrance requirements, determine an ap-

Amold L. Paolasini is
an Associate Professor
of Accounting at
Florida Atlantic
University in Boca
Raton, Fla. He holds a
B.S. and Ph.D. degrees
from the University of
Illinois and an M.B.A.
degree from
Northwestern
University.

This article was
submitted through the
Ft. Lauderdale Chapter.
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"The major
CPA firms have
all expressed an
interest in the
. . . concept. "

propriate curriculum and manage its own budget.
In essence, the accounting unit would be modeled
after a school of law or a school of medicine.
Alternately, the school would remain as a department within the college of business. The degree of autonomy granted the professional school
of accounting under these circumstances would
vary depending upon the needs of the university.
Commentary—AICPA
The American Institute of Certified Public Accountants is vigorously supporting the formation
of professional schools of accounting. A 1973 resolution adopted by the board of directors of the
AICPA stated: "The Institute strongly endorses
any action which provides strong professional
programs. As one way, and perhaps the preferable
way, of achieving an increased emphasis on the
professional dimension of the discipline, the Institute endorses and encourages the establishment of
schools ofprofessional accounting at qualified and
receptive colleges and universities." Subsequently,
in 1974, the Institute created the AICPA Board of
Standards for Programs and Schools of Professional Accounting. This committee is in the process of setting standards for undergraduate and
graduate accounting curriculums.
A discussion memorandum issued for public
commentary by the above - mentioned Board supported the notion that preparation for the accounting profession requires a minimum of two
years of preprofessional education and three years
in a fully accredited professional accounting
school. The Board suggests that, preferably, the
professional accounting school should be a separate entity (apart from the business college) having full control over the accounting program.

Professional School and Accreditation Committee. The NAA Committee concluded that accountants should emulate other professions.
Therefore, the committee recommended the accreditation of professional schools of accounting
and accounting programs. The opinion of the
NAA Committee was that professional, accredited schools would contribute more effectively to
the preparation of individuals planning accounting careers.
The NAA Committee recommendation is noteworthy in that the members ofthe committee represented widely separate interests, but yet they
unanimously endorsed the committee report.
Commentary—Public Accountancy
The major CPA firms have all expressed an interest in the professional schools of accounting
concept. Arthur Andersen & Company has
achieved the most visibility by an initial $1 million
pledge to support universities which establish professional schools of accounting. Arthur Andersen's contributions are intended to assist schools
of accounting during their "start-up" years.
It would be reasonable to anticipate that the
other major public accounting firms would donate
significant resources to both the start-up and continued maintenance of established professional
schools ofaccounting.
The Benefit to Society

It is probably beyond question that society is
the ultimate beneficiary of such newly created
schools. Specifically, the general public would be
better served. The longer, more specialized programs would tend to imbue entry-level accountants with a sense ofprofessionalism.
Additionally, established, practicing accountCommentary —NASBA
ants would benefit because of the opportunity to
In January 1976, the National Association of recruit students whose studies have allowed a
State Boards of Accountancy endorsed profession- degree ofspecialization. By permitting specializaal schools of accounting in these terms:
tion, the accounting curriculum will, in effect, become professional. Professional accounting courses require the use of case histories and other
"The public interest requires, in fact mandates, that strong professional accounting
teaching material drawn from actual practice.
This
dependence upon current practice for backprograms be available and maintained at
colleges and universities throughout the
ground material ensures that the professional
school of accounting will not ignore issues of inUnited States. To provide assurance that
candidates are adequately prepared to enter
terest in the current environment.
the profession of public accountancy, the
Allowing pragmatism to permeate professional National Association of State Boards of Aclevel courses permits the professional school to
function as an effective vehicle for continuing educountancy therefore urges the expansion
and strengthening of programs of profescation for practicing accountants. It is generally
recognized that in our complex, fast - changing sosional accounting education and recomciety, all professionals must undergo continuing
mends the establishment of schools of professional accounting."
education so as to avoid obsolescence. In some
states, continuing education is required for pracCommentary —NAA
ticing accountants.
Therefore, it is expected that accountants who
In January 1976, the National Association of
Accountants approved the report of the NAA are extensively and intensively educated will be
16
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more proficient at measuring relevant economic
phenomena and communicating the significance
of the events so as to facilitate decisions concerning the efficient allocation ofsociety's resources.
Professional Consciousness
In recent years, attitudes toward professionals
have been undergoing rapid change. Responsible
members of the community have evidenced dissatisfaction with professionals who exhibit technical
proficiency but ignore matters of ethics and morality.
Eric Kohler's definition of the public interest
includes the thought that the public accounting
profession "must conduct itself in harmony with
what appears to be the trend ofpublic interest and
that its moral qualities must be of the highest order."' One of the most disturbing questions in our
current environment is whether certified public
accountants can be imbued with a sense of independence and public consciousness if they are educated in business schools, which stress profit
maximization and foster identification with an
elite managerial set.
The professional literature now supports the
severance of the close association that now prevails between students aspiring for careers as independent auditors and students whose goal is managerial status. Auditors must not only appear to
be independent but, in fact, be independent of
managerial groups that are the clients of public
accountants. Independence is the foundation of
the auditor's attest function. In turn, the attest
function facilitates the allocation of resources
within a free - market society.
The critical importance of independence has
been reinforced by the release of a 1,760 -page report titled "The Accounting Establishment" by
the staff of the Senate Subcommittee on Reports,
Accounting and Management. The report charges
that CPA firms tend to favor the interests of major corporate clients rather than the public at
large. Senator Lee Metcalf stated: "Large accounting firms show an alarming lack of independence and lack of dedication to public protection." As a result of these convictions, the subcommittee recommends vigorous congressional
supervision over the enactment of accounting
rules and the practice of public accounting. For
example, one aspect of congressional involvement
with the accounting profession would be to forbid
accountants to accept both an audit and management consulting engagement for the same client.
Professional schools, by the common interest of
their constituents and uniqueness of purpose, are
conducive to instilling professional attitudes in
their student body. The requisite professional attitude required for a public accountant can only be
fostered in an environment wherein the educational philosophy differs from the entrepreneurial tone
MANAGEMENT ACCOUNTING/ MARCH 1978

underlying a general business program. Leonard
Savoie expressed his well- reasoned sentiment on
this matter as follows:
"A professional school of accounting offers
the opportunity to develop professional attitudes and a professional consciousness
among its students. It can emphasize development of a strong sense of public and social
responsibilities so important to the work of
all accountants, whether in public practice,
industry or the public sector. At a time
when the ethical standards of the profession
are challenged by charges of insufficient independence and objectivity a professional
school of accounting could perform an important role. By bringing together students
with similar career interest, a professional
school can engender a cohesiveness and ethical attitude which carries over to their later
life. Social responsibility is a popular subject
these days and sometimes its injection into a
discussion is too glib. But social responsibility is not a fad in the accounting profession.
The profession's concern with responsibility
to the public goes back several decades.
Now that public attention is focused on the
social responsibilities of business, the accounting profession has an opportunity and
is strategically placed to act as the social
conscience of the business community. We
cannot, however, fulfill this function adequately unless appropriate attitudes are instilled in future accountants at an early
point." 5

". . .

it is
necessary to
implement an
accounting
program whose
output can
function
effectively ... "

Professional Liaison
Departments of accounting, as non- autonomous units within business colleges, have experienced difficulty in establishing and maintaining a
professional liaison with practicing accountants.
In fact, the communication gap between educators and practitioners continues to widen. In part,
this drifting apart has come about because the material offered in business schools has moved in the
direction of being conceptual rather than pragmatic in nature. The practitioners tend to believe
that the highly abstract models in the business
curriculum are of little use in providing solutions
to problems encountered in everyday practice.
Consequently, in order to recapture the support
of practicing accountants, it is necessary to implement an accounting program whose output can
function effectively in the current environment.
Research can be directed to solving pragmatic issues.
Without the sort ofemphasis on a professional
program provided by professional schools of accounting, accounting research will continue to
channel most of its resources to studying such the17

"Practicing
accountants are
more likely to
cooperate with
a .school of
accounting . . . "

oretical matters as the nature and role of postulates in the body of accounting theory, and the
significance of the efficient market hypothesis to
the formulation of accounting theory.
This change in direction for professional accounting education requires the moral, intellectual and financial support of the practicing arm of
the accounting community. It is expected that
such support would be more easily attracted by
housing accounting education in a professional
school of accounting. The autonomy enjoyed by a
professional school is attractive to the practicing
professional. The autonomy suggests that the
practitioner can conceivably have a direct input to
the accounting programs offered by the school.
Also, the opportunity to associate with a highly visible accounting school provides the practitioner
with a vehicle for gaining enhanced recognition in
the local community. Such recognition is not provided by an accounting unit that is submerged as a
department within the business college.
Practicing accountants are more likely to cooperate with a school of accounting because of its
shift from an "academic" orientation to a posture
of emphasizing prethreshold education for the
"profession." The significance of this change in
emphasis can be illustrated by referring to Web ster's Third New International Dictionary for a
distinction between the words "academic" and
"profession."
Academic: "Very learned but inexperienced
in, or unable to cope with, the world of
practical reality."
Profession: "Manifesting fine artistry or
workmanship based on sound knowledge
and conscientiousness."
Perhaps the need to revive operational skills is
best stated by Dr. Charles Zwicker, Dean of the
School ofAccountancy, C.W. Post Center of Long
Island University. Recently, he was quoted as having said: "The mere discussion of accounting in
terms of broad concepts is not enough. You have to
be able to apply research to actual mechanics. For
instance, if a company asks an accountant to do a
consolidation, he'd better know how. They don't.
want endless discussion of alternative methods.
They want action, not talk." °
Professional Stature
The accounting profession has not been as visible as the professions of law and medicine. Consequently, some commentators believe that many
qualified students bypass accounting careers because accountants maintain a relatively low profile.
If indeed the profession suffers from a low profile, then professional schools of accounting provide the accounting discipline with an institution

ie

that is easily recognizable and worthy of public
respect. Career identification is thus facilitated for
qualified students. In turn, given capable students
and a meaningful curriculum, outstanding academicians may be inclined to affiliate with professional schools of accounting.
Support
A professional school of accounting can expect
support from the practicing arm of the profession.
Arthur Andersen's commitment of $1 million to
assist universities initiate professional schools of
accounting has already been cited. However, in
addition to financial support, the practicing accountants can be looked upon as a reservoir of
competent professionals who can be expected to
donate substantial quanities of time to desirable
accounting programs.
In turn, practicing accountants would benefit
from a close association with a professional
school. It is already evident that the educational
needs of a profession extend beyond a highly
structured undergraduate and graduate accounting program. Institutions such as the courts, state
board of accountancy, and the SEC require continuing education as a prerequisite for continuous
recognition as a professional. The flood of new
accounting and auditing pronouncements, quantitative approaches to decision - making, and behavioral insight regarding the impact of accounting
rules represent areas for which a professional
school of accounting is an ideal resource center.
Conclusion
Schools of accounting have been a topic for debate since the 1930s. However, during the last
year, the idea has been placed on- stream by six
universities. These universities in the forefront of
this movement to create professional schools, can
expect to reap a number of benefits. Financial support and national attention will most likely accrue
to those universities among the first group of converts to the new schools.
It is probable that the professional school of
accounting is the way of the future. The forces
favoring the establishment of such schools appear
to be too strong to be denied. For the first time in
this century, the professional school of accounting
concept has gained institutional and individual
support on both an intellectual and emotional level,
❑
' For a historical comment see: R.A. Scott. "The Beginning of Schools of Professional Accountancy," The Virginia Accountant. March 1975.
' J.M. Posy, "Professional Schools of Accountancy: A Promising Alternative."
MANAGF.ME4'r A c c o U' N T IN G , January 1976.
' Six professional schools of accounting have already been established at the
Universities of Denver. Florida, and Missouri and at Louisiana Tech. Brigham
Young, and Long Island Universities. Professional schools of accounting are
under consideration at the Universities of Illinois, Texas. Minnesota, and Ohio
State.
' E.L. Kohler, A Dictionary for Accountants. Prentice -Hall, Inc.. Englewood
Cliffs, N.J., 1975.
' L, Savoie, "The Professional School of Accountancy," The Journal ofAccount.
ancy, November 1971.
K. Glynn. "Accounting School Works at Post." MB A, March 1977.
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Accounting Education and
Educated Accountants
It is almost as if the profession feels that accounting students are
being subverted by the business administration people who are
really from another planet, who do not share the same goals, do not
understand the demands, and who are not allocating the necessary
resources for an appropriate education.

By H.J. Zoffer
Business schools, the prime educators of accountants, are as much concerned with educated accountants as they are with accounting education.
Our approach as citizens, as professionals, as academicians, and as managers, therefore, should be
to concern ourselves not only with what is required to provide accounting education in the
technical sense, but to provide a cadre of educated
accountants whose responsibilities transcend any
technical capacity which accounting education
may provide. There has been an enormous expansion in the role which management control and
accounting play in our society, and this imposes
upon accountants a requirement for understanding, and breadth and scope which is just as important as the requirement for depth and detail and
methodology.
A Review of the Arguments
Let us review a series of arguments emerging in
support of the separate school of accountancy issue. In no sense are these arguments spurious, nor
are they ineffective, nor are they illogical. To the
contrary, the very power of such arguments is the
persuasiveness which they provide in total, particularly if one buys the philosophy underlying the
positions. That is, once one accepts one or more of
MANAGEMENT ACCOUNTING/ MARCH 1978

these basic tenets regarding the accounting profession, the separate schools of accountancy argument falls smoothly into place. I will hope to
quarrel with some of those basic assumptions.
However, one argument that I will not quarrel
with is that schools of accountancy would provide
more status for accountants. It is undeniable that
lawyers have more status because they are trained
in separate schools of law rather than as part of a
political science department. Inevitably, separate
schools of accountancy might very well provide
more visibility and status for accountants. If that
were all one were seeking, the development of separate schools would be inevitable. But accountants
should opt for higher values, and should look
carefully at the various arguments before throwing their support towards a system which has potential for results which are antithetical to the best
interests of accountants themselves and society in
general.

H.J. Zoffer
is Dean of the
Graduate School of
Business of the
University of Pittsburgh.
He holds B.B.A. and
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Ph.D. degree from the
University of Pittsburgh.

Advantage to Faculty Argument
It is suggested that a separate school would be
an advantage for accounting faculty because they
would be able to determine the content and extent
of the curriculum. However, in most schools, accounting is represented by a department or an interest group or some combination of faculty deeply committed to the profession. The curricula of
19

"What possible
value can it be
to separate the
accounting
faculty . . . "

the accounting programs are virtually as much in
the control of that accounting group as would be
possible under a separate school, unless the intent
is to avoid the commmon body of knowledge
which is mandated by accredited schools for all
business schools so as to tremendously increase
the number of credits of accounting taught.
If we consider the undergraduate program, this
argument suggests that there is not enough time
to train an accountant during the four year curriculum and still give him or her the amount of general business and liberal arts voursework that accountants and society deem appropriate for education of such professionals. If this is the case, the
answer is clearly in a fifth year of undergraduate
work, or perhaps in an M.S. program in accounting, or perhaps in an M.B.A. program, depending
upon what the needs of the individual are.
In any case, there is little purpose served by
changing the structure, except to keep "accountants" away from "managers." What a shame it
would be if those being educated as accountants
would be educated separately from those who will
be managing the businesses which the accountants
will serve. How much better to give the accounting trainees a close and working association with
tomorrow's managers as well as interaction with
the rest of the business community.
In this case, I suggest that separateness will perhaps not breed alienation, but will certainly destroy many of the advantages which accountants
now have as they better understand the business
process which they will monitor, control and account for. Further, it seems unlikely that needs of
the accounting profession for more coursework
cannot be handled by additional years of study or
modifications in existing curricula. If one takes
the position that colleges should educate and industry (accounting firms) should train, then there
is a limitation which is important to recognize as
to the amount of technical material that the
school should be called upon to provide. More
conceptual work should be provided in the
schools, and increased attention should be given
to additional technical work on the part of the
accounting firms through training programs, continuing education programs, etc. Separate schools
of accounting will inevitably create a thrust that
many of us feel is totally detrimental to the desirable relationship between education and training
and the agreement as to who should be responsible for each.
Better Accounting Research Argument
It is suggested that separate schools would encourage more and probably better accounting research and that this would be a way to bridge the
gap between researchers and practitioners. I think
the opposite will occur. The insularity which will
accrue from separate schools of accounting will
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isolate accounting researchers from their contemporaries in the faculty bullpen.
For example, accountants who focus on research in social program evaluation and its accounting implications should work closely with
members of a business and society faculty. Researchers working on the behavioral implications
of auditing should interact with members of a behavioral science faculty. The potential of such interdisciplinary research, which is possible because
the accounting group functions within the context
of the business school, is enormous.
What possible value can it be to separate the
accounting faculty, except to rebuild and duplicate the business school in the mold of what an
accountant would like to see it be, without any
external interference. How that is economical, is
conserving of scarce resources, and achieves desirable purposes, escapes me entirely.
Easier to Recruit Students Argument
I have great difficulty in seeing any rationality
to this argument at all. Obviously, if there were
separate schools of accountancy, everyone in them
would presumably be a candidate for hiring by the
accounting firms.
But why is recruiting so difficult under the current circumstances? All that a firm needs to do is
to indicate that they are coming to campus and
will consider students who desire interviews and
presumably have background in the area of accounting which might qualify them for open positions. There is no implicit reason in the separate
school argument to suggest there will be more students going into accounting or that they will be
easier to identify if they are under the rubric of a
separate school.
More important, there is a good chance that
many fine accountants will be lost because of their
need to make a decision as to what their ultimate
career goal will be prior to entering the business
school. We find that large numbers of our students have no intention of becoming accounting
practitioners when they enter a management
school. However, as a result of classes they take,
or an understanding of the role that accounting
plays in the total business management picture, or
because of placement opportunities, they decide to
enter the accounting profession.
This takes time and judgment, certainly for college graduates. But for those who are only high
school graduates, the decision process is all the
more difficult, since few high school graduates
have a burning ambition to be accountants in the
same way that potential lawyers and doctors have
a burning ambition to be members of those professions.
It seems to me to be wishful thinking to suggest
that the appeal of lawyers and doctors can be simulated with regard to accountants. From my point
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of view, those electing to become accountants do
so in a more reasoned way and over a longer period of time and at a much later point in their careers. Thus, I see no real advantage to having a
separate school ofaccountancy to meet recruiting
and identification goals. I see this as just one other
pseudonym for the "status" label.
Control of Curriculum Argument
Next to status, the control -of- curriculum argument seems to me to be one of the major reasons
for the thrust toward separate schools of accountancy.
I can understand the desire to have a curriculum which is responsive to the needs of the profession, but I do not understand why the current
system does not provide opportunities for such
modifications as may be necessary, Jult what is it
that needs to be put into the curriculum that is
not there currently?
If it is general information, then it seems to me
that the proper way to proceed is to encourage
five -year programs for accountants which may or
may not lead to a masters degree. The only way to
make sure this occurs is for accountants to develop standards within the profession which would
require a program ofstudy which takes five years.
As a matter of fact, there is not general acceptance in the profession as to what kind of education is necessary. Five years is talked about as an
appropriate curriculum only because of the feeling
of some that there should be general education
provided for the student first and then specialized
education.
However, there are some in the profession who
feel that what is important is so many hours of
work in accounting. If that takes five years, then
the curriculum should be five years. Their commitment to the strong liberal arts underpinning is
really negligible. In other cases, there is a feeling
that someone else is controlling the destiny of
those seeking a profession in accounting and regardless of how good the educational process is, it
must be discounted, ifit is not totally within the
control ofthe profession. We again go back to the
status argument rather than to what I would consider to be a case based on deprivation under the
present arrangement.
Any of us can develop horror stories of schools
where students are exposed to too much in the
way of accounting and too little in arts and sciences or vice versa. There is, however, a process of
development which can meet. these goals and objectives without necessarily throwing out all of the
advantages of the current integration.

derstood that a modern business school is indeed a
professional school. Most business schools which
have stayed current with contemporary trends already possess the attributes of a professional
school and create a professional environment.
One might say that because of the nature of
accounting, those studying it are more closely attuned to a mindset stressing professionalism than
those specializing in marketing or finance or operations management, where there are not similar
external evaluative guidelines. But I see no advantage in having a professional school for the sake of
developing the goals of the accountant. The departmental structure, the physical proximity to
the rest of the business disciplines, and the long
history of association within the current framework, all make it possible for accountants to define any goal that seems appropriate to them. If
the goals being developed are at odds and are inconsistent with the current environment in business schools, then that is an argument that I can
understand. But I have heard no such argument.
In fact, I think that the goals of accountants are
very closely related to those which most business
schools are pursuing at the present time.
Negative Environment Argument
It has been alleged that interdisciplinary education within existing schools presents a problem because business school people from other disciplines have a high turnover, or contribute little to
interdisciplinary research, or the other departments are too crowded to accommodate accounting students. I am sure there are examples of each
of those possibilities, but as a general statement of
the situation, they appear to be far from the truth.
If classes are too crowded, it is because of the
limitation of resources. I hardly expect that the
accounting schools would not face similar problems. As regards high turnover of faculty in other
areas or the unwillingness of others to engage in
interdisciplinary research, that is an undocumented and, I think, fallacious set of arguments. Interdisciplinary research has to do with synergy between people, and having separate schools seems
to me to create fewer opportunities for that synergy than the integrated school. Accountants do not
need separate schools to have specific training in
the behavioral sciences and the law or to be more
effective communicators or to have more interdisciplinary training. All of these seem to me to be
more possible under the aegis of a business school
than in a separate school, which would have to
duplicate many of the facilities of existing programs.

