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introductory price. You'll be sent immediately our two
textbooks and the Diagnostic Self -Test. And you gain the privilege
to repeat the Seminar next time at absolutely no additional cost.
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balance due prior to the be nning of the third session
of the Seminar, and render lull payment of any balance
due at or before the beginning of the twelfth session of

'

fied, 1 understand I still have the right to return both books within 15 days and receive a full
refund. (New York City residents, please add 8% sales tax. N.Y. State residents, please add
appropriate state and local taxes.)
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Mail this application, with your check, to receive your written material
immediately.
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Enclosed is my check for $25.00, of which $37. 50 is to
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CPA Revie w and Co mpanion Workbook, the textbook material included in the price of all
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PRESIDENT'S PERSPECTIVE

Next The Golden Gate
Accounting things are happening in Washington at the Securities & Exchange
Commission, at the Moss Subcommittee hearings, at the Federal Trade
Commission, and at other government regulatory agencies. Things are happening
in Stamford as the Financial Accounting Standards Board continues the job of
developing a new "constitution" for accounting. And things are happening in New
York as your Association and the American Institute of CPAs —and others —
contribute to the ongoing process that slowly but surely is reshaping the
foundations of accounting.
All these things are going on, and you and I should learn about them. In NAA
there are many different ways open for us to learn: formal educational seminars
and courses, self- study, informal discussion, chatting with colleagues. Perhaps
the most effective learning results from people sitting down together and talking
to one another.
Our Association is specially designed to encourage learning in many different
contexts. At the local level, chapters are ideally suited to organize educational
programs —both formal and informal — tailored to the specific needs of the
chapter members. On a broader scale, regional councils are able to hold more
elaborate meetings, also featuring well -known speakers and bringing together an
even more diverse group than that available to chapters.
At the national level more intensive, in -depth educational sessions are
arranged by a full -time staff that specializes in preparing and conducting courses
for continuing self - development. The largest meeting, of course, is our Annual
Conference and because of its size it offers outstanding opportunities: to listen to
nationally -known speakers on current topics; to participate in formal discussion
sessions; and —one of the most valuable by- products of any conference —to talk
with speakers and other colleagues informally.
The grand climax of this year happens at the San Francisco Annual
Conference —June 21 -24, 1978, at the Golden Gate. It's another significant part
of the comprehensive learning program that NAA has developed over the years.

R. LESLIE ELLIS
President, 1977 -78
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A PROSPECTUS FOR AUDITORS' RESPONSIBILITIES: THE
REPORT OF THE COHEN COMMISSION
By Henry R. Jaenicke and Patricia A. McConnell

will

Cover:
San Francisco skyline
as seen through the
Golden Gate Bridge —a
panorama that NAA
members
see when
they attend the Annual
Conference next
month. See page 62.

The Principal Research Consultant and the Project Coordinator for the Commission on
Auditors' Responsibilities (The Cohen Commission) present, from first hand knowledge,
some of the major
1 features of the Report.
P
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ZERO -BASE BUDGETING IN INDUSTRY
By Thomas S. Dudick
This article deals with zero -base budgeting in industry and demonstrates how decision
units are analyzed to determine their basic requirements.

Photo cou"eay of San
Prsoc1acD V1Stlods Bureau by
Sandor 13a1eloni.
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IS LIFO A VALID ACCOUNTING PRACTICE?
By John F. Barbor
The whole question of when and how to implement LIFO is more thoroughly dominated by
tax considerations than any other matter for executive decision - making. Whether or not
the LIFO method is a valid accounting technique is a question that should be asked more
frequently.

35

DATA -BASE MANAGEMENT, ACCOUNTING AND
ACCOUNTANTS
By Edward E. Nusbaum, Andrew D. Bailey, Jr. and Andrew B. W hinston
Every corporation using traditional accounting systems should consider converting to a
data -base system. The prototype suggested in this article can be used as a foundation for
developing a complete data -base corporate information system tailored to the company's
individual needs.

39

A DIRECT ALLOCATION FINANCIAL DATA BASE FOR
MANUFACTURING
By Frederic G. Eichhorn
In this article the author proposes a system of direct allocation reporting as a solution to
the problems caused by using direct costing for managerial reports and allocation costing
for financial statements.

43

NEEDED: IMPROVED PENSION ACCOUNTING AND REPORTING
By Jack L. Smith
The author explains that there are two entities involved in pension plan accounting, the
sponsoring company and the pension plan fund. Each of these entities must be accounted
for and reported on through its own financial statements.
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DEVELOPING A COMPUTER PROGRAM FOR TAX PLANNING
By Robert M. Borsuk
A general approach to tax planning is described in this article. Pro forma tax returns are
developed from pro forma financial statements by using applicable Internal Revenue Code
sections.

52

DISCLAIMERS OF AUDIT OPINION
By Paul Frishkoff and Robert Rogowski
An investigation into the impact of disclaimers was made by the authors using empirical
tests applied to a number of companies receiving such disclaimers.

62

SPEAKING IN SAN FRANCISCO
Lockheed's Chairman and Chief Executive Officer Roy A. Anderson heads speakers'
program at NAA Annual Conference, June 21 -24.

71

NOMINATING COMMITTEE REPORT

DEPARTMENTS
9
10
12
60
61
64
67
70

DATA SHEET items of interest for business managers
MANAGEMENT ACCOUNTING PRACTICES
LETTERS to the editor
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Views expressed herein are authors' and do not represent Association policy unless so
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... QUICKLY
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That's what our people want too!
This is why we say the sooner you fire us, the happier we
will be.

accounlemps,
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Notes and observations from IBM that may prove of interest to business planners

Marine Midland uses IQRP, an IBM product, to furnish reports on the profitabilityof
handling merchants accepting both Master Charge and Visa credit cards.

IQRP Earns Credit at Marine Midland
Marine Midland Bank, Inc., headquartered in Buffalo, New York, has over
one million Master Charge credit card
holders and some 16,000 participating
merchants. Now, an IBM program product called Interactive Query and Report
Processor (IQRP), run through an IBM
System /370 Model 168 computer, is furnishing valuable credit card reports to
the bank and helping in the affiliation
with a second card, Visa.
"Today, many retail outlets accept
more than one card and we wanted to
investigate the profitability of entering
this area," says Wayne T. Stein, vice
president of financial controls. "A key
factor is that merchants honoring credit
cards are charged a lower rate as their
business volume increases. Our financial
control people determined minimum
rates we could profitably handle for
Master Charge, Visa and a blending of
the two. We used IQRP to develop lists
MANAGEMENT ACCOUNTING /MAY 1978

of merchants whose volume would
provide us with the required profit.
"When our regions need rates for
merchants with particularly high volumes