Professional Image Argument

Proper Attitude Argument

It is said that professional schools could help to
define the goal of the accountant and increase professionalism. It does not seem to be generally un-

This is an intriguing argument, which suggests
that business schools teach the maximization of
profit and the affinity of the employee to his em-
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"A problem l
see accounting
facing is that it is
being pulled in
two directions. "

ployer and to the clients he or she serves. The
point being made is that an accountant must he
independent of his client, and unresponsive to materialistic incentives, while at the same time representing the client's interests. This attempts to
trade on the definition of a profession which suggests that those in it must have the interests of the
client primarily at heart, but maintain an independent posture. .
In modern business schools, there is an increasing concern for what is called the business and
society, the ethics and values, or the environmental area, suggesting that all business people have a
social responsibility which makes it important for
them to look outward and reflect the interests of
those whom they are serving by providing services
and products. This is a professional outlook and
one that should be shared by most everyone in the
business school. Unfortunately, it is not, and I
suspect that accountants may well find nonconformists to that code in their ranks also.
Frankly, I see no reason why accounting professors in business schools would be more willing to
talk about the independence of the public accountant or the commitment to professional values just because that professor is a member of a
school of accountancy faculty rather than a business school faculty. This suggests a sinister implication that business schools are less professional
than accounting schools would be and that the
faculties in such schools would be inhibited in
terms of providing appropriate professional values
for emerging accountants. I consider this a spurious argument.
Specialist Argument
There seems to be a continuing feeling that
business schools are turning out generalists, but
that a real professional is a specialist. If that is the
case, so goes the argument, how can one train a
professional in a school committed to general education for business?
The problem here is both one of semantics and
of philosophy. Accounting education is obviously
becoming more general in one sense because of a
need for certain conceptual skills, given the fact
that techniques once mastered quickly become obsolescent, but also because of the increasing concern which accountants have for other parts of the
business system and for society in general. At the
same time, the field itself is becoming more technical because of increasing numbers of standards
and procedures being discussed and being promulgated, and the general speed up in the technology
of the field caused by developments in contemporary society.
A problem I see accounting facing is that it is
being pulled in two directions. One of the reasons
there is some agitation for a five -year accounting
program is the terrible strain between the need for
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more general education and the need for more
technical information at the same time. The only
solution seems to be more courses, more years,
and more preparation. Just what this has to do
with separate schools of accounting seems very
unclear.
Most professions require an undergraduate degree plus so many years of specialized work, with
only a little of the preprofessional work relating
directly to the field itself. In accounting, such a
standard has not been adopted. If all of those aspiring to be accountants, particularly public accountants, were required to have an undergraduate degree and then take several years of graduate
training, I could understand why a professional
school of accountancy would be desirable. This
would be particularly true if the requirements of
an MBA program did not permit the degree of
specialization which seemed appropriate.
But that is not the case. Many students enter
the accounting profession directly from their undergraduate programs. That is not because there
are or are not separate schools of accountancy,
but because the profession is willing to accept people with that level of education. There is nothing
to suggest that would change should there be separate schools of accountancy.
There is another type of problem if a student
comes into a graduate program without ever having had a course in accounting, and expects to be
ready for the profession within two years after he
or she enters the program. If one wants to use that
model, perhAps a three -year graduate program
makes a lot of sense. This would provide ample
opportunity for an undergraduate degree, a broad
graduate degree in relevant and ancillary areas,
and plenty of time for specialization.
If professionalism cannot be engendered at the
undergraduate level, and that is a rebuttable
though interesting possibility, then the argument
for separate accounting schools should be mounted on the basis that there should be no undergraduate accounting.
Cope with Rapid Change Argument
The Committee on Education and Experience
Requirements for CPAs recently said that "The
accountants in the years ahead will need a higher
order of analytical ability, more sophisticated
command of analytical tools, a greater degree of
organizational skill, a greater capacity to communicate effectively, the flexibility to deal with the
external environment of business and, even more
important, the ability to cope with rapid change in
a dynamic business environment." I could not
agree with that more, but I would like to add that
is not only the goal of accountants, but also for
those seeking practically every position in the
business hierarchy. That is what we are about in
our business schools, providing that kind of backMANAGEMENT ACCOUNTING/ MARCH 1978

ground, those kinds of skills, and those kinds of
understandings.
What advantage can there be in duplicating all
of the facilities of the current business schools in
order to achieve goals that are identical to those
now being pursued? If what is being implied is
that the business schools are not achieving those
goals, then there is nothing to suggest that separate accounting schools will achieve them any better. The question may be, if one hypothesizes that
such goals are not being met in the business
schools, why they are not being met and what can
be done to improve matters. I suspect this is a
very serious and important question, but I cannot
see that the solution is to decry the flames in your
house and start the same conflagration in mine.

eral would be terribly debilitated if accounting
firms withdrew their support and attempted,
on their own, to develop separate professional
schools which virtually duplicated much of the
work currently going on in existing business
schools.
3. The school might give the students something
more within the curriculum than is possible
currently. But what emerges may not be a very
desirable result.
4. Almost no one knows that. he or she wants to
be an accountant when they enter college, and
some are convinced that they do not want to be
in that profession after they take an elementary
accounting course. Massive school transfers
could result.

"Accountants
are often
defensive about
the public's lack
of acceptance
of their
professionalism

We Are Different Argument

It is important for accountants to see where
This is an argument with which I disagree, but their profession falls within the total context of
one that I must admit has a certain amount of business management and industrial organization
superficial validity. Does what makes good sense and to make a decision with some opportunity to
educationally for those seeking careers in general move in another direction.
Thus, I suggest that what has been developing
business necessarily make equal sense for those
is an elaborate framework in which to cloak a
seeking careers in accounting?
At first glance one would say that the best pos- rather fundamental issue. Accountants are often
sible college curriculum for prospective career ac- defensive about the public's lack of acceptance of
countants is not identical with that for all other their professionalism as contrasted with doctors
business administration students. Having said and lawyers, and are looking for ways to increase
that, I would maintain that it is a matter of de- that professionalism and the public's image of it.
gree. That is, while the ideal program for both That is a very commendable objective. What I
groups is not identical, it is certainly similar. All find less commendable is the conclusion that since
business administration students do not need ac- law and medicine have separate professional
counting beyond the first year of work, and this is schools, obviously that is what is wrong with the
obviously not true for accountants. Therefore, accounting profession.
It is almost as if the profession feels that acthere is a need for specialization, and perhaps
counting
students are being subverted by the busieven greater specialization for accountants than
for any other field. But beyond that, can one hon- ness administration people who are really from
estly say that an accountant should not under- another planet, who do not share the same goals,
stand micro- and macro - economics, the role of en- do not understand the demands, and who are not
vironmental and societal concerns in manage- allocating the necessary resources for an appropriment, behavioral implications of management, or- ate education.
Therefore, if we adopt a system whereby acganizational analysis, the financing of corporate
enterprise, how products and services are market- countants can control all there is to control, we
ed and distributed, how decisions are made in can achieve the same sort of success that the law
business, what the human resource and personnel schools and the medical schools have achieved. I
dimensions are of a business firm, what kinds of wish it were true, but I doubt it. I think it is a step
analytical techniques are now available for prob- backward, and fails to address the real problem,
lem- solving, how management information sys- which is how do we utilize the current arrangetems and computers serve as tools for managers, ment to meet the needs of the accounting profesetc.? These are all the goals of those being trained sion, while at the same time providing a stronger
for general business management, and I do not see image and a more professional perception of the
how they can help but be important concomitants profession by the general public and aspiring stuof an educational program for accountants.
dents?
That is not an easy question to answer, and I
Some Opposing Arguments
can fully understand why one might grab at the
Finally, I might suggest some problems with separate professional school argument as a way of
meeting those objectives. Negotiating with busiseparate schools.
ness school deans and faculties is not an easy task,
1. There may be trouble recruiting students.
2. There is a tremendous resource problem in and their receptiveness in many cases is limited,
Continued on page 26
higher education, and business schools in genMANAGEMENT ACCOUNTING/ MARCH 1978
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Evaluating Sources of Capital
for Minority Enterprises
Banks have a good record of cooperating in the dispersal of SBA
loans and other government- supported programs, but they
generally have not made any significant commitment to the cause
of minority business.
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By Hiram J. Springle
The primary building block of a business enterprise is the equity capital needed to start the operation. For most non - minority businessmen, this
obstacle, although formidable, is usually overcome. The minority entrepreneur, on the other
hand, is faced with a nearly insurmountable barrier blocking his entrance to our free enterprise system. Many programs to provide assistance to aspiring entrepreneurs have been launched by local
and state governments, private industry, and private investors with varying degrees of success. In
this article we will explore some of the financing
alternatives available to the minority businessman.
SBA Loans
Many economic opportunity loans are administered through the Small Business Administration.
These economic programs are geared to serve the
low- income groups and those persons lacking
equal opportunity to obtain regular business
loans. The number and dollar amount of loans
available depend upon the funds allocated to the
SBA by the government. When funds are low,
SBA loans are difficult to obtain, and greater emphasis is placed on the financial viability of the
proposed enterprise. When adequately funded, the
loans are more readily available to minority businessmen who meet SBA qualifications. Recipients
of economic opportunity loans receive the benefit
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of relaxed credit standards with a greater emphasis placed on character. The collateral requirements for these loans are also relaxed. The loan
may be secured either by the fixed assets purchased with it or by any other worthwhile collateral, but they are never secured with mortgages or
furniture and fixtures in a residence.'
Although the SBA, which is often a funding
agent of the Office of Minority Business Enterprise, has contributed greatly to the progress of
minority entrepreneurships in this country, the
minority businessman should evaluate other
sources of capital available to him for getting his
business started.
Banks and Financial Institutions
Banks have a good record of cooperating in the
dispersal of SBA loans and other government-supported programs, but they generally have not
made any significant commitment to the cause of
minority business. The wordy pledges given by
leaders of banks and other financial institutions
have been slow to materialize into readily available capital for minority entrepreneurs.
There are various government plans that are
structured to be attractive to participating banks.
One such plan is the Simplified Bank Loan Participation plan.' Under the SBLP program, banks
desiring to be conservative could, with government aid, release millions of dollars into their respective communities. Banks participating in this
plan can have funds that they commit to deservMANAGEMENT ACCOUNTING /MARCH 1978

ing small businesses leveraged to a maximum of
three to one by the government. An applicant to a
program of this nature is encouraged to deal directly with his bank rather than a government
agency.
One major restraint on the use of institutional
funds for minority enterprise is the reluctance of
members of this group to approach these sources.
This reluctance stems from the belief that their
plight is largely ignored by bankers and other traditional financiers. Such beliefs have created defeatist attitudes in minority businessmen so that
they do not attempt to obtain loans or credit
through these outlets. Unless these institutions
make a major commitment to the cause of minority enterprise, their value as a source of capital will
remain minimal.
BRC, MESBIC, and ICBO
The void left by inadequacies in institutional
funding is partially filled by prominent businessmen who are willing to further minority enterprise. Business Resource Centers form one such
group of businessmen. BRCs represent that part
of the financial community committed to the development of minority business. This organization's strength lies in its ability to open channels
of capital to the minority businessman and enable
him to compete successfully in the business
world.'
The BRC umbrella encompasses a wide spectrum of aids. They include establishing and maintaining contact with lending institutions and other
sources of capital and assuring the availability of
equity capital by supporting the creation of Minority Enterprise Small Business Investment
Companies and otherwise stimulating venture
capital.
Minority Enterprise Small Business Investment
Companies were established in 1969. They are primarily vehicles for directing venture capital and
long -term credit to minority entrepreneurs, guaranteeing loans made by third parties to these businesses, and providing general management and
technical assistance to them.
The MESBIC concept relies on the substantial
leverage that is supposed to be provided by a
$150,000 minimum capitalization. This paid -in
capital is theoretically supposed to develop into
$1.8 million; a figure arrived at with a two -to -one
loan from the government, which would raise the
total capitalization of the MESBIC to $450,000.
This capital can then be guaranteed by the SBA at
a rate of four to one.' Such total leverage seldom
materializes, however, because banks regularly
fail to come up with the four -to -one funds, even
though the government guarantees them. Arcata
Investment Company, which was the government's model MESBIC, failed because of this and
other deficiencies in the program.
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For a MESBIC to be successful then, it must
have a major and total commitment from its sponsors. But many sponsors make —in proportion to
their size —only a token investment. Once they
have made this investment they feel their duties
and responsibilities have ended; a shortsighted attitude that can contribute greatly to the failure of
a MESBIC.
The Inter - racial Council for Business Opportunity recognizes that if minority groups are to
share in American prosperity, access to the more
vital and profitable businesses must be provided.
The ICBO, through its local capital resource committees, aids minorities in obtaining loans from
banks and other financial agencies. The ICBO also
functions as a catalyst for organizing MESBICs.

"Small Business
Investment
Companies are
privately owned
and operated

SBIC
Small Business Investment Companies are privately owned and operated government- backed financing agencies for furnishing long -term funds
and equity capital to small business. They were
formed to operate under the Small Business Investment Act of 1958, an act predicated on the
assumption that equity funding should be readily
available to small business. SBICs were developed
with the idea that they would be potential sources
of capital for small firms previously limited to
short -term financing.'
The initial capital for SBICs is derived from
private investors, and can be obtained from both
the government and traditional financial institutions. Funds are available, also, through government- guaranteed loans. When the paid -in capital
of a SBIC reaches $150,000, it becomes eligible for
government leveraging through subordinated
loans at a rate of two -to -one. This rate becomes
three -to -one when the paid -in capital reaches the
half million mark.'
SBICs can be attractive investment opportunities for those interested in offsetting a smaller than- normal return, initially, with an important
contribution toward the inclusion of all our citizens in our free enterprise system. There are also
other advantages to investing with SBICs. Among
them is a tax provision that enables the investor to
offset any loss against income rather than against
capital gains.
In the past, SBICs were hampered by a lack of
timely funding assured by the federal government,
Now, however, enactment of laws to strengthen
them have enabled SBICs to compete more effectively in the capital market. One such law provides for 100 percent full -faith in credit guarantee
to institutions that make long -term funds available to SBICs. Under another law, debentures offered by the SBIC have the same status as federal
agency securities, and they are exempt from SEC
registration. They can become legal investments
for federally supervised institutions. They can be
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concentrated
their capitalizing
ventures on the
larger small
business . . . "
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used as collateral for federal advances and discounts eligible for purchase and holding by national banks.' Such legislation gives the SBIC an
edge in the capital market and increases the flow
of funds to minority and small businesses.
Although SBICs have the potential to become a
dominant source of capital for the minority and
small businessman, some have concentrated their
capitalizing ventures on the larger small businesses that have a lesser degree of failure and a more
dynamic growth potential. These SBICs will soon
have public offerings of their securities. They feel
that, in order to survive, they must make loans
larger than those demanded by the genuinely
"small" small business with their high risks and
long -term debt expectations. Actions such as these
will leave some minority and small businesses
clamoring for equity capital.'
MESBIC vs. SBIC
MESBICs have the same capitalization requirement as SBICs, but because of their nature and
more difficult operating conditions, they do not
have as good a chance for success. MESBICs, to
be successful, need a minimum capitalization of
three to five times as much as SBICs. This difference in capital requirement is due to the nature of
the loans each makes. MESBICs deal with more
high -risk situations than do SBICs. This higher
requirement enables MESBICs to average out its
investment losses and cover its operating expenses. A MESBIC capitalized at $5 million does not
have operating costs excessively above those of

one capitalized at $150,000. To become an effective instrument in the financing of minority businesses, a MESBIC would require the following
changes:
1. All private capital invested should have an 80
percent guarantee,
2. The minimum capitalization for a MESBIC
should be $5 million,
3. MESBICs should be managed by a group of
minority members with a genuine interest in its
success, and
4. MESBIC should put emphasis on developing a
minority entrepreneural class with prospects of
developing large businesses, rather than on
"mom and pop" operations.°
Conclusion
These sources of funds all have the potential for
becoming vital links in the minority capital chain,
but if there are not definite major commitments
on the part of government and the private sector,
the minority businessman will continue to have
difficulty in satisfying his capital needs.
❑
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ACCOUNTING EDUCATION AND EDUCATED
ACCOUNTANTS
Continued from page 23
They are wont to put accounting into the same
box as economics, finance or marketing. That is
unfortunate, and may result from the fact that industrial accounting and public accounting represent two rather diverse fields.
But the effort is worth the frustration, I would
maintain, because to do otherwise would tremendously weaken the fabric of education for business
in this country. The business schools would be
weakened by the loss of the accounting groups,
and the accounting groups would take generations
to come anywhere near developing the kind of
strong program which is required in the non -accounting areas.
Obviously, there are intermediate arrangements, whereby accounting schools become part
of existing schools of business and draw upon
their resources. Here again, we are talking about a
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cosmetic organizational change to achieve a certain status.
Conclusion
I maintain that my goal as an administrator, as
an educator, and as a fallen -away accountant is to
develop educated accountants. While I understand the rationale of those who are more concerned with accounting education as a function of
subjects and courses and time spent and image
projected, I am committed to educated accountants. I respect those whose focus is toward accounting education, and I in no way think that
one is in opposition to the other. But they may be
different, and I think it is important to recognize
that difference. I believe educated accountants can
best be developed through the current system,
which has developed over the last 50 years, and
which, I believe, generally serves accountants very
well in the non - accounting area.
❑
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Replacement Cost Accounting:
A Study of Its Effect on Growth
and Cyclical
Stock Characteristics
A company's accounting of replacement costs can influence
earnings so that those characteristics which distinguish growth from
cyclical stocks are obliterated.

By James W. Vitalone
Since the first trade crossed the ticker, in the office
of David Groesbeck & Company in 1867, Wall
Street has attempted to accurately define those
characteristics which would enable investors to
distinguish growth stocks or companies from cyclical ones.' In Wall Street jargon, a growth stock
is "... a company whose sales and earnings are
expanding faster than the general economy and
faster than average for the industry. [They] . . .
pay relatively small dividends and their yield is
generally low." ' Cyclical stocks, are, by contrast,
.. stocks of companies whose earnings fluctuate
with the business cycle and are accentuated by
it." ' The dividends of these issues tend to fluctuate in direct relationship to the company's earnings.
The attributes of a stock which tend to cause it
to be classified as either growth or cyclical are
largely inherent in the issuing company.' History
has shown that those companies that have
achieved technological advances typically assume
the characteristics of a growth company. Examples are IBM, Gannett, Eastman Kodak and Xerox. On the other hand, companies like Celanese,
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Dow Chemical, General Motors and U.S. Steel,
considered to be the mainstays of American business, usually assume cyclical stock characteristics.
Whether a company's stock behaved as a growth
or cyclical issue has, for the most part, not been
influenced by the company's choice of accounting
methods. For example, two separate cyclical companies could value their inventory using different
methods (i.e., one use LIFO, the other FIFO) and
yet continue to share cyclical characteristics. On
the other hand, most growth companies, because
of their need to keep pace with technological advances in production, have a greater percentage of
accumulated depreciation to fixed assets. This results from a more constant replacement of equipment and facilities and a tendency toward a faster
write -off of these assets. As long as generally accepted accounting principles (GAAP) dominated,
this relationship would, to a large degree, remain
intact and those characteristics which distinguish
growth from cyclical stocks would continue to be
evident. This could change with replacement cost
accounting. And, while the use of replacement
cost data in the presentation of financial statements is not yet required by the SEC's Accounting Series Release (ASR) 190, it would be of inter-
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est to explore the impact that such inclusion could
have on the characteristics of growth and cyclical
companies.'
The Study
The premise on which we proceed presupposes
that growth companies would not be impacted as
severely by replacement cost accounting as would
those companies considered to be cyclical. The rationale suggests that because growth companies
are more technologically oriented and relatively
more labor intensive than their cyclical counterparts, the upward adjustment of fixed assets from
Exhibit 1
INTERNATIONAL BUSINESS MACHINES
Condensed Income Statement
Dollars in millions except EPS

-

-

-

449.5
4,53 1.5
.8
18.4
18

(2 7.2

2,38 3.3

$ (1 4 .2

$

2,3 97 .5

150,425,442
15.85

$(

$

150,425,442
15.94
$

Shares o uts tanding
Earnings per share

$

Net income

)

-

2,1

13.0
)

$

.6
18.4
18

$

2,1

$

$

Taxes: current (4 7 % )
deterred

4,51 8.5

$

$

Income before taxes

,0 9)

Source: 1976 Statement 10•K

p

$

)
)

$

$ ( 6.0
(1 6 .0
35 .0
13,0

$
$

449.5

$

Othe r inc /(e xp )

Increase
(decrease)

$

$
$

&

$

$

Net sales
Cost of sales
Depreciation
S,G,
A
Operating income

Replacement
cost acctg.
$16,3 04.3
4,49 2.0
1,87 4.0
5,85 6.3
4,08 2.0
$

Originally
reported
$16 ,30 4,3
4,48 6.0
1,85 8.0
5,8 91 .3
4,06 9.0

the historical costs for growth companies would
be minimal. This could be assumed because in order to keep pace with continuing technological advances in production, the growth companies
would have to have newer machinery in place.
For the cyclical firms which use relatively dated
equipment, larger fixed assets adjustments from
historical costs levels would be realized. Earnings,
therefore, would be impacted accordingly as depreciation is calculated, using the straight -line
method, on the new replacement cost numbers. It
was also expected that the impact of replacement
cost accounting on cost of goods sold would be
relatively minor for all these companies. This is
largely due to the fact that they are currently using the LIFO method and inventory valuation
which generates costs of goods sold that approximate current replacement costs.
The replacement cost data found in the foot notes of the annual reports of a number of these
companies were substituted into the income state ments. See Exhibit 1 for a typical example. New
pre -tax earnings were then calculated. The actual
1976 tax rate on the originally reported income
was applied to the current portion of taxes pay
able. Deferred taxes, however, were simply applied against the replacement cost earnings as they
were to the originally reported earnings. The
treatment of deferred taxes must be approached in
this manner because it is uncertain how Congress
would treat the increase in deferred taxes that refrom
rom a grester depreciation
expense which,
P
In turn, results from using replacement cost data.
Current tax laws do not allow for the faster depre-

Exhibit 2
REPLACEMENT COST ANALYSIS
Growth C ompanies

Cyclical Companies

EASTMAN
KODAK

28

XEROX

$61 2.8
$5 77 .0
(6 % )

$28 89 .9
$24 93 .0
(1 4 % )

$4 10 .3
$1 40 .9
(6 6% )

$23 97 .5
$23 83 .3

$4 8.0
$4 5.0
(6 % )

$6 50 .6
$6 19 .0
(5 % )

$3 58 .9
$3 1 8.1
(1 1 % )

3.3 0
3.1 1
(6 % )

10.08
8.70
(1 4 % )

5.03
1.73
(6 6 %)

15.94
15.85

2.22
2.0 8
(6 % )

4.03
3.8 4
(5 % )

4.5 1
4.00
(1 1 % )

50 %

41%

60%
$4 9.25

29%
43.38

55 %
78.50

42 %
49.75

50 %
279 .13

39%
$4 0 .3 8

11
7
5 .7 %
8.2 %

13
14
2.2 %
2.1%

8
9
7.1 %
6.1 %

10
29
4 .3 %
1 .5 %

$

123%

$

64%

$

31%

$

41%

18
18
2.9%
2.8%

18
19
2.1%
2.0%

$
$
$

$
$

2.07
1.96
(5 % )

1.10
.9 8
(1 1 % )

54%

28%

51%
86 .0 0

24%
58.50

$

$

$

0 %)

.8 6
.8 1
(6 % )

$

8 .0 0
7.95

$

$
$

$
$

0 %)
$

2.12
.73
(6 6 % )

0 %)

$

$
$

5.55
4.79
(1 4 % )

$

$
$

$
$

.9 5
.9 0
(5 % )

$

2.80
4.06
45 %

$

4.67
6.76
45%

$

$

$

$

$65 .0
$9 4.0
45 %

$

Net e arnings
(m illio ns )
As reported
Replacement cost
Percent Change
Earnings per share
As reported
Replacement cost
Percent Change
Dividend
As reported
Replacement cost
Percent Change
19 76 dividend percent of
replac ement cost est.
1976 dividend percent
of rep orted earnings
Price: 1 2 / 3 1 / 7 6
Price e arnings ratio
As reported
Replacement cost
Dividend yield
As reported
Replacement cost

$

GANNETT

$

I.B.M.

$

U.S. STEEL

DOW

$

GENERAL
MOTORS

CELANESE

21
22

13
15

2.4 %
2.3 %

1.9%
1.7%
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Observations
The results of the replacement cost earnings
calculations ranged from 45 percent gain over
1976 EPS for Celanese, to a 66 percent decline for
U.S. Steel. IBM's 1976 earnings would only decrease one percent as a result of using replacement
cost numbers substituted into the year -end income
statement. Further, using this data, General Motor's 1976 earnings would decline 14 percent, and
Xerox's 11 percent. Eastman Kodak and Gannett,
on the other hand, realized earnings declines,
based on replacement cost calculations, of five and
six percent respectively. What is surprising about
these declines is that they parallel the five percent
earnings decline registered by Dow Chemical —a
cyclical company. The impact of replacement
costs also meant that a greater percentage of earnings would be required to meet the dividends distribution made in 1976.
As with earnings, cyclical companies realized
the greatest impact. This was especially true for
U.S. Steel which would be required to pay out 123
percent of replacement cost earnings to cover its
1976 dividend. IBM, on the other hand, would be
able to maintain its 1976 payout ratio, and Celanese, would realize a lower payout ratio using replacement cost.
The premise proposed at the outset of this
study, that cyclical companies would realize a
greater impact using replacement costs than
growth companies, is suspect at this point. Note,
for example, the magnitude of earnings changes,
that were realized by companies within the same
fundamental classification as a result of replacement costs, i.e., a 66 percent decline for U.S. Steel
versus a 45 percent gain for Celanese, and a one
percent decline for IBM versus an 11 percent decline for Xerox.
However, two companies, Gannett and Dow
Chemical, a growth and cyclical company, respectively, registered identical replacement cost earnings declines of six percent. At this point, it apMANAGEMENT ACCOUNTING/ MARCH 1978

pears that replacement cost does not limit its potential impact to a particular stock classification,
but rather randomly impacts earnings based upon
the treatment given replacement cost accounting
by a company's management.
Cost Savings

. . cyclical
companies
realized the
greatest
impact. "
".

ciation which surfaces under replacement cost accounting.
Using the annual dividend payout ratio for
1976, a new dividend figure was determined by
applying that ratio to the replacement cost earnings. Exhibit 2 illustrates the earnings changes as
well as the changes in dividends that evolved from
using replacement cost numbers. In addition, the
current payout ratio is shown so that it may be
compared with what the payout ratio would have
to be with replacement cost accounting in order to
maintain the current dividend. The exhibit also
highlights the changes that would result in the
price /earnings ratio (P /E) and the dividend yield
for each company studied, using December 31,
1976, closing prices as the basis for the calculations.

This leads to a consideration of the original
SEC regulation. Within the pronouncement, the
Commission stipulated that managements could
integrate into their calculations any cost savings
that they would deem as accruing to the company
as a result of replacing existing assets. Further,
the SEC allowed considerable flexibility in the establishment of indices and approaches that could
be used in determining the replacement cost data.
As a result of the flexibility in the pronouncement,
Celanese was able to realize an earnings gain using
replacement cost data. Celanese's management
would experience significant cost savings by simply eliminating certain portions of present operations. As stated in its 1976 Annual Report, "The
historical cost amounts for which replacement
cost data are not provided are
amounts which
...
reflect historical cost information and related depreciation expense of certain production capacity
existing [on] December 31, 1976, that in the opinion of management will not be replaced at the end
of its useful life because the profitability of those
operations would not justify such replacement." °
This approach, in effect, resulted in a savings of
$70 million in depreciation expense.
Conclusion
This study demonstrates that, under the present
SEC pronouncement, a company's accounting of
replacement costs can influence earnings so that
those characteristics which distinguish growth
from cyclical stocks are obliterated. In comparisons of earnings and dividend changes, the degree
of impact of replacement cost has been shown to
be significant between IBM (growth) and U.S.
Steel (cyclical).
From this point, however, the contrasts between growth and cyclical companies lose definition. This is especially evident between Gannett
(growth) and Dow Chemical (cyclical) where both
companies reported identical changes. This is because management can currently approach replacement cost accounting in a less restrictive
manner than it can under generally accepted accounting principles.
O
' Dana L. Thomas, The Plungers and the Peacocks.G.P. Putnam's Sons, New
York, 1970, p. 49.
' Jerome B. Cohen, Edward D. 7_inbarg and Arthur Zeikel, Investment Analysis
and Portfolio Theory,Richard D. Irwin, Homewood, IL, 1977, p. 15.
' Ibid., P. 23.
' The growth and cyclical stock classification is not a mutually exclusive one. As
so often happens when an attempt is made at labeling an item or concept. characteristics assigned to a stock can be transitory since neither the character of a
company nor stock quotations are static.
' See "Replacement Costing: Complying with Disclosure Requirements." MANAGEMENT Accou NTING, January 1977, p. 64; Roger J. Grabowski and Lawrence
B. Gooch. "Implementing Replacement Cost Disclosure Requirements." MANAGEMENT ACCOUNTING, June 1977, p. 13.
' Celanese Corporation, 1976 Annual Report, p. 53.
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A Funded Reserve
for Major Removals
A good authority for this arrangement is Matthew 6:13, "Lead me
not into temptation."
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By John B. Gillett
Salvage and cost of removal are tricky depreciation problems. The text books tell us to estimate
the cost of removal and the salvage value, add
them algebraically to the original cost, and then
divide the resulting sum by the average service life
to calculate the straight -line depreciation rate.
Th is p ro ce d u re is g reat in t h eor y but dif ficult to
ap ply. The co mp osite average service life of utility
pro p erties varies fro m 25 to 35 years. Try in g to
estimate th e salvage m arket, th e rem oval cost and
the requ irements of pub lic au thorities 30 years
h en ce is an ed u cat ed gu e ss at best. The b es t we
can d o is take cu rrent h istory and hope that it will
still ap p ly wh en cu rrent p ro perty is retired.
Alth o u gh t h e Fe d eral Po wer Com m ission and
most states still req u ire th at salvage b e handled
th rou gh a depreciation reserve, some regulatory
ju risd ictio n s are p erm ittin g co st of rem oval to be
expensed ou tsid e of the cap ital accounts. Even
with this reform, ho wever, th e problem s of financin g the remo val of majo r u tility installations, such
as decom missio ning nu clear plants or removing
off -sh o re gath erin g lin es, h ave not been faced by
th e in du stry . So far, th e gen eral attitude seem s to
b e: "Do n 't lo o k at it an d m a y b e it will go away."
It isn 't likely to go away .
Fo r example, the electric utility industry has
little ex perien ce in deco m missioning nuclear
steam p lan ts. Th e p resen t d eco m m issioning rules
have n o t b een tried in p ractice. Also, the rules are
subject to ch an ge as the pub lic attitude toward
ato m ic gen eratio n jells. An d , environm ental pres-

sures m ay add even m ore restraint which will lead
to increased rem oval costs.
Off -shore gas wells, platform s and gathering
lines present sim ilar problem s. Restraints in offshore leases and environm ental concerns preclude
abandoning platform s in place. Even lines buried
in th e b ed o f t he s ea m u st eith er be r em ove d or
given special treatm ent. Gas com p anies h ave experienced cost of rem oval which exceeded the
original cost. This list is almost as long as the
nuclear plant list.
Im pact of Inflation
The prin cipal un certaint y in pre dicting cost of
rem oval is inflation. The only safe prediction is
that it will continue . Over a long perio d , the rate
of inflation becom es critical. A 7.2 percent rate of
inflation doubles costs every 10 years. If the cost
of rem oval is es tim at ed at 10 pe rcent toda y and
the inflation rate is 7.2 percent, the cost of rem oval will be 20 percent of the original cost 10 years
hence. For a utility it could be a s high as 70 percent in 28 years. If that increase were written into
the depreciation rate, it would increase the rate 55
percent. And, if th e utility were ope rating in an
original cost jurisdiction, it would have no rate
base after 16.5 years. Ironically, the rate base
would incre ase wh en th e prop erty is ret ired, because the large accum ulation for negative salvage
is wiped out of the reserve upon retirem ent without a c orresp onding reduction in the capital assets. This situation has, of course, always existed
when negative salvage was included in the accrual
rate, but its magnitude has been sm all and the
MANAGEMENT ACCOUNTING/ MARCH 1978

impact unnoticed in an expanding plant. In an era
of declining growth with new generating plant
costs approaching a billion dollars, the cash flow
impact on a utility could be devastating.
Exhibits 1, 2 and 3 show the inflation in different types of utility construction since 1949, and
comparisons with other economic indicators. Exhibit 1 shows an index of total steam production
and total electric transmission plant. The plants
have had different rates of inflation but the total
impact since 1949 has been almost identical for
both types of construction. The only dip in either
curve occurs in total steam production in 1959
through 1961. The average compound annual inflation rate is 5.0 percent. Exhibit 2 shows similar
information for gas plant. Construction of steel
distribution mains has been the most inflationary
factor, but total gas plant construction has had an
average annual inflation rate of 5.1 percent.' Over
the same period, the Consumers Price Index and
the Wholesale Price Index, as shown on Exhibit 3,
have both risen about 3.3 percent a year compounded. Their rates have been different, but the
overall impact has been the same.
Interest rates have tended to track inflation because lenders must protect their investment as
well as earn a return. A five percent interest rate
and a five percent inflation rate net the investor
nothing. The historically high interest rates of the
last six or seven years are a direct reaction to historically high inflation rates.
As an example, let us consider the projected
removal costs on nuclear generating stations
which are now planned at $750 a kilowatt or
more. A new 800,000 kilowatt plant can be expected to cost $600 million. An examination of 17
representative utilities shows composite estimated
average service lives for nuclear production ranging from 25 to 31 years with an average of 28
years. Composite negative salvage rates ranged
from zero to 20 percent. Among those projecting
negative salvage, the average was about 10 percent. If that 10 percent average is projected 28
years with inflation duplicating the history of the
last 28 years, the negative salvage will be 37.4 percent. So far no regulatory commissions have
granted negative salvage allowances over 20 percent. Negative salvage equal to 37.4 percent of
$600 million is $224 million. That's a sizeable sum
to raise for tearing a plant down! You couldn't
borrow it; you couldn't sell stock to raise it; and
you certainly couldn't generate it internally in a
decommissioning period of a few years.

amount of investment which has been returned to
the investor. How these funds are used is the business of the utility management, but they are usually re- invested in the plant. This theory is basic,
but its repetition sets the stage for the next proposal. The theory never contemplated a single cost
of removal which exceeded the depreciation expense of an entire company in a given year. Few
utilities can absorb a draw of $224 million against
their reserve in a few years. Even if other costs
have inflated proportionately, the jolt will be severe. And what will the Commission say to a $224
million increase in rate base created by a retirement?
Exhibit i
TRENDS OF CONSTRUCTION COST — ELECTRIC PLANT
Index
400

300

Total steam production
200

....

. .X
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• •'•
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Exhibit 2
TRENDS OF CONSTRUCTION COST — GAS PLANT
Index
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Possible Solution: A Funded Reserve
New problems require new concepts. Traditional accounting and regulatory practices view depreciation as an allocation of capital costs over the
life of the assets. The depreciation reserve is not a
pool of money, but rather a representation of the
MANAGEMENT ACCOUNTING /MARCH 1978
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.. it is still
enough to cause
heart
palpitations
among fiscal
officers. "

A separate reserve for cost of removal has been
recommended .' Even this desirable change does
not adequately protect the utility against the cash
problems flowing from a major removal cost. To
provide this protection , this proposal is suggested:
Establish a fund to be maintained as an escrow account into which a utility would
make annual deposits for major, foreseeable
costs of removal. The cost of removal would
be recalculated periodically and annual deposits revised to assure collection of the cost
over the remaining life of the asset. This
fund would not be in the rate base so the
utility would not earn on it . It would be dedicated to a single purpose: financing the cost
of removal.'
To see how this would work if the economic
conditions of the past were repeated , let's return
to the $600 million nuclear plant . A negative salvage of 10 percent produces an estimated decommissioning cost of $60 million , based on prices
prevailing at the time of installation. Exhibit 4
shows an initial deposit of $2.14 million which is
$60 million divided by the estimated service life of
28 years. In succeeding years, the estimated cost
of removal goes up.' The expense, or deposits in
the fund are computed by deducting the amount
in the fund at the beginning of the year from the
new estimate of cost of removal and dividing the
result by the remaining life. For simplicity, the
computations assume all additions to the fund at
the beginning of the year. The result of this exercise is still a cash outlay of almost $50 million in
the last year of the life of the plant . Although it is
far from the $224 million resulting from no fund-

Exhibit 3
CONSUMERS PRICE INDEX AND W HOLESALE PRICE INDEX
Index
250
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Consumers price in, ex- -- ft .-
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ing, it is still enough to cause heart palpitations
among fiscal officers.
The computations in Exhibit 4 overlook the fact
that funds on deposit can draw interest. Even
though the regulatory commissions might be convinced that such a fund is in the best interest of
investors and ratepayers , the IRS will certainly
want its 48 percent cut of any interest earned.
Even so, the net income from a fund of this size
can be substantial.
Exhibit 5 looks at the effect of historic interest
and historic inflation on the same cost of removal
estimates. The expense is computed just as it was
in Exhibit 4, except that interest has been added
to the fund . The interest rates shown are the average paid on Moody 's Aaa bonds in each year. The
interest paid to the fund is adjusted for federal
income tax payments of 48 percent . The interest
ameliorates the expense to about $27 million in
the maximum year. Although still substantial, it is
only 54 percent of the maximum requirement
without interest.
Both Exhibits 4 and 5 assume annual rate relief
to obtain the additional expense required as removal costs escalate. If relief comes less frequently, the theory is the same, but the increases in
annual expense are more abrupt.
You may argue that we will never see three or
four percent interest again , and that 's probably
true, but those rates prevailed when annual construction cost inflation was less than four percent.
(1949 -1963 = 3.4 percent compounded ). Therefore, history is probably as good a guide as any
when surveying the future. After all, if the inflationary history of the last 10 years (8.1 percent a
year) prevails for the next 28 years, the cost of
removal could be $531 million instead of $224
million.
Tax and Regulatory Problems
For this approach to work , both the Internal
Revenue Service and the regulatory agencies must
recognize the problem and be prepared to deal
with it. The foremost tax consideration should be
that the deposits in the fund are deductible, that
is, similar to depreciation expense. This is not to
say that the interest on the fund would not be
taxable; it would . But the deposits are made to
provide for a known business expense, " removal,"
and, as such, they must be permitted as tax deductions, just as any other legitimate expense.
The interest must remain in the fund. To do
otherwise negates the cushioning effect of interest
on accruals in times of high inflation (compare
Exhibits 4 and 5 since 1971). Leaving it in the
fund recognizes the legitimacy of the expense and
protects the rate payer who must pay the expense.
The investor should not benefit from interest on
funds deposited before taxes. And since the interest must remain in the fund , it cannot be considMANAGEMENT ACCOUNTING /MARCH 1978

Exhibit 4
REMAINING LIFE ACCRUAL OF TRENDED COST OF REMOVAL (000,000 OMITTED)
Year
1949
1950
19 51
1952
1953
1954
1955
1956
1957
1958
1959
1960
19 61
1962
1963
1964
1965
1966
1967
1968
1969
1970
19 7 1
1972
1973
1974
1975
19 7 6 (E st.)

Index
100
103
113
114
120
124
128
144
157
164
167
165
160
160
160
163
167
17 1
177
182
19 1
205
22 6
244
259
305
35 1
374

Trended
removal
cost
$ 60.
62.
68.
68.
72.
74.
77.
86.
94.
98.
100.
99.
96.
96.
96.
98.
10 0,
103.
106.
109.
115.
123.
136.
146.
155.
183.
211.
224.

Remaining
life
28
27
26
25
24
23
22
21
20
19
18
17
16
15
14
13
12
11
10
9
8
7
6
5
4
3
2
1

Expense
$ 2.14
2.22
2.44
2.45
2.62
2.70
2.84
3.26
3.67
3.88
3.98
3.93
3.74
3.75
3.74
3.89
4.07
4.33
4.63
4.96
5.72
6.86
9.03
11.03
13.28
22 .6 1
36 .6 1
49 .6 1

Assum ptio ns: Orig inal estim ate of c os t of rem oval - $ 60 ,0 00 ,0 00 , Se rvic e life
rate- R and y-W hitm an Total Ste am Pro duc tio n I nde x, N. Atlantic

End of year
reserve
$ 2.14
4.36
6.80
9.25
11.87
14.57
17 .4 1
20.67
24.34
28 .2 2
32.20
36 .1 3
39 .8 7
43.62
47.36
51.25
55.32
59.65
64.28
69.25
74.97
81.83
90.86
101.89
115.17
137.78
174 .39
224 .00

"The investor
should not
benefit from
interest on funds
deposited
before taxes. "

28 ye ars, Inf lation

Exhibit 5
REMAINING LIFE ACCRUAL OF TRENDED COST OF REMOVAL WITH FUNDED
RESERVE (000,000 OMITTED)
Remaining
life
28
27
26
25
24
23
22
21
20
19
18
17
16
15
14
13
12
11
10
9
8
7
6
5
4
3
2
1

Expense
2.14
2.22
2.44
2.44
2.60
2.68
2.8 1
3.22
3.60
3.78
3.86
3.76
3.51
3.45
3.37
3.44
3.50
3.64
3.76
3.87
4.30
5.00
6.52
7.73
8.90
17.58
26 .7 1
21.86

Interest
.0 26 6
.02 62
.02 86
.02 96
.03 20
.02 90
.03 06
.0 33 6
.0 38 9
.03 79
.04 38
.0 4 4 1
.04 35
.04 33
.04 26
.04 40
.04 49
.05 13
.0 5 5 1
.06 18
.07 03
.0 80 4
.07 39
.0 7 2 1
.07 44
.08 57
.0883
.08 43

Interest
less tax
.03
.0 6
.1 0
.15
.2 0
.2 3
.29
.3 8
.52
.59
.78
.8 9
.9 8
1.05
1.15
1.30
1.44
1.78
2.07
2.5 1
3.10
3.88
3.97
4.32
4.96
6.72
8.46
9.4 1

End of year
fund
balance
2.17
4.45
6.99
9.58
12.38
15.29
18.39
21.99
26 .1 1
30.48
35.12
39.77
44.26
48.75
53.27
58.01
62.95
68.37
74.20
80 .5 8
87 .9 8
96.86
107 .35
119 .40
133 .26
157 .16
192.73
224 .00
$

Trended
removal cost
($ 1 ,0 0 0,0 00 )
60
62
68
68
72
74
77
86
94
98
100
99
96
96
96
98
100
103
106
109
115
123
13 6
146
155
186
211
22 4
$

Year
19 49
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
19 61
1962
1963
1964
1965
1966
1967
1968
1969
1970
19 71
19 72
1973
1974
1975
1976

As sum ptions : S am e as E xhib it 4 p lus I nte res t rate - Moody's Aaa bo nd s, I nco m e tax-48 p e rc e nt
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„A funded
reserveIs not
for all men in all
seasons. ”

ered to be part of a return or investment.
The fund should be held in a trust arrangement
or escrow account by a third party. A good authority for this arrangement is: Matthew 6:13,
"Lead me not into temptation." The presence of a
multimillion dollar fund puts great pressure on a
commission to deny rate increases otherwise justified. From the company viewpoint, tapping a pool
of money for capital expense is so much easier
than selling bonds.
What happens to any funds left in escrow after
the removal is complete? They should be small,
since deposits are calculated on remaining life, using current cost estimates. However, any that remain belong to the rate payer. He paid them for a
specific purpose, and to the extent they are not
needed, they are his.
Consideration should be given to naming a
third party to do the decommissioning or removal. This proposal is not put forward to encourage
doomsday accounting, but one need only look at
the abandoned inter -urban railroads, coal mines,
and eroded timber lands to know that the scars
remain after the venture is gone. The possible formation of generating or exploratory subsidiary or
joint- venture companies makes such a possibility
very real, indeed.

rules and environmental restraints. These large
cash requirements for removing plant from service
may not be available and, indeed, cannot be raised
through normal sources of capital when needed.
The solution proposed is to accumulate the cost
of removal in a fund through annual deposits. Interest will be accumulated also, although income
taxes will certainly have to be paid first. The regulators would agree that the interest earned is not
part of operating income nor return on investment, and the companies would agree that the
fund was dedicated to a specific purpose: removal
costs. The integrity of the fund would be maintained by having a third party hold it in escrow.
A funded reserve is not for all men in all seasons. Many utilities may honestly feel that cost of
removal will not be a problem. Both commissions
and utilities may resist funds when current cash is
sorely needed. For those seeing a need and who
are concerned about meeting it, however, a fund
may serve well.
If this proposal were implemented, it would assure the public of prompt removals, assure the
ratepayers of a rate base that is always representative of plant in service, and investors of cash when
it is needed. It is fair to all concerned.
❑

Conclusion

' The data on these two charts is drawn from the Handy - Whitman Index of
Public Utility Construction Costs.
' Many of the problems these inflationary trends raise with depreciation expense
were discussed by G. Robert Faust in his paper. "A Positive Rationale for Negative Net Salvage.' presented before the A.G.A. -EEI Accounting Conference in
1976.
Ibid.
Ibid.
' In this case trended by the Handy- Whitman Index for total steam generating
plant, North Atlantic region.

The foregoing proposal was developed as a possible solution to a serious cash flow problem. Removal and decommissioning costs in the future
will probably dwarf all experience because of new

LETTERS
Continued from page 12

Remembering that the Pierson report
was written in 1959, that Cox himself
recognized a trend toward improvement
of the accounting educational goals, and
that he recommended some innovation
by some business schools, one wonders
why, 18 years later and with many significant changes in accounting education, Dean Alexion has failed to recognize the situation as it exists today.
Also, Dean Alexion states, "When
and if all states are willing to develop a
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fairly uniform CPA examination whose
level and breadth is significantly more
complex and advanced, there may be
justification for considering separate
schools of accountancy. The prospects
of this happening within the next several years appear to be somewhat dim."
The dean here makes an argument for
professional schools because, since
1953, all states have used the Uniform
CPA Examination prepared by the
Board of Examiners of the American
Institute of Certified Public Accountants, and a casual review of a recent examination will quickly reveal the complexity, and the advanced nature of the

examination questions. Unless arguments against professional schools of
accountancy can be more carefully researched and more accurately supported than those appearing in this article,
readers will have a tendency to view
those arguments as emotional rather
than scholarly, and will thus discount
the good points because of the surrounding bad points.

Gary A. Luoma
Professor and Head
ofAccounting Dept.
Georgia State University
Atlanta, Ga.
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The Management Control
Problems of
Responsibility Accounting
Management can control products, profits, divisions, return on
investment, cash, equipment, and numerous other objects or
processes —but only through the actions of employees.

By Donald K. Clancy
Imagine a highly paid consultant finishing up a
presentation on the subtleties of flexible budgeting, responsibility accounting, and standard cost
variance analysis. He has the entire standard cost
analysis on the screen with all its price, usage,
rate, efficiency, spending, budget, and volume variances. He is surveying the management group
with pride when he sees the hand of a bright
young accountant go up, and the following scene
ensues:
Young Accountant: Shouldn't we calculate and
report variances over which managers have
control?
Consultant (knowing that a problem is coming):
Yes.
Young Accountant (now on the attack): Then I
see a problem with the approach you have just
presented. For example, the direct materials usage variance in the report to the production
foreman may have been caused by any number
of people. The purchasing agent may have purchased poor grade material or got the material
there late and the workers had to rush the job;
the maintenance men may have been sloppy in
MANAGEMENTACCOUNTING/MARCH
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their work and set the machines wrong; the
salesmen may be accepting rush orders, which
the foreman has to fill; labor negotiations may
be going on and the workers are reacting to a
contract dispute; or the people in specifications
may have drawn the blueprints incorrectly
causing many of the units to be rejected. Also,
that materials price variance charged to the
purchasing agent, it could probably have been
caused by ...
Consultant. You bring up a good point. However,
someone must be held responsible for these variances. That person should search out, find the
causes for, and correct the variance situation.
Top management should recognize that flexible
budget variances should not be used for performance evaluation purposes, but only as
rough guides pointing toward problem areas.
Young Accountant (taken aback): Well, I guess
I'm confused on responsibility accounting ...

Donald K. Clancy is
Assistant Professor of
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Administrative
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School of Business,
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Mexico in Albuquerque.
He holds B.S., M.B.A.,
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Consultant (now on the attack): Perhaps you are.
Perhaps I can explain,
Management Control
Management control is essentially the influence
or control over the behavior of people. Manage35

As a result of these problems, management may
decide to skip the whole step or settle on any easy
goal such as "growth" or "more income ".
After management has determined where it
wants the company to go, it should make specific
plans on how to get there. These plans should relate to the company finances, the roles of people,
the development of products, and the penetration
and holding of markets. Models for financial planning, product development, and market penetra1. Management tries to determine what the pres- tion are fairly well understood and accepted by
managers. However, planning the roles of people
ent situation is.
is
the most important part of management con2. Management decides where it wants to go.
trol,
and it is also the most difficult. But role plan3. Management makes plans to get to where it
ning gets pushed into the background and only
wants to go.
comes out at hiring or firing time.
4. The organization carries out the plans.
Role planning should occur by specifically re5. Results are measured.
lating the objects or concepts (such as income)
6. Management evaluates performance by comthat management wants to control to specific huparing results to plans.
man activities (such as purchasing raw materials).
7. Management takes any necessary corrective acOnce the activities are determined, management
tions.
should attempt to answer the question "How
should this activity be carried out such as to
Different managers may be more or less formal
achieve our objectives ?" The answer to this quesin their approach to management control. One
tion will be a role plan. It should be noted that
manager may prefer to skip the first two steps an d
there will be a role plan or expectation as to perjust start planning. Another manager may performance, even without this formal planning proform the first three steps out of sequence. He alcess. However, the role plan in effect may be
lows the organization to proceed and the results
something as unsatisfactory as "follow the budare measured. Then, he performs the first three get" or "look an d act professio nal' or "do the
steps of planning and continues on to steps six and work ". Thus, the most important part of manageseven to take the corrective actions. Yet another ment control - -controlling the activities of peomanager will meticulously go through the cycle ple —gets pushed into the background.
performing all the steps but the last one. He hopes
An important part of planning is to determine
that just by diligence and careful planning the or- what
be measured; i.e., what aspects of the
ganization will move as he desires. However, if it plan can be measured in order to determine
does not move as he desires, his only reaction is whether or not the plan has been achieved? Meamore careful planning and more detailed mea- surement for a financial plan is a definable techsures of results.
nique. Measurement for a role plan is much more
In order to be most effective, the management difficult, but necessary. Management should ask
control cycle should be performed completely and such questions such as "How can we determine if
in sequence. Management should start with a de- a purchasing agent or salesman is doing a good
tailed knowledge of where the company is and job?" The answer to this question should be relatwhat it capabilities are. This would involve exam- ed to the role plan and should include, but cerining its resources: financial, human, product, and tainly not be limited to, "Did he or she make the
market. The analysis should also involve examin- budgeted number ?"
ing the competition and making judgments about
After the planning by management is complete,
the future.
the plan should be made known to the supervisors
Management should then decide where the and employees. The plan should not be kept secret
company should be going in the future. The deci- until after the people have performed their jobs,
sion may not be easy for several reasons:
then be sprung upon them at the time of performance review. Since control can occur only through
1. Management may have not been able to figure affecting the performance of people, this proceout where the company is.
dure would be of little value. In fact, part of the
2. The future may be so uncertain as to inhibit role plan as it is presented to members of the orgamanagement from determining where the com- nization may be that they are expected to help in
the development of the financial plan (i.e., participany should go.
3. Managers may disagree among themselves on pative budgeting).
After the plan has been presented to members
their personal goals for the company and thus
of the organization, the members should carry out
cannot come up with a group goal.
will

' .. to be most
effective, the
management
control cycle
should be
performed
completely and
in sequence. "

ment can control products, profits, divisions, return on investment, cash, equipment, and numerous other objects or processes —but only through
the actions of employees. Without control over
the activities of people, there can be no control
over the objects and processes.
Management control occurs in a natural cycle
that is generally the same in all organizations. For
example:
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their activities in accordance with how they expect performance evaluation and corrective actions to occur. The reaction of the organization to
expected corrective actions is the essence of management control. Without this reaction, control is
not present.
Thus, control in an organization depends upon
the expectation of corrective actions. Formulation
of goals, budgeting, measurement of performance,
evaluation of performance, and the actual corrective actions taken are only parts of a framework
that facilitate management control. Without corrective actions, there will not be any control because there will be no expectation of corrective
action.
It further should be noted that there are no
clear, exact links in the chain leading from actual
corrective actions to expectations of corrective actions to motivation and finally to actual behavior
of people. One can only say that if any of the links
is missing, management control will not be effective.
The Control Problems of Responsibility
Accounting
Responsibility accounting has all the attributes
of a management control system. There is a financial plan which is evidenced by a flexible budget
for responsibility areas. There is a role plan
which, by implication, is to "follow the financial
plan ". There is a performance report which compares actual performance to the plan. Finally,
there are corrective actions based on the performance report. All of the parts of a control system
are there and the procedure can be used to control
both revenues and costs.
NARROWNESS OF ROLE PLAN
Even though responsibility accounting will help
to control costs, top management must recognize
that limiting the role plan to "follow the financial
plan" may induce some strange behavior:
Purchasing agents may refuse to purchase
items on a rush order or small quantity basis.
Purchasing agents may purchase materials that
are just barely acceptable as to quality from
vendors who provide little or no service.
Production foremen may refuse to accept a
production order that will result in overtime or
extra idle time due to machine adjustments.
All of this strange behavior does reduce costs,
but it may not be to the benefit of the company as
a whole. This type of behavior is the natural result
of the narrowness of the role plan implied in responsibility accounting: the responsibility accounting performance report contains only financial data to the exclusion of non - financial performance measures.
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ARTIFICIAL SEPARATION OF FUNCTIONS
Another troublesome aspect of responsibility
accounting is that functions must be separated
into responsibility areas without explicit recognition that the separation is artificial. A well -run
organization should act as a team, rather than as
separated functions with artificial barriers. The
problem with the responsibility accounting approach is not from control of costs, within the
responsibility centers, but from the lack of control
over interactions between the centers. Consider
the following example:
On March 4, a salesman sold 400 units of product to a customer and promised delivery on April
15. Since the order was important to the salesman,
he called the order directly to order processing
and later mailed an order confirmation. The clerk
in order processing misplaced the phone message.
The written confirmation was received on March
12 and processed through regular channels. On
March 18, it was found that there were not any
units of the required product in the finished goods
warehouse. The order was placed on backorder
and scheduled for production during the first
available production time: the week of April 28.
On March 21, the salesman found out about the
backorder situation and he was furious. He personally convinced the production planner that the
order had to be put on a rush -order basis, even if
it meant overtime to be worked in the factory. The
rush -order basis on production resulted in the requirement for a rush order on the raw materials.
Both the purchasing agent and the production
foreman reacted immediately. They questioned
the need for a rush order and balked at the extra
costs involved. They were both overruled by the
division manager and the production plan proceeded. The rush order of materials arrived late in
the evening of April 11 and production commenced.
Because of rush orders the production ran very
late into the evening resulting in a high overtime
charge. The workers were tired, worked slowly,
and spoiled some of the production. This resulted
in 363 units that passed inspection and 41 that did
not (only one percent spoilage is normal for the
process). The units were packed for shipment on
April 12, but because of scheduling delays were
delivered on April 21.
The foreman was charged with $14,200 in overtime, a labor efficiency variance of $16,200 and a
material usage variance of $20,312 because of the
spoiled units. The purchasing agent was charged
with a $12,603 price variance on the materials.
The salesman was happy that he got a commission
of $36,300 for making the sale, but complained
about the loss of $3,700 because of production
failure.
The division manager received an irate letter
from the customer complaining about the poor

control in
an organization
depends upon
the expectation
of corrective
actions. "
...
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"Problems
would be
handled on a
case -by -case
basis... "

quality, lateness, and quantity of the shipment.
The letter began "This is the sorriest shipment I
have ever received. For $1,800 a unit, these items
should be perfect." and ended with "You will never get another order from us." The division manager severely reprimanded the production foreman and the purchasing agent for the lateness and
the poor performance (as indicated by the variances). He then congratulated the salesman for
saving the sale by his quick handling of the backorder situation.
In this unhappy situation, who should be held
responsible for the extra costs? The production
foreman and the purchasing agent were held responsible, but the situation was taken completely
out of their control by the division manager. Had
the division manager not stepped in, the costs
would have been controlled, but the division
would have lost a $653,400 sale. Thus, the responsibility accounting system was in place and would
have controlled costs had not the division manager interfered in order to save the sale.
There were six people involved in the case:
salesman, order processing clerk, production planner, foreman, purchasing agent, and division manager. There are many "if only" type statements
that could be made about the behavior of these
people:
1. If only the salesman had checked with finished
goods before promising the delivery date, he
could have negotiated a later delivery date or
forced the order immediately through production planning on March 5.
2. If only the salesman had mailed the order confirmation a week earlier, the order confirmation
would have arrived on March 6, instead of
March 12.
3. If only the order processing clerk had not misplaced the phone order, the order would have
started through channels eight days sooner.
4. If only the production planner had originally
scheduled the order before the promised delivery date and shifted other production, the variances would not have occurred.
5. If only the division manager had recognized
the potential hazard in the rush order, he could
have, perhaps, negotiated a later delivery date
with the customer.
6. If only the units were in finished goods in the
first place, then this particular problem would
not have arisen.
7. If only the order entry system were faster, the
production could have been started sooner.
The production foreman and the purchasing
agent are conspicuous by their absence from this
list. In the circumstances, there is nothing they
could have done to avoid the variances. Since actions by any one of the four other people could
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have avoided the problem, everyone (but the foreman and the agent) is responsible for the variances. But because only the foreman and the agent
were held responsible, the situation is almost certain to arise again in the future. This will be so
because there is nothing in the role plan which
encourages team behavior. Instead of encouraging
team behavior, responsibility accounting emphasizes the separation of functions.
Solutions to the Control Problems
There are at least three possible solutions to the
management control problems of responsibility
accounting. The solutions will be presented in order from the simplest to the most difficult to implement.
SOLUTION ONE: INFORMAL REACTIVE
ADJUSTMENT

Under this approach, management would not
be surprised by the behavior of managers that
seems to diverge from the best interest of the company. This divergent behavior would be viewed as
a natural consequence of the narrowness of the
role plan. Management would informally broaden
the role plan to handle the divergent behavior.
Problems would be handled on a case -by -case basis by negotiation with the people involved. At the
time of performance evaluation, allowances would
be made for variances which were caused by informally required role plans. The fact that the variances occurred would be viewed as a positive result of following the desired role, and the manager
should be commended for the quick handling of
the situation. Nothing would be different about
the accounting procedure followed. The only observable differences would be in the behavior of
the managers involved: there should be more team
behavior in trying to get the products produced
and sold. The only requirement for implementing
the approach is a change in the attitude of those
doing the performance evaluation.
There are two pitfalls to the informal adjustment approach, The first problem is consistency.
There will be differences in the informal role plan
between people and overtime for the same person.
Since the approach relies on the memories of the
people involved, inevitable conflicts will arise as
memories of informal agreements fade. Also,
there may be inconsistencies between the informal
role plan and the subsequent performance reviews. The second problem is that no matter what
is said in the performance review, the performance report may still show a poor performance.
The manager being evaluated will have to trust
that the evaluator remembers accurately the informal agreement. Since there may be occasional
problems in the performance review, managers
may keep records of events in order to justify performance.
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SOLUTION THREE: FORMAL ACTIVE
ADJUSTMENT
Under this approach, management would examine the existing organization and determine the
critical interactions between responsibility centers. This would involve examining both the flow
of work and the lines of communication through
the organization and then determining those interactions which are necessary for a smooth - running
organization. Specific attention should be given to
those interactions that are qualitative in nature,
such as the quality of service provided by order
processing to the sales staff or the quality of raw
materials purchased for production.
After the critical interactions between responsibility centers have been determined, management
should decide what types of behavior are desirable
and undesirable. The emphasis in this analysis
would be on determining what types of team actions should be controlled. The desirable behavior
would then become part of the formal role plan
and performance evaluation procedure. The undesirable behavior may be described in the role plan,
but the emphasis should be placed on the desirable rather than the undesirable.
The difference between the third approach and
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"with each
broadening of
the role plan,
financial
will

the second approach is that management would
actively seek out the critical interactions rather
than wait for problems to arise on a case -by -case
basis. The third approach would anticipate the
problems before they arose. This would be especially beneficial in large organizations that have
some difficulty in determining when a problem exists and great difficulty in correcting the interaction problem.

planning...

SOLUTION TWO: FORMAL REACTIVE
ADJUSTMENT
This approach is the same as the previous approach, except that the agreements on role plans
are written down and the flexible budget is adjusted to reflect the desired role behavior. As problems arise with the interactions between people,
management would formally alter role plans to
include the desired behavior. For example, management could handle the problem of foreman
who are uncooperative in the production of rush
orders by specifically including the quick handling
of rush orders in the role plan. There would be a
separate recording of time required to handle rush
orders which would be part of the performance
report. Further, there would be separate standards
set for the rush orders that increase the flexible
budget. Thus, there would be a broadened role
plan to include the rush orders and an increased
budget to reflect the existence of the rush orders.
With each broadening of the role plan, financial
planning and measurement will become more
complex. The additional complexity will be costly,
and management will have to limit the types of
behavior that are controlled. As the approach
does not rely on the memory of managers, there
should be more consistency between people and
overtime. Further, there should be more consistency between the agreed -upon role plans and the
techniques of performance evaluation.

become more
complex. "

THE THREE SOLUTIONS CAN BE USED FLEXIBLY
These three solutions can be adopted individually or in combination. A company could use an
informal reactive approach for one responsibility
center, a formal reactive approach for another,
and for still another responsibility center the company could use the formal active approach. Another company may evolve from the first approach and then reverse back to the first approach. These juxtapositions would be expected
because no one approach is intrinsically better
than another, but preference would depend upon
the circumstances. However, they are all solutions
to the management control problems of responsibility accounting: a narrow role and the lack of
the recognition given to interactions between responsibility centers.
Conclusion
At the beginning of this article, the consultant
said:
"... someone must be held responsible for
these variances. That person should search
out, find the causes for, and correct the variance situation. Top management should recognize that the flexible budget variance
should not be used for performance evaluation purposes, but only as rough guides
pointing toward problem areas."
From the management control perspective, this
statement is nonsense. There cannot be control
over behavior and the resulting control over costs
without performance evaluation and corrective
actions occurring. Thus, to have any control at all
over costs, responsibility accounting must be used
for performance evaluation.
The Young Accountant was reacting to the problem of imperfect control of costs by any one person.
Because of the imperfections in the control of materials, the Young Accountant would not hold the
foreman responsible for the materials usage variance. This same line of reasoning could be applied to
all of the variances and result in a hopeless situation.
If no one can be held responsible for costs, there will
be no control over costs.
❑
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Cost Accounting for a
Construction Company
Using cost accounting methods, each and every one of
management's functions can be performed with increased benefits
and in a manner that complements the performance of each of the
other functions.
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There is probably no company that needs an effective cost accounting system more than a construction company. And, it is also true that there is no
company that lacks such a system more than a
construction company. Many of these companies
have no idea of how much gross profit (or loss)
they will experience on any given contract until
long after the project has been completed. Also,
many of them have only a limited idea of how a
project is progressing. Various reasons can be cited for their failure to implement an effective cost
accounting system which would provide adequate
information and control. Among the reasons cited
are the following:
1. The typical company is small and often lacks
accounting experience.
2. Wide fluctuations in labor and material costs
present recording difficulties.
3. Worker productivity is often difficult to document and control.
4. Varying environment and job contingencies result in cost and productivity documentation
problems.
5. Decentralization of the manufacturing process
(projects built a distance from a company's office) create accounting communication problems.
However, these reasons do not justify a failure
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to install an effective system. When one considers
the advantages of an effective cost accounting system, it is easy to justify the time, effort, and cost
required. Since the construction company's cost
accounting system would affect both internal
management functions and its ability to carry out
successful external relations with external parties,
it becomes a significantly important management
tool.
Work Items
The key to an effective cost accounting system
that facilitates planning and controlling is the definition of work items or segments which are to be
the cost objects of the system. For example, a
company may identify placing concrete as a single
work item, or it may differentiate between placing
concrete in columns, slabs, footings, etc. as distinct work items. The size of the company, its data
collection and processing capability, and the type
of work it performs are a few of the many factors
that affect the choice of work items. The unique
characteristics of each and every construction
company results in the need to custom design its
set of work items. Through the use of defined
work items, the cost accounting system can integrate necessary management functions. The defined work items can provide the base for collecting labor, material, and overhead costs and historical work item data can be collected from ongoing and past projects. The data serves as the basis
for planning, estimating, and budgeting future
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projects. These projects are in turn controlled
through the monitoring and comparing of work
item costs and progress to the plan and the estimate.
Integrating Daily Operating Functions
Cost data from on -going and past projects are
ordinarily used to aid in the control of on -going
projects and the planning and controlling of future projects. For example, all the direct labor and
material costs for a project may be assigned to a
project as a cost object. However, although such a
procedure allows for evaluating project profitability, the procedure lacks the cost accounting sophistication necessary to significantly aid project control and planning.
A more detailed level of traceability is obtained
by identifying the data to specific work segments
of a project. This type of a cost accounting system
can serve as the basis for integrating each of the
components of the operational cycle as shown in
Exhibit 1. Such a cost accounting system can single out various labor craft hours and materials
used for a work item. This detailed level of cost
identification can trace the cost and profitablity of
the overall project and individual work segments.
It then becomes possible to measure the performance of labor and machines_ On -going projects can
be controlled by comparing progress to plan, and
the planning of future projects is facilitated. Perhaps more important than any of these benefits is
the fact that the work item identification of costs
can integrate the essential project management
functions shown in Exhibit 1. By providing essential management decision data to numerous required functions, the benefit to cost ratio for the
necessary cost accounting procedures, forms, and
data processing for any one function becomes
more favorable.
Let us assume that the company has already
defined its work items and has collected labor productivity and material usage data for the work
items from the performance of past projects. Then
we will enter the cycle shown in Exhibit 1 at the
starting point of a new project:
ACTIVITY PLANNING
The objective of activity planning is to deter mine the optimal combination of resources to be
used in performing the required quantity and
quality of work. Activity planning means determining the best crew size, combination of labor
crafts, and types of equipment to be used to perform the projected work.
Too often in the construction industry the traditional methods of performing a job have been
accepted and the lack of innovation has weighed
heavily on the industry's low productivity. By
comparing different combinations of labor and
equipment, a company can spot inefficiencies and
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in effect optimize performance. The goal of the
activity planning function should be to establish
the number of employees by type of labor craft to
be employed along with the type of equipment to
be utilized for the method. Given the combination
of resources available, the work item data from
past projects could then be used to effectively predict or plan each new project. Productivity can be
established as units of work item per manhour.
The materials needed can also be determined in
terms of work item units. By dividing the units of
work to be performed by work item productivity,
the work item duration can be computed. Scheduling techniques such as the critical path method
may also be used to aid in the preparation of the
project plan. However, it is the cost accounting
data in the form of past project data that determines the fundamental input to project planning.

"The objective
of planning is to
determine the
optimal
combination of
resources ... "

ESTIMATING

No single management function plays a more
important role in the financial success of the company than estimating. The secret competitive bidding process that characterizes the industry emphasizes the need for accurate estimates. Too often in the construction industry a company establishes part of its estimate from "the seat of its
Exhibit 1
OPERATIONAL CYCLE OF INTEGRATED
PROJECT MANAGEMENT
On -going
project

Cash
budgeting

Payroll

Material
scheduling

Cost
control

Plan

Control
Accounting
reports

Estimating

Activity
planning

New
project

Cost
data
files

Past
project
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pants." With little other than a vague recollection
of past performances of the work in question, the
estimator is faced with predicting future costs
based on hunches and unreliable word of mouth
information. Admittedly, each time a company
undertakes a new project, the project will likely be
somewhat unique as to factors that dictate cost.
However, structured past project data along with
recognition of varying and unique project conditions can result in reduced uncertainty in the estimator's project bid.
The estimating function can make great use of
past project data regarding the performance of individual work items. For example, the direct labor
cost component of a work item can be determined
by multiplying the work item duration in hours by
the crew cost per hour. The duration itself is obtained from earlier cost accounting data. The project estimate must also recognize, in addition to
the direct labor cost, the direct material cost, the
job overhead, the company overhead, and profit.
The direct material cost can be established
through identification of quantities of material for
individual work items (i.e., referred to as the
quantity take -off), material wastage factors as indicated from historical data, and the relevant material prices.
A construction company often spends many
hours attempting to be very accurate in its estimates of project labor and material costs. All too
often this effort is followed by a less than detailed
approach to overhead cost allocation. For example, after determining direct labor and material
costs for a project, a construction company may
add 40 percent of the summed direct costs to cover overhead cost and profit. Such a procedure often leads to substantial inaccuracy in the total
project bid price. Less than accurate overhead allocation usually can be traced to a company's lack
of a cost accounting system. Inability to develop
an accurate application rate and base along with
an analysis of the over and under applied overhead leads to unprofitable estimates.
MATERIAL SCHEDULING

Closely related to the management functions of
planning and estimating is material scheduling.
The quantity take -off segment of estimating establishes what materials are to be purchased. Project
planning dictates when the material is needed.
Cost accounting plays a role in establishing the
quantity of material needed by developing wastage
factors. Cost accounting also plays an important
role in determining when the material is needed
by indicating the amount of time required to perform the various segments of work.
Traditionally, the material cost component of
an estimate was insensitive to the schedule of material for a project. However, in recent years we
have seen widely fluctuating prices for plywood,
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structural steel, and other materials that make up
a major portion of some construction projects.
The change of material prices as a function of
time is affected by the relatively long durations of
some construction projects. As a result, the cost of
materials for a project has become an added risk
factor in an already high risk industry.
The financial risk associated with material costs
can be reduced if material needs, as a function of
time, are predetermined by means of a schedule.
Such a schedule allows for purchasing materials at
an advantageous price, by purchasing in advance,
and taking advantage of discounts.
CASH BUDGETING

The benefits of preparing cash budgets have
been well documented in accounting literature.
However, the fact remains that construction companies are often negligent in their preparation of
cash budgets, As a result, many of the problems
that these companies have can be traced to the
lack of adequate preparation and updating of project cash budgets. The cash budget must include
the identification of expected dollar amounts of
cash receipts and disbursements, and the time at
which the various receipts and disbursements occur. The amounts of the receipts are determined
by the contractor's total project bid. The disbursements are, for the most part, identified by the estimating function.
The activities plan establishes the time at which
disbursements will have to be made. The timing of
receipts of cash from the project owner are determined in part by the activities plan and in part by
the owner - contractor project payment agreement.
The cash budget for a project is essential for
determining financing needs as a function of time.
Because deferred payment for work performed is
very common, and because of low working capital
ratios, the construction company is often faced
with the need to secure financing at various times
during a construction project. The amount of this
financing and the cost of the financing should be
determined before the project is bid. This is necessary so that the interest cost can be reflected in the
estimate of the project costs, and subsequently in
the project bid. Financing costs are as much a part
of project cost as are the labor or material costs.
Their identification in the project estimate is essential to a profitable estimate and project bid.
The very ability to obtain financing at a critical
time in the project schedule is often dependent on
how soon the company initiates the search for
funds. The availability and cost of loan money
from financial institutions varies as a function of
many economic factors. Unless a plan exists for
obtaining funds in advance, the construction company may find itself without a source of funds
when the funds are needed.
The detailed preparation of a cash budget for a
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project and for overall company operations consists of several sub budgets referred to as schedules. The schedules should include:

3.
4.
5.
6.

Billings budget
Direct material budget
Direct labor budget
Overhead budget
Cost of goods manufactured budget
Cash receipts and disbursements budget

The preparation of these supporting schedules and
the cash budget is facilitated by the use of a common set of work items. Just as the work items can
serve as the base for establishing work segment
durations, costs, and material schedules, the cash
budget and its supporting schedules can be produced as a function of the defined work items.
Control
When a proposed project becomes reality, the
role of cost accounting does not end. Cost accounting practices are essential in the control of a
project's costs and duration. Planning, which includes estimating and the preparation of budgets
provides the potential for a profitable project. But,
it is the control function that brings these potential profits to reality.
PAYROLL
The labor component of the control function
illustrated in Exhibit 1 is initiated with the performance of the payroll obligation. The payroll
function is fundamental to the daily operation of
any firm that is dependent on the use of labor. The
preparation of employee paychecks, the establishing of withholding liabilities, and the filing of required forms to taxing bodies requires the company to document individual employee hours
worked. Time cards are often limited to documenting total time worked by a given employee.
With only a slight modification of the time card it
is possible to document labor time to specific segments of work performed by the employee.
The work item cost objects that are used for
documenting labor hours can be the same work
items that are used for project planning, scheduling, and estimating. In this manner, historical
work item files are established from past projects
and in turn used to aid the planning and estimating of future projects.
As is true of the definition of work items that
serve planning and estimating, practical considerations must guide the defining of work items for
data collection. Considerations such as the ability
to differentiate time to specific work items, the
cost of collecting and processing the data, and the
benefits to be gained from the processed data all
play a part in work item definition.
As with labor, cost accounting procedures can
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trace material to specific work items. From this
collected data, material standards and wastage
factors can be established for planning and estimating future projects. Equally important is the
role material placement work item standards can
have in the control of both material and labor
costs.
COST CONTROL
In order to have an effective cost control program, the trend of the cost must be determined as
soon as possible and compared against the progress of the plan such that required corrective action can be taken. The monitoring of production
and costs cannot be overemphasized in regard to
the operation of the construction company and its
projects. If one were to investigate reasons behind
many of the reported construction company failures, lack of control (whether production or cost)
would be high on the list of underlying causes.
The need to have a means of quickly documenting and monitoring project production and costs
is emphasized by the fact that the construction
company's planned production and costs are often
less than accurate estimates. Regardless of the
soundness of its planning and estimating practices, numerous factors prevent the plan and estimate from being totally deterministic. The ever
changing environment surrounding the construction work, the variable nature of construction
work, and the industry's high dependence on labor productivity all inject uncertainty into the
project plan and estimate. The result is that plan
and performance differences are partly due to lack
of control and partly due to a less than accurate
plan. Independent of the cause, early recognition
of inefficiencies and deviations from planned progress are essential to corrective management decisions.
Effective project control of labor and material
costs can be gained through documenting material
quantities and labor hours for previously defined
work items. Let us assume that for a work item
such as placing wall forms, the company estimates
8,000 square feet of contact area (sfca) of work to
be performed. On the basis of historical work item
data collected from previous projects, the company estimates that it will need 10 carpenter man hours per 100 sfca of work. The total estimated
manhours for the work item is therefore 800 man hours. Let us now assume that the company receives the contract to do the work. Further, we
assume that inspection of the work after a month
of placing forms indicates that 800 sfca of work
has been put in place. This determination of work
performed is necessary for progress billings. In
fact, the documentation of work performed in
work items can result in more accurate billings.
On the basis of payroll records structured to
report labor hours to work items, 200 carpenter

" . . . to have an

effective cost
control
program, the
trend of the cost
must be
determined as
soon as possible
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actual costs
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hours have been charged to the wall forming related work. Analysis of the material put in place indicates that 10 percent of the work is completed.
However, based on an estimate of 800 manhours,
the cost accounting system indicates that 25 percent of the estimated labor hours and cost have
already been expended. Assuming that labor
hours should be proportional to the wall forming
performed, it appears that the company is faced
with a substantial labor cost overrun.
The variation in the percentages of labor hours
versus material placed should receive attention
immediately. It may be that it can be explained
and is not reason for alarm. However, it may also
be indicative of inefficiencies. The early detection
of these inefficiencies can bring corrective action
before cost overruns become excessive.
Merely comparing actual costs with estimated
costs does not always give a good measure of performance. It can be that excessive overtime labor
costs are hidden by high labor productivity.
Looked at another way the benefit of high employee productivity may be hidden because of the
inefficiencies of management in scheduling work.
The point to be made is that effective cost control
is achieved by analyzing the factors that make up
the total cost. In the case of material costs it is
necessary to analyze both the purchase price as
well as the budget price and the amount of material used as well as the estimated amount from the
quantity take -off. Similarly, the analysis of the
components of overhead costs must be analyzed in
order to effectively control the total overhead cost.
ACCOUNTING REPORTS
All too often the construction company finds
out about a project's profitability or loss only after
all the bills are paid and the final payment is received from the owner. The lack of cost accounting, and in particular the inability to generate interim financial reports regarding a project, keep
the contractor in the dark and with a sense of
uncertainty.
Collected material, labor, and overhead data
from an on -going project can serve the control
function while in effect providing the basis of interim progress and financial reports. These reports
aid the company in its future bidding activities, in
improving relations with creditors, and perhaps
more importantly in measuring its own performance. Using a uniform set of work items for planning, estimating, and controlling the preparation
of the interim reports is a natural outgrowth of
data that serves these management functions.
Collected data that aids control and establishes
standards for planning and estimating can also
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satisfy the needs of financial accounting. Documented material, labor, and overhead costs can be
summarized and categorized through ledger accounts such that financial statements are prepared
directly from the collected data. The financial accounting function can be carried out continuously
by utilizing a cost accounting system which isolates project costs. Modern -day computer systems
can automatically post to the general ledger while
structuring cost data for project control.
The strength and internal controls of the cost
accounting system improve the validity of the financial statements. Better record - keeping, cost accounting procedures, and control can reduce the
rather widely held view by auditors, bankers,
sureties, and investors of the unacceptable nature
of the construction company's financial information and the related financial risk.
COST DATA FILES
The effectiveness of an integrated project management cost accounting system that utilizes
identification of cost elements to work items is dependent on the establishing of historical cost files
for specific segments of work. As to the labor segment of cost, the cost files can be structured on
the basis of productivity (i.e., manhours per unit
of work) or unit costs. Historical unit cost data
(dollars per unit of work) become quickly outdated in periods of rapidly changing labor costs. On
the other hand, construction industry productivity has stayed practically constant over the last
decade. While this nonincreasing productivity
characteristic is detrimental to the profitability of
the construction industry, it does prevent productivity records from becoming outdated as a function of time.
Historical productivity work files can be easily
transferred to unit costs by merely inputing man hour rates. By inputing current manhour rates,
the historical productivity records can serve as a
means of providing accurate estimates of cost and
duration.
Conclusion
The cycle illustrated in Exhibit 1 is repetitive.
Planned projects become on -going projects. In
turn, the on -going projects become past projects.
Throughout these steps historical data structured
through the company's cost accounting procedures continue to be updated. Using cost accounting methods, each and every one of management's
functions can be performed with increased benefits and in a manner that complements the performance of each of the other functions.
❑
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Controlling
Company -Owned Inventories
in Public Warehouses
Effective control of inventories located in public facilities begins with
the selection of a quality warehouse or terminal.

By S.K. Felton

is usually more economical to continue production and store in a centralized marketing area.

Why Store in Field Locations?
Several factors may be involved in the decision
to store products in a warehouse or terminal away
from the manufacturing plant(s). For example,
the company may well improve its customer acceptance of product by providing same -day or
one -day delivery service. Transportation savings
are also realized by shipping packaged goods in
carloads to a centralized marketing area. The
company may realize transportation savings by
shipping liquid chemicals in bulk cars to a centralized marketing area tank terminal for subsequent
drumming and /or tank truck shipments.
Often the demand for a product is below current production levels. Yet, forecasts may indicate
demand will exceed maximum production at a future date. Iflocal storage space is not available, it
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Public vs. Company -Owned Field Storage
After the decision has been made to store inventory in field locations, should the company own
and staff the storage facilities or utilize public facilities? In considering this decision the company
will have to weigh its capital investment to determine if the benefits resulting from field storage
justify the capital outlays for company -owned facilities. If company -owned facilities are used, the
product volume moved into and out of the facilities must make full economical use of labor. As an
example: A labor force must be maintained to
handle peaks. Public facilities can rotate the labor
between products of different companies whereas
considerable idle time may be encountered from
use ofcompany -owned facilities.
Public warehousing generally proves to be the
best choice if it is not certain that, if company owned facilities are used, the storage space will be
occupied at or near capacity. In public warehouses payments are made only for space used.
After considering these factors and, unless other factors are involved such as providing services,
laboratory work, etc., public storage facilities often will be the most advantageous and economical.
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To remain competitive in many product lines, it is
often necessary for a business to store products in
public warehouses and tank terminals in strategic
locations. These inventories must be properly accounted for and controlled.
This subject has small coverage in accounting
textbooks and publications. Yet, the value of inventories stored in public warehouses or terminals
is tremendous. This article will present the financial practices involved in establishing warehouse
locations and controlling inventories subsequently
stored in these locations.
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Determine the Feasibility of Field Storage
The need for establishing field storage will nor45

"Effective
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selection of a
quality
warehouse . . . "

mally be recognized by either marketing, warehousing operations, traffic, and /or order and production planning. When a need is recognized, an
economic evaluation should be requested. Certain
data are essential for an accurate evaluation:
1. Sales forecasts, estimates of new business (or
loss of business) and required numbers ofdays
service time to customers,
2. A summary of volume and rate of movement
to /from the proposed storage area and to customer locations. (Determine the products to be
stored, an estimate of the volume of each product., and the effect on total inventory and manufacturing operations.),
3. All applicable freight and storage cost information necessary to compare cost of current operations with that which would exist should a
public warehouse or terminal location be established,
4. Transit time involved in getting product to customers, and
5. Insurance and tax information related to storage in public facilities.
These data should be used by the accountant to
calculate the effect offield storage in the particular marketing area and to prepare the economic
justification for establishing a warehouse location
in the area, including a cash flow rate of return
which should result from implementation of this
decision.

of excess moisture, ifit has sufficient space to prevent commingling of the company's product with
competitors' products, if the storage area is clean
and if tanks are accurately calibrated.
Who has financial responsibility? The storage
company should be financially sound so as to preclude possible bankruptcy. (Moving out of a warehouse can be quite expensive.)
Is the facility accessible to all modes of transportation? This would include rail sidings and proximity to truck lines and airports.
What would be the probable transit time to customers? The facilities may have to be located such
that same -day or one -day delivery service to customers can be made.
What are the warehousing costs? Compare the
storage, handling, and related costs with other
storage locations. Calculate the effect of escalation
clauses contained in bids.
What is the potential for growth? Ifthe company
should decide at some future date to increase storage, either with more of the same products or additional product lines, the warehouse should be
able to handle the increased volume.

Once these factors have been weighed and the
best qualified and most economically attractive
warehouse or terminal is selected, a written conSelecting and Contracting with a Warehouse
tract should be negotiated and executed. This conEffective control of inventories located in public tract should include all provisions necessary to
facilities begins with the selection of a quality protect the company against loss of product rewarehouse or terminal. If there is sufficient. eco- sulting from incompetence, negligence or fraudunomic justification for field storage in a given mar- lent action by warehouse management, A contract
keting area, surveys should be conducted with as with the following provisions will prove to be a
many warehouses or tank terminals as practicable most valuable tool for control of inventory stored
in order to select the most suitable warehouse or in public facilities.
The storage and handling rates should be identerminal. The following questions should be
tified
by type of container and container size. The
asked:
related charges should cover such items as overDoes the facility have a general reputation for time, labor rates, and charges for labeling, stencilservice? Consider the hours of service and wheth- ing, and marking of containers. For liquid storage,
er or not the operating people load after hours if the contract should recognize tank rentals,
necessary. Are the warehouse personnel prone to throughput rates, guaranteed minimum throughmake shipping or clerical errors? Make sure the put, and an escalation clause, ifany.
It should be stipulated that products will be
facilities have a sufficient number of loading docks
stored
in such manner as will best protect against
to accommodate all companies at peak times.
loss, damage or deterioration and that they will be
What are the storage facilities like? Determine properly segregated from the products of competifirst that the warehouse will establish and main- tors. Agreement should be reached that receiving
tain effective communication with the company. reports will be sent to the company for each reNext, determine that it is staffed with competent ceipt with notations as to overages, shortages,
clerical personnel to maintain adequate inventory and /or damages. Furthermore, the warehouse
records, Ask ifthe facility has a photocopy ma- should be responsible for any loss or damage in
chine to provide photocopies of inventory records excess of an agreed -upon throughput tolerance.
when requested. Find out if the warehouse is free To minimize shipping errors by the warehouse or
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there is evidence of either, the terminal should
contact the company, The tank car is then
gauged. If it is short or in excess of predetermined
allowable tolerance (say one percent of the shipping weight), the company must be contacted for
instructions before unloading. A storage tank is
stick- gauged before and after unloading to determine the quanity officially received. Each tank car
or tank truck is sampled before being placed in
storage, so that in case of later customer complaints, the company will know if contamination
occurred before or after the material was placed in
the storage tanks.
No material should be released from the warehouse or tank terminal without a release number.
The company should maintain a separate series of
release numbers for each warehouse or tank terminal for which the company has storage. If practicable, release information should be transmitted
to the warehouse or terminal by teletype. See Exhibit 2.
To avoid obsolescence, the warehouse should be
instructed to ship first -in- first -out, The company
traffic department provides the warehouse or terminal with routing charts and indicates the carriers to be used. All tank trucks or tank cars should
be inspected before loading except for tank trucks
for which the customer has furnished the compa-

"... the
warehouse
should be
instructed to
ship first- in- firstout. "

Exhibit 1
TELETYPE AUTHORIZATION— INBOUND SHIPMENT
SHIPMENT TO WAREHOUSE
TO WAREHOUSE NO. 13 FROM ORDER AND PLANNING 9 -17 -76
RE ORDER NO. 09 -76432
SHIPP ED O N 9.17.76 VIA XLT LINES IN XLT 32 -SEAL 48
LOT NO.
94 8
1026

NET W EIGHT
3,400 LBS.
5,000 LBS.

NAME
PRODUCT X
PRODUCT Y

NO. & CONTAINERS
100
x 34 -LB. CASE
100
50 -LB. BAG
,r,

terminal which could result in claims against the
company, the warehouse should not be permitted
to balance shortages against overages unless they
are within the same product group.
Agreement should be reached as to maintenance of records and the necessary reporting of
data to meet the requirements of the company's
order and production planning and accounting
departments. Insurance coverage should be
spelled out to the extent the warehouse is liable in
event of loss. Liability should be established as to
the responsibility for product, comprehensive general liability, state workmen's compensation, fire,
lightning, and extended coverage of facilities. Of
course, the responsibility for payment of property
taxes and taxes on commodities should be clearly
established.
It should be stated in the contract that company representatives will be allowed to inspect,
count, measure, or otherwise have access to the
company's inventory upon request. Access by others (such as auditors) to company products or information must be limited to those who have a
letter of introduction signed by the comptroller of
the company.
The contract should also specify that instructions provided in an operating instructions manual prepared by the company must be followed. A
properly prepared operations manual can assist in
minimizing problems with the warehouse and significantly reduce the time and effort required for
effective inventory control. In addition to the
items covered in the contract, this manual of instructions should also include reference to whom
to contact in case of problems, Identify and give
phone numbers of all company personnel having
responsibility for rates, services, procedures, storage, traffic matters (selection and routing of carriers, preparation of bills of lading, freight descriptions, freight rates, payment of freight bills, etc.),
payment of invoices, scheduling of physical inventories, release of material to customers, communications and replenishment of forms.
The appropriate company inventory planning
group should be required to send a teletype in advance authorizing the warehouse or tank terminal
to receive and handle all inbound shipments. The
teletype should include the company order number, shipping date, trailer or car number, delivering carrier, estimated time of arrival, seal numbers, net weight, lot number (if applicable) and
product name. See Exhibit 1.
Promptly upon receipt of the material at a
warehouse or tank terminal, a warehouse receipt
should be issued showing date received; net
weight, number and type container; lot number, if
applicable; company order number; name of carrier and freight bill number; and over, short or
damage notations. Tank cars should be inspected
for leaks or damage immediately upon arrival, If

DELIVERING CARRIER -JOHN DOE LINES
ESTIMATED TIME OF ARRIVAL- 9 -19 -76
AUTHORIZED AND APPROVED BY A. C. FENNEY
2:2 0 P .M.

Exhibit 2
TELETYPE RELEASE INFORMATION — OUTBOUND SHIPMENT
ORDER ENTRY TO WAREHOUSE
TO WAREHOUSE NO. 13 FROM ORDER AND PLANNING 9 .2 3 7 6
NEW WAREHOUSE ORDER
CUSTOMER PURCHASE ORDER 9876
HOW SHIP- PREPAID
SHI P TO -XYZ CO ., 14 92 MAI N STREET, HOUSTON, TEXAS
2,000 LBS. PRODUCT Y (40 X 5 0 -LB. BAG)
SHIP D AT E 9 .2 57 6
DELIVERY DATE 9.25.76
RELEASE NO. W 13.4906
SHIP FROM W 13
CARRIER -XYZ CO. TRUCK
SPECIAL INSTRUCTIONS -NONE
SHIPMENT AUTHORIZED AND APPROVED BY J. M. SMITH
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ny a signed waiver of inspection. The company
provides the warehouse or terminal with company
bills of lading along with instructions for preparation and distribution. A sample should be taken
from each tank car or tank truck after loading,
and each car or truck should be sealed prior to
departure from the terminal. The storage location
must confirm, by teletype, release information on
each shipment to the company the morning following shipment. This information will be used by
the company to invoice customers.
Complete and accurate inventory records
should be maintained by the storage location
showing each receipt, shipment and ending balance. For products having a lot number on the
package, records should be maintained by lot
number and package size. Photocopies of the
stock records are to be sent to the company at the
end of each month.
Finally, the company's procedures should assign responsibility within the company for establishing initial inventories, inventory control,
stocking of new products, inactive or off - quality
products, restocking, releases, invoicing, customer
returns and damages. The responsibility of each
department or group should be stated in the company's procedures and also detailed in the operating instructions manual.

Auditing a Field Inventory Location
The written contract, an operations manual and
appropriate accounting techniques are all essential
to adequate control of inventory stored in public
facilities. However, effective inventory control
also requires periodic physical audits at the field
location by a company representative. These audits should be conducted by trained personnel
who are familiar with the company's products.
Audit procedures should be tailored to the needs
of the company as specified by procedures and
policy established by company management.
There are at least four objectives of an inventory
audit:

Accounting for Materials Stored in Public
Facilities

1. To assure management that the material carried on the books is physically in the warehouse or tank terminal and is in good condition,
2. To assure those responsible for inventory commitment, planning and release of product to
customers that their records accurately reflect
what is actually in storage,
3. To form the basis of making claims against the
warehouse or terminal for any shortages and
damages that occur while the material is in
their possession, and
4. To provide capability to reconcile the company's accounting records with warehouse records.

After the contract has been executed and the
operating instructions manual prepared, and before shipments are made to the storage location,
an inventory control location number should be
assigned to control the inventories at that physical
location. As an example: Assume the company
has two separate manufacturing locations. Control numbers 01 and 02 may have been previously
issued for these two locations. Assume that this is
the third field storage location, and locations 11
and 12 had been issued for the first two field storage locations (location numbers 03 through 10 being reserved for possible future manufacturing locations), then location number 13 would be issued. Subsequently, as shipments are made to the
new location, the coding would then proceed from
01 to 13 or from 02 to 13, Under this coding system, when shipments are made from the new location to customers, the coding would proceed from
13 to 00 (00 having been issued for shipments to
the customer). Use of this system of location
codes for each inventory location provides identity for the computer so as (if records are mechanized) to give periodic print -outs of shipments to
and from each location and an update of the current inventory by product. See Exhibit 3. Also, the
computer can provide print -outs of total inventories for all locations, priced according to the procedures of the company.

In order to atrhieve these objectives, it is imperative that a complete and accurate physical inventory be taken to satisfy these requirements. For
internal control purposes, audits conducted by the
accounting group responsible for the inventory
control function are usually much more effective
than those conducted by external auditors. This is
particularly true when there is a multiplicity of
products. The company's accounting group responsible for inventory control is not only familiar
with their products but also with accounting requirements and problems as well as those of other
organizational units. However, to protect the
stockholder's interest, outside auditors should observe or conduct audits at their discretion.
Circumstances and company policy will determine how much, if any, notification should be given the field facilities of the forthcoming audit.
When the volume of product movement during
working days is such as to render a physical inventory ineffective, the audit should be scheduled
for a weekend. In such instances, the management
of the field storage facilities should be given sufficient notice to arrange for weekend labor. When
audits are scheduled during working days, and if
company policy permits, advance notice should be
given to allow management of the storage facilities
sufficient time to schedule labor and equipment
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las, package sizes, lot numbers, etc., should be included in the working papers. This will reduce the
auditor's time in the field (while on an expense
account) and minimize the time required of the
people at the storage facilities who will be working
with the auditor. Upon arrival at the field location, the auditor should make arrangements so
that he can identify any product movement into
or out of the warehouse during the physical. An
effective cut -off time should be established. The
warehouse inventory clerk should be requested to
update all inventory records prior to inspection by
the auditor.
For dry storage warehouses, the physical inven-

"... some
auditors
not/give
advance notice
of an audit to
the storage
companies. "
ado

for the audit. It is the practice of some auditors
not to give advance notice of an audit to the storage companies. While surprise audits are effective
for best internal control, they can cause costly delays, in that labor and equipment might not be
readily available to perform an effective physical
inventory.
Prior to leaving for a field audit, the auditor
should set up his working papers. The working
papers should be in the same format as schedules
for the final report so the typist can type the report (except narrative portion) directly from the
working papers. See Exhibits 4 and 5. All available information such as product names or formu-

Exhibit 3
WAREHOUSE INVENTORY AS OF SEPTEMBER 30, 1976
Beginning
inventory
10,000
30,000
1,700
50,000
20,000
30,000

Product
A
B
C

x
Y
Z

Shipped
to
5,000
20,000

Shipped
from
2,4 50
38,900

40,000
5,000
10,000

30,000
2,0 00
20,000

Inventory
adjus tme nt
50
-100

Ending
inventory
12,500
11,000
1,700
60 ,0 00
23,000
20 ,0 00

-

Product
number
4276
4392
44 51
4276
45 16
46 07

Location
13
13
13
13
13
13

Exhibit 4
PHYSICAL INVENTORIES AT ABC WAREHOUSE (LOCATION NO. 13) AS OF 5:00 P.M.
SEPTEMBER 30, 1976
Sched ule 1

Lot No.
84 6
85 2
74 2

Last
release
no.
13.2 746

Container
50 -Lb. bag
50 -Lb. bag
100 -Lb. drum

Net
Pounds
5,000
7,5 00
11,000

34 -Lb. case

1,700

15

13.1917

60,000
23,000
20 ,0 00

1
3
2

13.2 856
13.2663
13.27 38

C

513

50

X
Y
Z

47 6
347
786

120
460
400

500 -Lb. drum
50 -Lb. bag
50 -Lb. bag

Remarks

-

Product
A
A
B

Whse.
age in
mo nths
2
1
10

No. of
Containers
100
150
110

13.2 842

Drum no . 42
damaged and
destroyed.
No shipment
since January

Schedule 2 -Book variances of warehouse to physical
Product
A

Lot no.
84 6

Container
50 -Lb. bag

Per physical
100

Overage
(p ounds )

Shortage
(p ounds )
50

-

Per whse.
101

S c he d ul e 3 - Dam8ges
Product
B

Lot no.
742

No. of
Containers
1

Container
100 -Lb. drum s

Pounds
100

Remarks
Drum no. 42 leaking.
Destroyed 9.30.76.

Exhibit 5
DEF TERMINAL AS OF 5:00 P.M. AUGUST 9, 1976
Temp.

ff)

Conversion
rate
gallons to
pounds
7.335
7.3 92
6.68 1

68'
stick
pounds
38,802
69,647
102,039

Terminal
book
pounds
39,263
70 ,37 1
101,087

Overage Shortage
(p ounds ) (p ounds )
46 1
724
952
-

70
69
69

Stick
gallons
5,290
9,4 22
15,273

-

Product
A
B
C

Stick
measure
5' 3 5/a "
9 ' 5 1/ Z "
15' 4 1/ 4 "

-

Tank
no.
91 02
91 03
91 04
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tory should be taken by product names or formula, package size, lot numbers and other identifying
information as required for proper control and reporting. During the count, warehouse conditions
and material damages should be noted. Upon
completion of the physical, the count should immediately be compared to the warehouse book
records. Recounts should be made when variances
from warehouse records exist. Any slow- moving
and /or obsolete materials should be noted. For
reconciling to company records, last order and release information also should be recorded. To insure that releases just prior to the audit have been
shipped —and are not counted in inventory —shipping documents should be checked. The warehouse inventory clerk should be required to adjust
his records to the physical before the working papers are signed by the auditor and an official of the
warehouse.
For bulk chemical tank terminals, stick measurements and temperatures must be taken for
each tank. Tank calibration charts should be used
to convert the stick measurements to stick gallons,
without regard to temperature. Temperature conversion charts should be used to convert the stick
gallons to inventory quantities as shown in the
records. Samples should be taken from each tank
and shipped to the company laboratory for analysis so as to ascertain correctness of product identity and that product quality continues to meet the
company's standards. For reconciling purposes,
last order and release information should be recorded for each tank. The terminal inventory
clerk should be required to adjust the records to
the physical inventory prior to having the auditor's working papers signed by the terminal management and the auditor.
Post Audit Activity at Warehouse
Before leaving the field location, the company
auditor should review the results of his audit with
warehouse management. As a minimum, this review should include comments on:
1. Shortages and damages. Warehouse management should be informed of any claims which
will be filed for shortages and /or damages in
excess of previously agreed upon tolerance limits.
2. Commingling of company's products with
those of competitors. The danger inherent in
this practive should be pointed out to field storage management.
3. Mixed lots or mixed products on pallets. If this
observation is made, the possibility that this
practice may lead to shipping errors should be
pointed out to the warehouse management.

so

4. Not shipping first -in- first -out. Warehouse management should be advised of the importance
of shipping first -in- first -out to avoid obsolescence.
5. Inventory records. Oftentimes, as a result of
experience gained from inventory audits at other locations, the auditors can suggest improvements to the warehouse or terminal inventory
record system.
6. Suggestions. Solicit suggestions from warehouse personnel which may be beneficial to the
company. Obtain information and suggested
solutions pertaining to any problems experienced between the company and the warehouse
location.
Post Audit Activity at Home Office
An effective audit will be concluded by the auditor upon return to the company office and will
necessitate the following activity:
Preparation and release of the audit report.
The narrative portion of the report should be as
concise as possible to relate significant findings
to management. Product information, aging,
inventory variances and damages should be detailed on schedules and attached to the narrative report. See Lxhibit 4 for schedules pertaining to audit of a dry storage location and Exhibit 5 for a bulk terminal.
Discussion with company management. Significant problems and suggested remedial action
should be discussed with appropriate company
personnel.
3. Reconciliation of records. The accounting records must be reconciled to the physical inventory and the required adjusting entries recorded on company books.
4. Filing of claims. The auditor must follow up to
see that claims for shortages or damaged goods
are filed with the warehouse and recorded on
company books.
Conclusion
Through the establishment of an efficient system of controls, a company can effectively use
public storage facilities so as to improve profits by
increasing sales volume, improve flexibility in utilization of production facilities, and reduce distribution costs. An effective control system will include a written contract, an operations procedures
manual, appropriate accounting techniques and
periodic audits at the field location(s). Many companies, presently not using public storage facilities, may wish to explore the possible advantages
involved in utilizing this tool for improvement of
sales revenue and customer relations_
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An Approach to Hospital
Data Processing Development
The most compelling reason for using computers in hospitals may
turn out to be the need for compliance with government regulations.

Requirements- Pressures for
Data Processing Development
THE HOSPITAL AS AN INFORMATION
PROCESSOR
It is estimated that hospitals in this country
spend one- quarter to one -third of their budgets on
acquiring and communicating information. Perhaps half of this is for functions that can be automated, including patient care, medical audit, and
financial management. A comprehensive information system (yet to be installed in any hospital)
would include the following:
1. Online collection of data at its source, including patient identification and location, service
requests, and medical data;
2. Online inquiry to a computerized "medical recMANAGEMENTACCOUNTING/MARCH
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COST CONTROL IN A LABOR - INTENSIVE
INDUSTRY
It is common knowledge that the medical care
industry is under pressure to reduce inflationary
pressures. Computerization is an attractive possibility for cost containment in clerical payroll, reduction of lost patient charges, and increased productivity of professional staff. On the other hand,
assigning a cash value to many of the productivity
benefits is very difficult. For example, it is hard to
price the value of an immediate, accurate, legible
drug request in the pharmacist's office.

P
_.iw

Even though the health care field constitutes the
nations's biggest non - defense industry, it is one
that has exploited the computer only to a very
limited extent. The need certainly exists for progressing beyond the usual batch accounting applications, but clearcut guides as to how an individual hospital should proceed are few. Fragmented
computer industry development, rapid growth in
hardware technology, professional staff resistance
to change, hospital budget pressures, costly user
and vendor mistakes, and other factors have combined to make significant progress a difficult and
challenging proposition.

ord" including clinical and requisition data for
the duration of the patient's stay;
3. Automatic routing of entered or preprogrammed requests for services and supplies to
supporting departments;
4. Operational tools within ancillary service departments such as clinical tab (specimen labels,
worklists, cumulative patient reports, unfinished test lists, etc.); and
5. Reports for use in administering the patient's
stay and financial management of the facility.

i
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DEMANDS FOR IMPROVING PATIENT AND
PHYSICIAN SERVICE
This has not yet become a major factor because
of the limited number of installed information systems. The importance will vary with facility size,
also. Within a few years, however, competition for
physicians and patients will be affected by the extent of automated support provided for administrative and patient care functions.
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REPORTING TO GOVERNMENT AGENCIES

' :.. the need to
extend
computer use in
the hospital
cannot be
ignored. "

The most compelling reason for using computers in hospitals may turn out to be the need for
compliance with government regulations. These
include utilization review requirements, professional standards review organizations, and national health insurance legislation. The extent of reporting and controls necessary to comply may necessitate computer support in all but the smaller
facilities.
In summary, recent and anticipated future pressures in the health care industry are bringing
about the situation where the need to extend computer use in the hospital cannot be ignored.
Opportunities: Potential
for Application Development
BASIC ACCOUNTING SYSTEMS -LEVEL A

These are the primary accounting - financial applications that are typically implemented first,
usually in sequential batch mode.' Selected functional characteristics to be expected are listed for
each application. Each must provide adequate internal controls and audit trail information, and
proper integration with related systems, in addition to the items listed.
General Ledger
1. Accrual method of accounting
2. Separate identity of fund entities
3. Compatibility with American Hospital Association chart of accounts
Patient Billing
1. Coordinated "family" of controlled source
documents
2. Posting of patient and revenue ledgers upon
discharge and at least subsequent monthly intervals
3. Revenue accumulation by type of service, organizational and functional origin
4. Integration of data from admissions and medical records
5. Data to satisfy reporting requirements of third
party insurors
Accounts Receivable
1. Cycle billing
2. Ability to charge interest on delinquent accounts
3. Flexible access to volume and aging statistics
by groups or types
Accounts Payable
1. Central control of all materials and services required other than payroll
2. Vendor, product, or service reference file
3. Processing at volume - efficient intervals compatible with other costing and financial reporting
4. Cost distribution by organizational department, service function or type of cost incurred
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Personnel and Payroll
1. A file of each employee's personal data and
employment history
2. Periodic reports on composition of staff
3. Reference payroll dollars and hours and report
by individual, job class, shift, and department
or service function
4. Account for, and report on, absence and vacation statistics
Purchasing and Procurement
1. Documented controls of authorized and approved commitments to acquire material and
services
2. Integration with a receiving procedure
3. Detailed and summary listings of items delivered and items outstanding
4. Identity code for commodity or service classes
Cash Disbursements and Receipts
1. Based on pre- numbered, controlled documents
2. Ability to provide reporting access for effective
cash management and budgeting
Property and Plant System
1. Identification of major equipment items by individual nomenclature and number for equipment group or class type, and organizational or
functional location
2. A perpetual inventory and custodial responsibility for major and movable items
3. Flexibility to change depreciation method
In ventory
1. Item control and perpetual control on high value and narcotic items
2. Overall control by predetermined markup on
low value items
3. Standardized nomenclature and item identity
numbers
4. Predetermined pricing and rate schedules
5. Ability to provide detail and summary listings
of usage and on -hand quantities by item or
class
Budgeting and Reporting
1. For annual formal budget planning revised and
updated at least semi - annually
2. Financial reporting in a structure comparative
to the budget
3. Reporting to satisfy requirements of the governing body and third parties
4. Revenue and direct cost reporting by organization and service function
5. Overhead and indirect cost distribution on recognized bases
6. Flexible and timely management - reporting capability
7_ Integration with census and other statistical
data.
ONLINE ADMINISTRATION SYSTEMS -LEVEL B

Level B represents an online extension to the
batch accounting applications, and may require a
second computer. Such an approach has the adMANAGEMENT ACCOUNTING /MARCH 1978

vantage of providing a duplexed backup in case
the online processor fails.' Level B systems offer
data collection, message switching and inquiry capabilities. They transmit orders, capture charges
for one day, prepare a census, may or may not
report lab results, and may be queried regarding
current charges. Level B systems are generally
limited to inter - departmental communications
and data entry support for Level A applications.
They stop short of the automated medical record
and the intra - departmental clinical systems which
comprise the "Medical Information System" of
Level C. The Level B functions include the following:

system automatically computes what insurance
benefits are available to the patient. Records of all
major insurance policies and their benefits are
maintained in the system. On a daily basis, the
online patient transactions are posted to the batch
billing system.

The foundation for Level B system is a current, online patient
file which correctly identifies the patient and his
bed location during the hospital stay. The admitting department is responsible for entering the
correct data promptly, and their reward for the
effort includes computer - prepared census reports.
Some users have extended the A.D.T. system to
include a utilization review function. A diagnosis
for each patient is entered upon admission and the
system produces an average length of stay and expected discharge date. On the day prior to projected discharge, a listing is printed including the patient's name. The review coordinator consults the
attending physician and requires an explanation if
the patient stay is to be extended. The purpose is
to comply with the requirements of professional
standards review organizations. Use of the computer spares the coordinator the task of reviewing
scores of medical charts every day.

CLINICAL SYSTEMS —LEVEL C
The clinical systems are distinguished by the
presence of medical data as well as administrative
data in the automated chart, further automation
in the patient care administration process, the inclusion of systems which serve as intra- departmental operational tools as well as sources of
chart data, such as the lab system, and a very
comprehensive and accessible medical information reporting system based on added types of
data, integrated data bases and data management
techniques.' Level C systems affect individual departments and functions as follows:

ADMISSION- DISCHARGE- TRANSFER.

DATA COLLECT ION AND MESSAGE SWITC HING.

This system is designed around the patient- ordering process, particularly for ancillary services.
The terminal first presents the nurse with a display of patients and room numbers. The nurse selects one, and then chooses from a menu of displayed functions: "order drugs, lab tests, x -ray,
dietary, etc." Then the system leads the nurse
through a selection process to isolate the particular drugs, lab tests, etc. desired.
As the data collection function is concluded, a
printer in the ancillary service department prints
out labels and the patient's bill is charged. At any
time the orders submitted for a patient may be
reviewed and errors corrected. In some cases,
these systems also allow for lab test result entry
and transmission to the floors.
The advantages of this application area include
greater accuracy and promptness of service and
supply orders, the capture of lost charges, and reduced clerical activity.
As an adjunct to
the online capture of billing data at its source, the
PAT IENT BILLING EXT ENSIONS.
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INQUIRY. The inquiry functions allow access to
what amounts to a subset of the patient's chart for
the current stay. Identification, location, service
order, and charge data are accessible to authorized users. Additional inquiry files may be kept
such as lists of physicians, their specialties, biographical data, etc.

"Level B
systems are
generally limited
to interdepartmental
communications ... "

A Level C system would support patient care management, and therefore nursing, in
the preparation for a routine surgery. The patient's name or number, surgeon's number or
name, and the operation are the only inputs required. The system generates a list of secondary
orders normally associated with the surgery and
displays them for verification by the nurse.
As a result, the nursing floor receives orders for
pre -op care such as bathing and feeding. The supply department receives and order to send a pre op preparation kit to the patient's floor and to
provide transportation for the patient. Dietary is
given instructions for feeding the patient. X -ray
and pathology departments receive pre- established orders and enter results online to the patient's "chart." Reports for nursing may include
"medications due" lists by hour, "daily orders
summary," and "reminder notices" for overdue
work.
NURSING.

PHARMACY. The pharmacist is aided by orders
printed in the pharmacy, online access to review
patient orders, and patient profiles on allergies.
He also has information on drug incompatibility
and has medications priced.

The basic application here is text entry and retrieval for the radiologist's report. A primary purpose is to speed the availability of the
report to the requesting physician. The most effecRADIOLOGY.
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"Industry
de ve%pment
has . . . been
very fragmented
i t

tive approach in this respect is to have the radiologist key the text online. This eliminates the dicta phone, typist, and the time lost in review, correction and distribution.
This can be a very complex application which provides labels, specimen
collection lists, worklists, analog - digital converters and specialized keyboard terminals for results
entry, various lab management reports, billings,
and cumulative patient reports for the chart.
These systems normally use a dedicated minicomputer, and may be installed as stand -alone
systems.
C LINI C AL L ABO R A T O R Y.

These systems are used for
health testing. The purpose is to reduce the professional time required in taking the history and
ordering appropriate tests. The patient supplies
answers to questions produced by the machine.
This involves the logic to generate question sequences based on patient responses. Mark -sense
cards and CRT terminals are typically used.
P AT I ENT S C R EENI NG .

Constraints On Development:
State of the Industry
VENDOR ENVIRONMENT

The relative complexity of the applications at
the B and C levels, combined with the limited size
and financial resources of the users, have produced a situation where most application software
development is performed by vendors rather than
by users. The result of this is that user hospitals
must conform somewhat to the operating procedures, coding structures, and data formats designed by the vendor, although table driven design
and user- generated CRT screen formats provide
some tailoring capability.
Industry development has, furthermore, been
very fragmented; there have been many vendor
entries to, and departures from, the industry. IBM
has chosen not to enter the software battle for
Level B and C systems, although they possess
most of the dedicated small system market with
their Systems 3 and 32.' Most installed systems
are limited to Level A applications, but less than
half of all users have in -house systems. Other arrangements include service bureaus, multiple hospital shared systems, timesharing, and facilities
management contracts. There are wide variations
in application offerings, terminal types, and processor types. In short, there are many options,
some definite risks and no specific approach which
is clearly superior to all others.
The continued improvement in price /performance of data processing systems is very applicable
to medical care. This is particularly applicable to
processors and direct access storage; for example,
the minicomputer is playing a rapidly expanding
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role. This means that economically feasible applications and the means of implementing them are
subject to constant change, which is a big reason
for the projected doubling of annual industry revenue over the next four to five years.
USER ENVIRONMENT

Level A and B systems have been fairly well
accepted. Of nearly 6,000 hospitals participating
in a recent. A.H.A. study, 60 percent have some
form of computerization. Dr. Stanley Jacobs, former director of computer systems for A.H.A., has
predicted that by 1980 at least 50 percent of all
short -term general hospitals with over 200 beds
will have Level B systems.
The commitment to Level C systems is less
widespread here, but the growth is significant. A
study by Creative Strategies, Inc., in San Jose,
Calif., has forecast a tripling of industry revenue
from $20 million in 1976 to $60 million in 1979,
compared to a total industry market estimate of
$380 million in 1979, Some of the reasons for the
limited adoption of Level C systems include;
1. Objections by nurses and doctors to cumbersome data entry, bulky chart reports, etc.;
2. Concerns over security and privacy of medical
data;
3. Reluctance to adopt the problem- oriented
medical record necessary for computerization,
4. Cost and performance problems with installed
systems; and
5. The prospective of more comprehensive software, and smaller, less expensive, more reliable
machines to operate and back up online patient
care systems.
Recommendations
ANTICIPATE LEGAL REQUIREMENTS

This is not possible in a literal sense. Reports
cannot be developed until the requirements are
known. However, by keeping abreast of legislative
developments there is some hope of being able to
plan for new system developments which may be
indicated. This area is important because compliance is not likely to be a matter of choice, the
impact may be very significant (as was for example the effect of Medicare on Level A systems),
and purely manual compliance may be very expensive except for small hospitals.
CONSIDER ALTERNATIVE IMPLEMENTATION
APPROACHES

While complete medical information systems
are too complex and costly to be designed and
developed by individual hospitals, medical and
hospital staff people have demonstrated a reluctance to conform to the requirements of package
systems. Fortunately, the industry offers a growMANAGEMENT ACCOUNTING/ MARCH 1978

ing variety of application designs, hardware
configurations, operations and financial arrangements, and implementation tools. In such an environment it is incumbent on hospital management
to explore the alternatives in a comprehensive and
thorough study, before making significant commitments to a course of development.
MAINTAIN FLEXIBILITY
Considering the pace of technological change in
data processing generally, and in health care systems in particular, plus the fragmented character
of the industry, we must be prepared for system
conversion on relatively short notice. There are
some things which can be done to make this as
painless as possible:
1. Establish good D.P. documentation practices— The average data processing shop has a
patchwork of documentation because of the
fact that programmers don't like to do it. This
makes maintenance or conversion extremely
difficult. The answer to this is to set up standard forms and procedures, and make them an
integral part of the design and implementation
process rather than a chore to be completed
after installation.
2. Use standard implementation tools and techniques— Such things as common languages
and coding techniques, industry- standard file
management systems, and standard hardware
configurations can help to minimize the impact
of conversion to new systems and /or vendors.
3. A void binding long -term vendor commitments— This is another hard -to- achieve objective, because the vendors try to counteract by
making short -term contracts very expensive.
However, contracts with small companies in
data processing are negotiable. One object of
such negotiation should be to insure escape
clauses in case the vendor does not meet his
commitments.
4. Maintain top management awareness— In effect this says that system benefits, ease of implementation, conversion costs, etc. should not
be oversold. Conservative projections and good
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communications are always desirable in project
development of this sort.
ESTABLISH LONG -RANGE PLANS
The process of going from a Level A to a Level
C system, or even to Level B represents a sizeable
growth in system design complexity. The jump
from sequential batch to online to data base /data
communications systems is a long one. It is highly
preferable to have top management decide where
it wants to go at an early stage. How far do we
want to go with the automated medical record?
What size of operation will we be supporting five
years from now? What changes in medical center
operation, patient care management, staffing patterns, reporting formats, etc. will result from the
systems we plan to install? Can we prepare for
them in advance? What assurance do we have that
near -term system developments will integrate easily with longer -term plans? These and other questions should be addressed on a five- and ten -year
basis to insure a unified, integrated growth -path
for hospital systems development.

"The medium sized hospital
finds itself no
longer able to
ignore...
computerization. "

Conclusion
The medium -sized hospital finds itself no longer
able to ignore the prospect of computerization.
Current and impending government reporting requirements, the rising cost of clerical and professional services, and the demands of competition
will continue to exert pressures toward administrative and clinical computer systems. On the other hand, the relative size of investment required,
an immature vendor environment, and the potential impact on traditional methods of health care
management may create a great deal of uncertainty as to how and when to proceed. In my opinion,
the objective should be to steer a course which
keeps up with the industry without being a pioneer, manages change as smoothly as possible,
and operates on a cost - effective basis.
❑
' Much of this section is drawn from an article written by Dr. lames V. Hansen,
"Progress in Health Care Systems ", Journal of Systems Management, April,
1975.
' The use of cathode ray tube terminals in the hospital makes this a significant
step in terms of operational impact and the sophistication of data processing.
' A full -blown Level C system has yet to be installed anywhere.
The main vendors include McDonnell - Douglas, Honeywell, Technicon, Spectra Medical, W.C.R., Shared Medical Systems, Meditech, and IBM.
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Readings in Managerial Economics
Edited by LB. Ibrahim, K.K. Seo, P.G.
Vlachos, Pergamon Press, Headington
Hill Hall, Oxford, OX3 OBW, England,
1976, 426 pp.— Selected from over 50
leading professional publications, the
readings show to both students and executives the application of theoretical
concepts to business decision - making.
Statistical Analysis for Business
Decisions
Paul Jedamus, Robert Frame, Robert
Taylor, McGraw -Hill Book Co., 1221
Avenue of the Americas, New York,
NY 10020, 1976, 622 pp. —a basic book
in business statistics structured to facilitate self - learning.
Crime by Computer
Don B. Parker, Charles Scribner's Sons,
597 Fifth Ave., New York, NY 10017,
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1976, 308 pp. —Based on hundreds of
cases he has investigated, the author
writes about crime involving the computer. He tells who the perpetrators of
such crimes are, why they do it, how
they succeed, and how they can be
stopped.

10016, 1976, 169 pp. —This book presents the problems encountered by exporters, importers, and other international companies and their reactions to
them. It. recommends an anticipatory
and sequential approach to understanding exchange risk.
International Accounting and Financial
Reporting
Norlan G. Rueschhoff, Prager Publi sh-

ers, 111 Fourth Ave., New Yo rk, NY
1010103, 1976, 172 pp. —The international accounting perspective is introduced
by including accounting for internationConcepts and Practices in Local
al
activities, multinational enterprise acGovernment Finance
counting control, and transnational reLennox L. Moak and Albert M. Hill- porting for investors.
house, Managerial Finance Officers Association, 1313 East 60th St., Chicago, Financial Policies for the Multinational
IL 50637, 1975, 453 pp. —An enormous Company: the Management of Foreign
amount of general and practical infor- Exchange
mation for programs dealing in local Raj Aggarwal, Praeger Publishers, 111
government finance administration Fourth Ave., New York, N Y 1010103,
makes this publication a valuable opera- 1976, 161 pp. —For the use of multinational and reference tool.
tional company financial managers, reFederal Financial Management:
Accounting and Auditing Practices
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Any book reviewed here is available from the
NAA Library. Members may borrow books for a
two-week loan period by mail, telephone orpersonal visit. Address Ms. Ellen Shappe, Manager, Library Services, NAA, 919 Third Avenue,
New York, N. Y. 10022 —(212) 754 -9736

searchers, teachers, and students, this
book provides an operational framework for the management of foreign exchange.

Cornelius E. Tierney and Robert D.
Hoffman, American Institute of CertiTransfer Pricing in Multinational
fied Public Accountants, 1111 Avenue
of the Americas, New York, NY 10036, Firms
1976, 186 pp. —Information on how the Lars Nieckels, John Wiley & Sons, Inc.,
federal government accounts for and 605 Third A ve., New York, NY 10016,
audits congressional appropriations has 1976, 190 pp. —This book is a heuristic
been distilled into this single volume.
programming approach and a case
study in transfer pricing. The author deHow to Control the Cost of
fines heuristic programming as a means,
Unemployment Compensation Claims
usually based on experience or rules of
and Taxes on Your Business
thumb, to solve problems in manageStewart L. Bailenson, Dow Jones - Irwin, ment science. The problems selected as
Inc., 1818 Ridge Rd., Homewood, IL well as the results should be of interest
60430, 1976, 209 pp. —The author and significance to managers and to the
shows how lower tax rates can be management environment.
achieved through the effective control of
Auditing Principles
changes in corporate structure, personnel policies, disposition of unemploy- 4th ed., Ho war d F. Stettler, Prentice ment claim forms, and benefit charges. Hall, I nc., Englewood Cliffs, NJ 07632,
He shows how unemployment compen- 1977, 843 pp. —This latest edition has
been updated with new FASB, SEC and
sation taxes are controllable.
Foreign Exchange Risk
Andreas R. Prindl, John Wiley & Sons,
Inc., 605 Third Ave., New Yo rk, N Y

AI C P A Standards and Statements. It
contains newly incorporated flowcharts
of the au dit process and m any helpful
illustrations.
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Corporate Strategy
for Combating Inflation
How does the controller of a large corporation maneuver to protect
his company from the debilitating effects of inflation? At a recent
Conference Board meeting, AMAX's vice president and controller
spelled out the strategy in clear, succinct terms.
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Investment Strategy
An investment strategy was created to explore
for, buy and develop natural resources and build
capital facilities as a hedge against inflation. A
comparison of the company's assets and their
composition at the end of 1960 and September,
1977, is a good snapshot of this strategy:
Dec. 31, 1960
Amount
82MM 26
83
310

27
100

Martin V. Alonzo is vice
president and
controller, AMAX, Inc.,
Greenwich, Conn. A
member of the New
York Chapter, he
currently is serving as
chairman of the
Management
Accounting Practices
Committee.

Sept.. 30, 1977
Amount
130MM
4

$

%

%

Cash
Property, plant
equipment
Total Assets

$

AMAX's strategies for combating inflation encompass investing, financing, operating and planning policies. Before I discuss these strategies,
however, I think it is necessary to go back to the
formation of the modern -day AMAX because
these strategies developed as a product of the
company's formation. In 1957, the American
Metal Company and the Climax Molybdenum
Company merged to form American Metal Climax, Inc., now called AMAX. The American
Metal Co. was a mining finance company holding
equity positions in several copper and base metal
companies and conducted a trading operation in
these metals. The Climax Molybdenum Co. operated a molybdenum mine in Colorado. Before the
merger, these two companies had combined assets
of $250 million, Today, AMAX is a diversified
natural resource company with $3 billion in assets.
In the early 1960's, Ian MacGregor, who recently retired as chairman and chief executive officer of AMAX, was given the responsibility for
developing the company's investment strategy. He
concluded inflation would be a long -term structural problem facing the world. He reached this
conclusion because he believed the dynamics created by the political and social policies in the
United States and the Free World could not effectively combat inflation. These political and social

forces causing inflation have not changed since the
early 1960's. In fact, I think it is fair to say they
have increased.

&

By Martin V. Alonzo

1,954
2,991

65
100

Our property account of $1.9 billion does not
give true recognition to our most important asset— mineral reserves in the ground, which are
stated on the books at nominal amounts. Our cash
account would be $778 million today, rather than
$130 million, if we maintained the same percentage of our total assets in cash as we did in 1960.
We would have invested an additional $648 million in cash where the rate of return in the money
This article is based on an address by Mr. Alonzo at a meeting of The ConferenceHoard on December 13. 1977, devoted to the theme, "Corporate Strategy
for Combating Inflation."
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"Our
investments will
total $2 billion
in the years
1 974 -77. "

Acquired in 1969, the Ayrshire Mine produces about 28 million tons of coal.
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has to do with timing. Recessionary periods offer
opportunities to negotiate better engineering, construction and labor contracts than can be negotiated when the economy is overheated. In addition,
the availability of skilled labor and productivity is
better during such economic periods. Also, once
we start a project we continue construction
through the ups and downs the economic cycle.
Delays only guarantee higher capital costs because of inflation, reduced productivity and demobilization and remobilization costs. For example,
we experienced three recessions during the 10
years it took to develop the Henderson molybdenum mine prior to its start -up in 1976. Each time
we analyzed our position and decided to continue
the project development. Recessionary periods or
periods of over - supply for a particular metal or
mineral offer excellent buying opportunities if you
have faith in the future. The acquisition of our
potash interest in Canada is a good example
this strategy_ We acquired the interest during the
tail end of an over - supply period at a bargain
price. One year later the same transaction could
not have been consummated.
our investment strategy is
The third aspect
that we are prepared to buy used facilities. If purchased properly, the rehabilitation cost will result
in the total cost of the facility being substantially
less than the cost of a new plant. Also, environmental problems are reduced. The purchases
our nickel refinery in Braithwaite, La., and electrolytic zinc plant in Sauget, Ill., in the early
this strategy. The
1970's are good examples
fourth aspect of our strategy is to look for "buys"
in the stock market. An example of this strategy
was the acquisition of the coal company in 1969.
Today, probably the best asset acquisitions are in
the stock market. Why build facilities if you can
of

of

of

markets is less than the inflation rate applicable to
capital goods.
Our strategy led to the following investments.
We entered the aluminum business in 1963, built
an aluminum smelter in the mid- 1960's and expanded the business until we sold a one -half interest in 1974 to Mitsui & Co. In the late 1960's we
acquired the rights to substantial bauxite reserves
in the Kimberleys, Western Australia. We have
continued to expand this business whenever the
environmentalists allow us to build capacity. In
1969, we started production from a 50% -owned
lead -zinc mine in Missouri. Also, in 1969, our first
shipments of iron ore were made to Japan from
the Mt. Newman Joint Venture in Western Australia in which we have a 25 percent participation.
Today, this is one of the largest high -grade iron
ore mines in the world. Our studies in the late
1960's also focused on energy and the declining
reserves of oil and gas. Therefore, in 1969 we acquired the Ayrshire Collieries Corp., which then
produced about l 1 million tons of steam coal. In
1977, this operation, now called the AMAX Coal
Co., was the third largest bituminous coal producer in the U.S. and will produce about 28 million
tons of coal. Our energy studies also resulted in
investments in the Dutch North Sea and the Texas Offshore area where we have found substantial
gas reserves. In 1971 we acquired an interest in a
Canadian potash mine and in 1973 became a producer of primary copper through the acquisition
of a one -half interest in an operation in Arizona.
In 1976, we started up the Henderson molybdenum mine in Colorado which cost more than $500
million to develop. Our investments will total $2
billion in the years 1974 -77. This amount approximates our net property and plant account today.
The second aspect of our investment strategy
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buy them below cost? The fifth aspect of our investment strategy is that we are prepared to forecast higher future selling prices to justify new investment.

Strategy for Beating Inflation
Investment
Explore, buy and develop natural resources
and build capital facilities as a hedge;
► Take advantage of recessionary periods and
negotiate better engineering, construction
and labor contracts;
Be prepared to buy used facilities;
Look for "buys" in the stock market;
Forecast higher future selling prices to justify new investment;

-I-

Financing Strategy
Our financing strategy is coordinated with our
investment strategy and our views on inflation. A
comparison of the composition of the liability and
equity side of the company's balance sheet at the
end of 1960 and September 1977 is again a good
snapshot of our strategy to combat inflation:
Dec. 31, 1960
Amount %

Sept. 30, 1977
Amount
%

—

$

—

$

Short -term
borrowings
40MM
1.3
Current maturities of longterm debt
IMM
.3
19
.6
Long -term
debt
10
3.2 705
23.6
Production
180
payments
6.0
Deferred
3
1.0
81
taxes
2.7
Total liabilities and
equity
310
100
2,991
100
At September 30, 1977, including non- capitalized equipment leases, our ratio of total long -term
financial obligations to total capital was 36.0%
compared with 4.0% at the end of 1960. Our policy is to maintain this long -term obligation to total
capital ratio between 30 to 40% and in recent
years it usually has been about 35 %. The policy is
to borrow as much long -term debt as we can for
as long as we can. In essence we are going short
the dollar. We hope to repay, and in fact have
been repaying, these borrowings in cheaper dollars.
We do not defer capital investment because we
think interest rates may be too high or they may
go down in a year or two. If you go through the
calculations you will determine that the increase
in capital costs due to inflation exceeds the savings
from a possible reduction in the interest rate.
In our lease financing transactions we retain the
residual equipment values. I think many lessees
who surrendered their residual values in prior
years are unhappy today as they recompute their
financing costs based on inflated equipment values.
We have avoided the temptation to borrow
Swiss francs or Deutsche marks at lower interest
rates than U.S. dollar borrowings and as a result
have probably saved some money over the long
run. This policy results from our views of the poMANAGEMENT ACCOUNTING/ MARCH 1978

"The policy is to
borrow as much
long -term debt
as we can for as
long as we
can. "

Financing
► Borrow as much long -term debt as you can
for as long as you can;
i In lease - finance transactions retain residual
equipment values.
Operating
-p- Use LIFO inventory valuation method;
i During periods of over- supply increase inventory;
► Negotiate long -term purchase contracts;
i I n new technology development, design
away from energy -based processes because
of anticipated escalating energy costs;
i Measure performance in real terms by converting operating results via use of GNP deflator and wholesale price index.

litical and social forces in the United States which
are debasing the value of the dollar.
Operating Strategy
We have developed several operating policies to
combat inflation. The company has used the
LIFO inventory valuation method at least since
1960. At December 31, 1976, 71 percent of our
product inventories were on a LIFO basis. During
periods of over - supply the company has voluntarily built up substantial inventory positions after
evaluating forecasted market conditions, escalating production costs, financing costs, and its overall cash requirements. For example, during the recession of 1971 -72 the company increased its molybdenum inventory to almost 60 million pounds
by the end of 1972. This was equivalent to one
year's production at that time. We estimated that
the market would turn around by 1975 and that
the additional inventory buildup would represent
the cheapest -cost molybdenum we could ever produce. Our calculations indicated the profit from
the sale of this additional inventory would substantially exceed the financing costs. By the end of
1975 our inventory was reduced to 33 million
pounds after purchasing and selling 26 million
pounds of GSA moly.
Long -term purchase contracts extending be59

We apply the GNP deflator and the wholesale
price index to our operating results to try to measure our performance in real terms. For example,
we convert current selling prices to real prices
back to 1950. We convert the current earnings of
a business to its purchasing power in a base year
we consider to be normal for that business. These
computations with which we are experimenting
are conducted as separate exercises and are not
built into our reporting system. When we finalize
our replacement cost numbers for plant and
equipment investment, we will begin to measure
ROI on replacement cost rather than historical
cost. In addition, we deflate our annual net income, earnings per share and common dividend
per share. If you have not made these per share
computations for your company, I suggest you do
so. The results can be startling and I think you
will have a better appreciation of why your stock
price and the Dow Jones average are at their current levels.

Our
strategy to
combat inflation
has been to
invest more
than our cash
flow each
year...."

Planning
Photos courtesy of AMAX Inc.

ALONZO: "...We think inflation is a longterm structural problem facing the world. "

yond the year 2000 were executed several years
ago for the purchase of a raw material basic to one
of our operations. The formula for computing the
purchase price fixes the amount applicable to the
recovery of the plant investment at historical cost.
This purchase contract was executed during a recession which was affecting both parties —the purchaser and seller —which are in the same industry.
However, our investment strategy resulted in taking a long position while the seller took a short
position. Needless to say our purchase price for
this product today is below the current market
price.
Steam coal is sold to utilities under long -term
contracts running for the life of the mine which
may be from 15 to 30 years. At the time we acquired the Ayrshire Collieries Co. in 1969 its sales
contracts did not have adequate provisions to recover escalating costs and it had no provision to
maintain the purchasing power of the profit margin in real terms. Since then, we have improved
the provisions to recover escalating costs and introduced the concept of indexing the profit margin
to maintain its purchasing power in new contracts.
In developing new technology we are trying to
design away from energy -based processes because
we think the cost of energy will escalate faster
than other materials. For example, we are working on a sulfuric acid -based process to produce
nickel rather than an ammonia -based process
which is available from other companies.
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We prepare a five -year corporate plan and our
major mining operations prepare a 10 -year plan.
As you would expect, we inflate our capital and
operating costs. Selling prices are forecast based
on projected supply - demand conditions for the
particular metal or mineral. However, it is difficult for an operating executive to forecast increasing operating costs and level, or even worse, declining selling prices during a period of oversupply. Therefore, the forecast for selling prices tends
to have an optimistic upward bias at times. The
operating divisions also prepare an uninflated income statement so that a comparison can be made
with the inflated statement.
One reason we inflate our five -year plan is to
determine the magnitude of our financing requirements. We announced last year our investment
program would approximate $2 billion in the five year period 1977 -81. Included in this amount was
more than $300 million of inflation. The projections also indicated that by 1981, our working
capital requirements would increase by $100 million due to inflation. Therefore, at the end of five
years, inflation increased the financing requirements $400 million and this amount represented
about 65 percent of the net financing to be raised
during this period after repayments.
Summary
In summary, we think inflation is a long -term
structural problem facing the world. In fact, national and international institutions are actively at
work trying to prevent deflation. Therefore our
strategy to combat inflation has been to invest
more than our cash flow each year and to cover
the cash deficit with long -term borrowings and equity when necessary.
MANAGEMENT ACCOUNTING/ MARCH 1978

FASB in action: David Mosso; Oscar S. Gellein; George J. Staubus, staff, Donald J Kirk; Reed K. Storey, staff; John W. March, and
Robert T. Sprouse.

Mission: A Conceptual Framework
At first public hearing in 1978, FASB forges ahead on
crucial project to develop a "constitution" for accounting.

Robert L. Shultis (left) testifies for MAP Committee
with Louis Bisgay, manager -MAP Development.

Some of the faces were different as the Financial Accounting Standards
Board began 1978 with its first public hearing in New York City on January 16 but the subject was familiar. Appropriately enough, the hearing was
devoted to a problem that has plagued accountants for years — developing
a conceptual framework or "constitution" for accounting.
At their first public hearing were new Board members David Mosso and
John W. March, and in his first public appearance as chairman, Donald J.
Kirk. Robert A. Morgan, also a newly appointed member, is not in the
photograph above because he was not scheduled to take office until February 1.
This was the third public hearing held by the Board in connection with
this crucial project designed to lay the foundation on which the Board
intends to rely in establishing standards.

Another view of the Board as they listen to testimony of NAA's
MAP Committee representatives. L.-r., Mosso, Gellein, Staubus,
and Kirk. Board member Ralph E. Walters, sitting at the extreme
right end of the panel, is not shown above.
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At the end of morning hearing, Mr. Shultis
stops to chat with Allen H. Seed, lll, also an
NAA member, who commented on behalf of
Arthur D. Little, Inc. Mr. Seed is chairman of
the NAA Committee on Education and a past
national vice president.
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Accounting
Governments and Nonprofit Institutions
*Modern Budgeting Methods for Local

Wed./Thu.
•❑Linear❑Programming:❑Accounting
•❑Zero❑-Base❑Budgeting
Applications

•Long❑-Range❑Strategic❑Planning❑and
Analysis

NAA'S CONTINUING

EDUCATION PROGRAM

Wed. /Thu. /Fri.
•❑Flexible❑Budgeting❑and❑Performance
Reporting

•Managing❑by❑Objectives❑for❑the
Financial Manager

•❑Statistical❑Sampling❑for❑Accountants
and Auditors

•❑Operatio nal❑A uditing

°

CHICAGO
MAY 15 -19
MARRIOTT (AIRPORT)

Mon. /Tue./Wed.

*Material Requirements Planning

MA 3 7 8

i Name

I
Social Security No.

I

Company

I Street Address
I City
State
I Firm's Principal Product or Service
II Please
❑ ❑NAA❑Member❑(Chapter)
register me for the following Courses:
Print or type complete name of each Course

I
I
Zip Code

I

Business Phone
(Account No.)
Dates

I

Location

Fee

I
r1

•❑Retail❑Financial❑Control❑Systems

•❑Data❑Processing—❑Concepts❑and❑I❑nformation Systems Design

(Please type or print)

Title
I Division, Plant or Office

Thu. /Fri.
•❑Planning❑and❑Control❑of❑the
Maintenance Function

'Accounting for Foreign Operations

$

I

Registration Information
To register for any Course listed, fill
out and return the registration form
together with your check to:
National Association of Accountants
919 Third Avenue
New York, N. Y. 10022
Att: CEP Registrar
(212) 754 -9758
Fees
Members Nonmembers*
1 day Course
115
140
2 day Course
230
255
3 day Course
345
370
The fee for NAA Courses includes daily
luncheons, refreshments, and all
technical materials.
*Nonmembers: The $25 differential
per Course for nonmembers may be
applied to NAA membership; or the
$25 may he applied against the dues of
an NAA member of the same firm
(organization). The differential may
be used anytime before June 30, 1979.

Institute of
Management
Accounting
James Bulloch, Editor

AAA Committee Urges:
Submit Questions for CMA Exam
A Subcommittee of the Committee on Professional Examinations of the American Accounting Assn. is urging all professional accountants
to submit questions for the examination for the
Certificate in Management Accounting. Members of the subcommittee are: David B. Croll,
John K Harris, Karl E. Reichardt and Arthur V.
Corr, chairman. Following is the gist of its report.
In an attempt to assist the IMA as well as
other organizations sponsoring professional examinations in accounting, the 1976 -77 Committee on Professional Examinations of the American Accounting Assn. is encouraging individuals to contribute questions. The Committee on
Professional Examinations believes that contributing appropriate questions for the CMA inventory represents both an opportunity and a
responsibility for those who work in the management accounting field. These individuals
are in day -to -day contact with a variety of situations and applications that would provide the
basis for interesting and provocative examination questions.
The CMA examination recognizes that the
management accountant is required to have
high levels of skill in connection with the subject matter. Additional details on the examination content and the depth to which each subject area is tested can be found in the CMA
Program Announcement, the suggested reading list and prior examinations, available from
the IMA.
Honoraria for Questions
The IMA is interested in receiving good questions for the various parts of the CMA examination. There is need for good questions in every
subject area covered by the examination. In addition to the honoraria paid for questions used,
the IMA provides recognition by publishing the
MANAGEMENT ACCOUNTING/ MARCH 1978

names and affiliations of individuals whose
questions are used in each examination.
Translating practical experience into a good
CMA question is a challenging but worthwhile
task. The basic requirement is that the subject
matter be suitable for a specific part of the examination. The following sequence of steps
should be helpful in formulating questions:
(1) Select the topic for the examination
question and determine the part of the examination for which it will be written.
(2) Select the type of question style to be
used (e.g., problem and /or discussion question).
(3) Select the estimated length of time required to answer the question. Those questions
most likely to be accepted require 30 minutes
to answer.
(4) Determine the business setting to be
used in the answer.
(5) Collect facts and data to make the setting realistic. The question can contain irrelevant information, but the amount of such information should be controlled in order not to obscure the situation being presented.
(6) Write the facts for the question, keeping
in mind the requirements. Because the candidates will be answering the question out of context, the business setting presenting the facts
and data should provide the candidates with
sufficient understanding of the circumstances
to provide a well- reasoned answer.
(7) Formulate the question requirements.
These should be designed to elicit an answer
which covers a limited number of relevant issues rather than encouraging a vague discussion of related but unimportant issues.
(8) Review the entire question by preparing
a suggested answer.
A Reputation for Quality
After only six years of existence, the CMA
examination has earned a reputation as a quality examination designed to measure professional competence in management accounting.
The Committee on Professional Examinations
of the American Accounting Assn. urges all
management accountants —and especially
NAA members —to contribute questions for the
Certificate in Management Accounting examination. By responding to the Committee's call
for questions, NAA members can help the IMA
sustain and further this reputation.
For additional information regarding honoraria, examination content and guidelines for submitting questions, contact the Institute of Management Accounting, 570 City Center Building,
Ann Arbor, Mich. 48104.
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Continued from page 6
present, for a five -year historical period, revenue, profit and asset information relating to their industry segment
and geographic areas. Generally the
information is required only for fiscal
years beginning after December 15,
1976; line of business information is
required for the balance of the five year period."
Some of the disclosures required
are:
• Description of the general development of the business;
• Narrative description of the business and related financial information
focusing on dominant segment(s);
• Financial information about foreign
and domestic operations and export
sales;
• Description of physical properties
material to the reportable segments
The newly created disclosure regulation, Regulation S -K, and the
amendments to existing regulations
are effective for documents that contain financial statements for fiscal
years ending after March 15, 1978,

SEC Asks Views on Oil & Gas
Accounting
The SEC, in Release No. 33 -5892,
has solicited comments on FASB
Statement No. 19, "Accounting and
Reporting by Oil & Gas Producing
Companies" (MAP, Feb. 1978). From
both the written comments requested
and the public hearings tentatively
scheduled for March 27, 1978, the
Commission is seeking views on:
• Whether or not the SEC should rely
on the position of the FASB in Statement No. 19 for (a) reporting under
the Energy Policy and Conservation
Act of 1975 and (b) reporting pursuant to the Federal securities laws.
• The expected impact on competition in the oil and gas producing industries and on the level of domestic
exploration for oil and gas that would
result from requiring the use of the
successful efforts method of account ing—as specified in Statement No.
19.
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Other SEC Actions
• In Release No. 33 -5888, the Commission proposed rules which would
establish guidelines as to the impact
of situations involving litigation on the
independence of accountants.
• Accounting Release No. 234 represents interpretative comments providing guidance in regard to the Commission's policy, rules and administrative
determinations pertaining to the independence of accountants.
• ASR No. 235 announces that, upon
reconsidering the effect of its lease
accounting and disclosure rules
(MAP, Nov. 1977) on companies
which might be in violation of loan
covenants as a result of capitalizing
leases entered into prior to January 1,
1977 (but which could avoid such
capitalization by disclosing the potential violations), the Commission has
decided not to amend its previously
adopted rules.

FASB Issues DM on Interest
Costs
The Standards Board issued a discussion memorandum that sets forth and
analyzes the issues relating to accounting and reporting for interest
costs. The neutral document will
serve as the basis for a public hearing
in New York starting April 4, 1978.
The basic issue to be resolved is
which accounting method should be
applied to interest costs: (1) account
for interest on debt as an expense of
the period in which it is incurred; (2)
capitalize interest on debt as part of
the cost of an asset when prescribed
conditions are met; (3) capitalize interest on debt and imputed interest
on stockholders' equity as part of the
cost of an asset when prescribed
conditions are met.

tied by Statement No, 8 for considering a forward exchange contract to be
a hedge of an identifiable foreign currency commitment is that the life of
the forward contract extends from the
foreign currency commitment date to
the anticipated transaction date or later. Statement No. 20 amends the
condition in regard to a forward contract that is intended to hedge a foreign currency commitment that was
entered into before the effective date
of Statement No. 8.
• Bound together in one cover are exposure drafts of two proposed
amendments and a proposed Interpretation of Statement No. 13, "Accounting for Leases." One proposed
amendment modifies the provisions
of the Statement as to lease agreements covering property yet to be
constructed or acquired. The second
proposed amendment reconciles an
apparent inconsistency between
Statement No. 13 and Accounting
Principles Board Opinion 26, "Early
Extinguishment of Debt," arising from
refundings of tax- exempt debt if the
perceived economic advantages are
passed through to the lessee for a
capital or direct financing lease. The
Interpretation clarifies the accounting
for leases in a business combination.

MAP Responds to CASB

The Management Accounting Practices Committee recognized and complimented the Cost Accounting Standards Board on its willingness, in proposed Standard 416, "Accounting for
Insurance Costs" (MAP, Dec. 1977),
to "achieve uniformity by recognition
of certain self- insurance accruals as
period contract costs despite the fact
that a portion or all of such charges
might not be includable in financial
statements because of FASB Statement No. 5." Conversely, the Committee questioned the need for another standard on allocability, inferring
Other FASB Actions
that the standards presently in existence or in process are sufficiently
The Board issued Statement No, broad to cover the allocation of insur20, which amends its Statement No. ance costs. The NAA spokesmen
8, "Accounting for the Translation of suggested that, if a standard is conForeign Currency Transactions and sidered necessary, it should be limitForeign Currency Financial State- ed to definition and recognition of inments." One of the conditions speck surance costs.
e
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Chapter /Member News
has joined MaLeck Woodcrafts as controller.
RIC HARD

C OLIN,

C o n n e cti cu t

Gate-

way, was prom oted to vice president,
Zotos International, Inc. . . . RATNAK-

L. MITRA has been promoted to
manager, financial planning, GTE, Consumer Electronics Products.... at ArER

no l d Ba ke rs , Inc . , LAWR ENC E MA M-

was promoted to accounting
manager, a n d G I N T A V . Z E M A I T A I T I S
MONE

to corporate special projects coordinator.
Two Dayt on mem bers have been nam ed
at Hobart Corp. ARTHUR A. BOSTON
was prom oted to m anager of accounting, refrigerator division, and THOMAS
R. LEWIS was prom oted to m anager of
salaried payroll.

After driving around on the moon during the fourth manned lunar landing,

MIC HAEL

E.

BO N N ET T E ,

Member -at-

Large, USA.
HA R T R I D G E

J.

BO U R G E O I S ,

New

Or-

leans.

T HO MA S VAN P O R T F L . I ET ,

Grand Rapids, is controller, Miller Equipment Co.

a•

G E R A R D H. WHEE LER , B a lti m ore, has

joined the Filterite Div., Brunswick
Corp., as controller.
Three Boise members have been named

THOMAS N. BRAFFORD,

Raleigh -Dur-

ham Area past president.
WILLIA M

H.

C A LD WE LL,

W heeling,

ET O W S K I , C l e v e l a n d .
A L B E R T R . F A B I N I , San Jose.
J O H N H . H A M M E R , Florida West Central; Mason -Dixon past president.
ALBER T F .

V.

JA N O W I EC ,

San

Fern a nd o

Valley.
LO G A N C . K ENN EDY

, Columbus.
C A RR O LL R. MILLE R , Mid - Florida, national director, 1975 -77. Stuart Cameron McLeod Society.
E D W A R D T . N A K A G A W A , Denver.
ADAM J . RAT HGEBER, H a r t f o r d .
J AMES A. ROBERT S ,

at

Alb e r t s o n' s .

DA V I D

1.

C O NN O LL Y

has been named vice president of fi-

national director, 1970 -72.

HENR Y

BR E E D L O V E ,

Promotions and New Positions

Emeritus Life Associates
HA R O LD

R.

Evansville,
is now executive vice president, Lock year's Business College.

Alfred M. Worden (center), retired astronaut, is busying himself with a program
designed to help preserve the free enterprise system on earth. Richard D.
Aldred, president of Palm Beach Area Chapter, presents him a Certificate of
Appreciation for speaking at a recent meeting. At left is Edward A. Rincon who
arranged historic meeting, in conjunction with the East Coast Chapter of The
Florida Institute of CPAs.

Los Angeles.

ROSC OE V. RODS, P r i n c e t o n .

na nc e a n d

tr e a s u re r , JOHN R .

CONNOLLY
Boise

BRUMIT
Member•at -Large

BOYD

was p ro m o t ed to m an age r o f r eta il invento ry rep orting, and DALE V. HETHER I NG T O N wa s p r o mo t e d t o d ir e c t o r o f

corporate audit.... DAVID W. LIGHT
has been named executive vice president
of Chandler Corp.
JE R OME
R O S NER ,
Brooklyn- Queens,
was appointed vice president, finance
and administration, of Berkey Marketing Companies, a division of Berkey
Photo, Inc.
B. ANSON, Buenos Aires past
president, h as been appointed chief inter n al a u d ito r o f M ariva S. A. FinanciAL AN

Two Hawaii members have been named
at Servco Pacific. GARY S. KANESHIRO
was named assistant vice president and
controller for the wholesale merchandise group , a n d S T A N L E Y T . M A E B O R I
was named vice president and controller
of autom otive group operations. . . .
S T A NL EY

L.

THOR NTO N

has

been
named vice president and a director of
Rowe & Associates.

JAME S

A.

G ALLAG HER ,

Ho u s to n ,

is

controller, Prem ier Angus, Inc.
G AR Y

L. BROWN, Joplin Tri- State, is
now senior accountant, Eagle Picher

era.

Co. . . .

J OSEPH A. T HOMPSON, Cen tra l Arka n -

G. JONES, Charlotte Blue, has
been promoted to vice president at

been promoted to controller, Joplin
Globe Publishing Co.

sas past presid en t. SCMS.

So u theastern Financial Corp.

JOSEPH

CHAR LES A. ZAR INI ,

T H O MA S

now accounting m anager, Gilm ore Ad-

WILLIA M

RUDDIMAN, O r a n g e C o as t

JER R Y

Cal i fo rni a.

Denver.
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R.

ALLEN

, Charlotte Gold,

TIMOT HY

F.

ROBINSON

ha s

E. DE KOCK, Kalamazoo, is
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New! 1978
Accounting
and Finance
Salary Survey

vertising, Inc.... DORIS HOWARD was
named controller and business manager,
Shepherd Products Co.
F R ED O . G A R NER , Lanc as ter, h a s b e e n

d

� '1

promoted to assistant controller, Raub
Supply Co.

DISCOURAGED

1
I

ST EVE P. WAT T ,

Lubbock Area, recently was promoted to assistant controller
and director of accounting, Furr's Cafeterias, Inc.

Call for your Free
copy today!
Is your salary keeping pace with your
peers? Do you know how you can
accelerate your career development?
As recruiting specialists in the
accounting profession, Source
Finance can give you expert insight
into these and many other crucial
aspects affecting your career. It's all
in the 1978 Accounting and Finance
Salary Survey and Career Planning
Guide, available without charge Now
you can take advantage of the proven
career advancement strategies and
techniques successfully employed by
thousands of other accounting and
financial professionals.

W.

C RUT C HFIELD ,

Member -at- Large,
has been appointed vice president for
Industry Association Affairs at Trans
World Airlines. Mr. Brumit is a past
national president of NAA.

JO S E P H L . B R U M I T ,

THOMAS J. KOVAL, Member -at- Large,
USA, has been appointed corporate
controller, Fairchild, Inc.
Memphis, is now controller of Grady W. Jones Co.

If unable to call, write:
Source Finance, Department A10
100 South Wacker Drive
Chicago, Illinois 60606
When writing, please be sure to
indicate position title.

'' Source Finance

Let us help you. We work closely
with leading companies in all industries to help them find accounting talent. Because of our
affiliation with
P �

&i a r

i

V

we can offer continuous opportunities nationally. Our service is
immediate and confidential, and
our fees are company paid.
Contact the office nearest you.
KAHRS
Spartanburg Area

KENNING
Peoria

Mohawk Valley,
recently joined Tri-State Industrial
Laundries as manager of administration.... BETTY J. JONES was promoted
to commissions administrator at ChicaEA R L

R.

DEC K MAN,

go P ne umat ic . . . .

KE N NE T H R , WA L-

LIS, JR., recently was promoted to associate professor at S.U.N.Y. University
of Utica/Rome.
New
Haven, has been promoted to controller
of Cornwall & Patterson Co., division of
Pratt -Read Corp.
EDW AR D

R.

MC F A R LA ND,

JR.,

SVC PERSONNEL
37 Station D ri ve
P. O. Box 307
Pri nceton Junction, N.J. 08550
(609) 799 - 9595

BRENTW OOD PERSONNEL ASSOC IATES
Al Miller
1 280 Route 46
Par sippany, New Jersey 07054
(201) 3358700

MAE DALY AGENCY INC.
Dan Comiskey C. E C.
6 East 45th Str eet
New York City, New York 100 1 7
(21 2) 687391 1

CAPITAL PERSONNEL SERVICE
204 Securiti es Bui lding
418 Seventh Street

North Central Ohio, was named division controller, Peabody Galion Div., Peabody International.
L. ED W AR D O S B O R N E, JR . ,

GARY W. HOWARD,

Northern Wisconsin, recently was prom oted to controller, Presto Products.
CAR O LE
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If you're "standing in line" for your
next promotion, perhaps you
should investigate other opportunities.

PA UL H. E LRO D ,

For your Free 1978 Accounting
and Finance Salary Survey call
the Source Finance office
nearest you.
Atlanta
404/325 -7000
Wait Stromon, CPA/MBA
Boston
617/482 -7850
Sandy Salmelo, CPA /MBA
C hi c a go
312/372 -9192
Rich Nowak, CPA
Dallas
214/630 -3410
Jim Fowlkes, CPA
Denver
303/770 -6210
Dick Mosek, CPA
Detroit
313/963 -7464
Bill Mueller, CPA
Fort Worth
817/338 -4750
John Cafterton, CPA. /MBA
Irvine, CA
714/975 -0150
Bill Richardson, CPA
Los Angeles
213/385 -0333
Carl Miller. CPA /MBA
Palo Alto
415/328 -2050
Ben Rugg, CPA
San Francisco
415/956-4740
Bob Mensik, CPAMBA
Southfield, MI
313/352 -8860
Bob Luter, MBA

UPWARD
MOBILITY?

Massachusetts North Central, recently was
appointed assistant controller, Rand
Whitney Corp.
WILLIA M

ABOUT

T H E R I A UL T ,

Ohio

Des Moines, Iowa 50309
(515) 283 -2545
ADMINISTRATION/ FINANCE
Professional Personnel Services
One Embarc adero Center, #2710 NA
San Francisco. California 941 1 1
(415) 956 - 6700

Western
MANAGEMENT ACCOUNTING /MARCH 1978

Reserve,

ha s b e e n p r o mo t e d t o p r o d u c -

ti o n c o nt r o l l e r , M ol d e d F i b e r G l a s s .

Oklahoma City, is

T HOM AS F . BR OWN,

of

no w c o nt r o l l e r

Ed mo nd

Me mori a l

Ho s p it a l , E d m o nd , O k l a . . . . A R T H U R

E. ERIC SO N,

J R. wa s a pp ointe d a s s i s ta nt

c o nt r o l l e r a nd d i r e c t o r

of op e r a t i o ns

ac-

How to Shape UpYour
Bottom Line.

c o u nt i ng a t W i l s o n F o o d s C o r p .
STANLEY

A.

Philadelphia,
of

KLIGMA N,

re c e nt l y wa s a pp o i nt e d v i c e p re s i de nt
El e c t r i c a l A p p a r a t u s .

MIC HAEL G . ST RAUB, Pennsylvania
Northwest, ha s b e e n p r o mo t e d t o d i r e c t o r of o p e r a t i o ns a na l y s i s , P e nnt e c h P a pe rs .

W. KEN NIN G, Peoria, wa s na me d
c o nt r o l l e r , C a t e r p i l l a r T r a c t o r Co.
JOHN

F. WILLIA M BONIT O, Pittsburgh, rec e nt l y wa s a p p o i nt e d a s s i s t a nt c o nt r o l le r , f i na nc e s t a f f , Me l l o n B a nk, N . A . . . .

E.C.

LIGHT HISER ha s be e n e le c te d a n

a s s i s t a nt c o n t r o l l e r , A l u mi nu m C o mp a -

ny of A me r i c a .

He i s p a s t p r e s i d e nt

of

t he c ha p t e r .
ROBERT H.

ZEIS LER,

e le c te d vi c e p r e s i de nt
trie s , a div is i on

Princeton, was
of M e y e r I nd u s -

of Int e r na t i o na l

Tele-

Many corporate executives
think their firm is really taking
advantage of Investment Tax
Credit to its maximum... not true!
Most financial managers take
the obvious deductions, but they
either don't take enough or when
they try to, the position can't be
supported at IRS audit.
We've pioneered the way in
identifying and segregating the
costs of ITC eligible property,
particularly the process- oriented
components constructed as part
of the buildings. Result? Clients
have been enjoying increased
cash flow during the early years
and a significantly improved
bottom line!
And part of our service is
sitting down with the IRS when
they come in to audit the claims.
Here, our 15 years experience

in this specific work will really
pay you dividends.
Want to learn more? Any of
our 17 local offices have detailed
free ITC information. For the one
nearest you, call any Area Office
—collect:
Los Angeles —(213) 624 -3661
St. Louis —(314) 621 -7025
Philadelphia —(215) 299 -5700

The Asset Management Professionals

p ho ne & T e l e gr a p h C o r p .
ERNEST J .

C URRAN, Rochester pa s t
pr e s i de nt , is no w pr e s id e nt a t Un d e r -

t r o l m a n a g e r , C u mm i n s E n gi ne

C a m e r o n M c Le o d S o c i e t y . E L A .

wo o d M o r t ga g e & T i t l e

STANLEY

M. LEIC EST ER, 51, Philadelphia, 1973.
A L E x G. NAGY, 64, San Antonio, 1966.
C A RL E . RE AB LE Y, 59, Chicago, 1975.
G. J . R EULIN G , 56, Baltimore, 1959.
ROBERT B. T HOMPSON, 62, MAL,1971.
WILLIA M C. ST UEBEN, 64, New York
pa s t pr e s i de nt , 1955. S C M S .
J . T . T OOLE, 57, New Orleans, 1963.
R.H. T OWNSEND, JR., 44, Cleveland,
1964.
A. F. ZO SC HKE, 71, Milwaukee, 1953,

N. J . . . .
be e n

WILLIA M

a p p o i nt e d

na n c e , N a l ge

G.

vic e

Co., a

a p p o i nt e d

Ir v i ngt o n,

JAMESON

pr e s id e nt

d i v is i o n

ha s

of

fi-

HAMAMOTO,

K.

Angeles, is

no w c o nt r o l l e r ,

Co.
West Los
Vi d e o Sys-

t e ms N e t w o r k .

of S y b r o n

S. PA RKS ,

J R . , ha s

In M e m o r i a m

a d mi ni s t r a t o r

of St.
E. PAT

C HARLES

C o r p . . . . VINC ENT
be e n

Co.,

J o h n' s N u r s i ng Ho me , In c . . . .

64, Los Angeles, 1963.
Albany.
C A WE IN , 71, Cincinnati,

W. A. BES WIC K,

BRAHAM,

F.

SHAR E C K wa s na me d vi c e pr e s i de nt a nd

EDW IN

ge ne r a l

1936. Eme r it u s Li f e A s s o c i a t e .
C. M. Cox,59, Battle Creek, 1959.
C LARENC E E. HENNESSEY, 87, New
Haven pa s t pr e s i de nt , 1946. S t u a r t

Div.,

ma n a ge r ,

Le ns

B a u s c h & Lo m b .

DENNIS R . HA LL,

ley,

Op ht hal mi c

San Fernando Val-

r e c e nt l y wa s p r o mo t e d t o a s s i s t a nt

H.

KE IT H

c o nt r o l l e r , F o r e s t E . O l s o n, Inc .
T hre e

Spartanburg Area

me m b e r s ha v e

be e n na m e d a t Re e v e s B r o t he r s , Inc .
DANIEL, H. KA HR S wa s e l e c t e d e xe c u -

Schaefer Named National Director

ti v e v i c e pr e s id e nt, fi na nc e ; HA L B . B u -

Ea r l J . Schaefer, Minneapolis Viking pa s t pre s id e nt , ha s b e e n a p p o i n t e d a N a t i o na l D i r e c t o r t o

CHANAN wa s p r o m o t e d t o c o nt r ol l e r ,
a nd J O HN L. B RA D Y wa s e le c t e d a s s i s t -

fill t he

a nt t r e a s u r e r , a ne w p o s t .

79.

GLEN N J , DAVIS,
promoted

to

St. Lords, ha s be e n
pr e s id e nt of Le t t e r he a d

a nd C he c k C o rp . . . . A RT H U R A . S U LLIVAN

wa s p r o mo t e d

to tr e a s u r e r

of

Sa c hs P r op e r ti e s .
C HARLES

diana,

D.

BLAIR,

South Central In-

une xp i r e d t e r m in offic e

Be a rd s l e y

who

of

Le o n a r d

wa s e l e c t e d t o s e r v e d u r i ng

R.
1977-

Mr . Be a r d s l e y ha s re s i gne d .

M r . Sc ha e f e r , v i c e p r e s i d e nt a nd c o nt r o l l e r

IDS

of

C o mp a ni e s , Mi nne a p o l i s , M i nn. , j o i ne d t he

Association in
M i nne a p o l i s

1960.

Vi k ing,

He wa s e l e c t e d p r e s i d e nt

of

1973 -74.

H e is c u r r e nt l y
s e r v i ng o n t he na t i o na l C o m mi t t e e o n Socio-E c o no mi c P r o gr a ms .

❑

wa s p r o mo t e d to fina nc ia l c o n-
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New Products /Services
A new 288 -page paperback book providing more effective ways of executing
business and financial analysis is now
offered with the MBA Calculator from
Texas Instruments Inc., Dept. MA, Box
53, Lubbock, TX 79408. A $7.95 -value
book, Calculator Analysis for Business
and Finance, introduces new approaches to business problem analysis
by providing actual easy -to- follow examples to make analysis work easier
and faster. It shows how to apply the
computational power of the MBA Calculator to business and financial decision- making to significantly minimize
time - consuming problem solving.
A straightforward 24 -page primer for
businessmen on the "pros and cons" of
acquiring and operating a minicomputer is available from Keydata Corp.,
Department MA, 20 William St.,
Wellesley, MA 02181. Concentrating on
minicomputers marketed for business
applications, the new publication,
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"Points to Consider Before Selecting a
Computer," discusses the importance of
application software; the requirements
ofday -to -day operation; how to analyze
proposals and contracts; how to figure
the "true" cost of installing and operating a mini; and the importance of systems flexibility in meeting growing or
changing requirements.
Sycor, Inc. has introduced the new 445
distributed data entry and processing
system which becomes the most powerful of Sycor's 400 family of products.
Designed to address the needs of business management in offices, and remote
locations, the 445 is said to offer outstanding flexibility in power, configurability, ease of use and data security.
Contact Sycor, Inc., 100 Phoenix Drive,
Ann Arbor, MI 48104.
Improving collections without employing additional personnel is an age -old
dilemma of credit managers. "How To
Improve Collections Without Really
Trying" by Charles H. Hoffman sets
forth several techniques for enlisting the
aid of the billing department in solving
this dilemma. National Association of
Credit Management, 475 Park Ave.
South, New York, NY 10016.
The 8th Conference on Computer Audit, Control and Security, April 10 -13,
1978, at the Americana of New York
will present new ways to assure the integrity of an organization's information
systems. The four -day conference, jointly sponsored by the Institute of Internal
Auditors, Inc. (IIA) and Automation
Training Center, 249 Maitland Ave.,
Altamonte Springs, FL 32701, is specifically designed for EDP auditors, general auditors, and vice presidents of data
processing, according to Harold Weiss,
program chairman and President of
ATC.
A mini - controller, expandable from one
to eight displays and completely plug
compatible with IBM's 3271 remote
controller, has been announced by Trivex, Inc., 3180 Red Hill Ave., Costa
Mesa, CA 92626. Called the Model
0712M, the mini - controller system op-

erates up to 19.2 KB at switch selectable speeds. The basic Model 0712M
system consists of a display station controller which operates exactly like the
Trivex 0712 or IBM 327 1 -1 remote controllers. Up to seven additional displays
and printers may be added to the system. System benefits include complete
remote cluster diagnostics, transaction
response time indicator and self -check
before going on -line.
Platt Luggage, Inc., Department MA,
2301 South Prairie Ave., Chicago, IL
60616, now offers office machine cases
for most models on the market. A rugged, good - looking case made of tough,
lightweight (ABS) thermoplastic features positive closure drawbolt locks
that won't pop open and a rugged, steel core handle that won't break under a
heavy load.
A new desk -top copier, Model DB-3, is
available from Roneo Vickers, Inc.,
Dept. MA, 1 Alsan Way, Little Ferry,
NJ 07643. The new unit uses 100 sheets
in a paper cassette, handles up to legal
size copies and works at the push of a
button.
Philips Electric Instruments, Inc., has
prepared a four - color, 12 -page brochure
on its security screening systems that
explains the role of X-ray security
screening systems in combination with
metal detectors and explosive detectors
for industrial and commercial use. Actual X -ray photos demonstrate the effectiveness of the system in providing protection and preventing theft. Security
Systems Group, Dept. MA, Philips
Electric Instruments, Inc., 85 McKee
Drive, Mahwah, NJ 07430.
Lanier Business Products has introduced a new software program that converts the Lanier No Problem"' Electronic Typewriter from a general word
processing text editor into a special financial typing system. The new program permits the machine to add, subtract, multiply and compute percentages of single numbers or columns of
numbers, Call toll -free 800 241 -1706; or
in Georgia, call collect 404 321 -1244,
MANAGEMENT ACCOUNTING /MARCH 1978

These are ways to
count, number, date, sign and endorse

9
another.
If you'd like your employees using their heads more than their hands
for jobs that are better performed mechanically, ask your local Cummins representative about a Tallyprinter. A Cummins Tallyprinter
automatically counts at a rate of up to 600 items per minute and imprints at a rate of up to 400 per minute.
Items are fed automatically and accurately. When dating, endorsing or
imprinting, each printed impression is clear and uniform.
For automatic check signing, the Tallyprinter is equipped with special
security features.
For automatic signing of checks, the Tallyprinter is unmatched in performance. Operation of the machine is under lock and key control as
is the signature die and counting meter. Cummins inked signatures are
not only more legible than those produced on ribbon signers but far
less costly. A pint of ink will produce one million signatures!

MCUMMINS

C U MMIN S - ALLISON CORP.
Office Products Division

800 Waukegan Road, Glenview, IL 60025
312/724.8000

One of the best
known accountants
doesn't do
accounting.
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.
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 ... f inds
competent financial and EDP personnel for employers throughout the world.
There are 55 Robert Half offices in the United States, Canada and Great Britain.
Look in the White Pages.

MRCMERT I

LF

PERSONMK AGENCIES

ALBUQUERQUE • ALLENTOW N • 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. • W ILMINGTON
CANADA: CALGARY • EDMONTON . TORONTO • VANCOUVER • GREAT BRITAIN: LONDON

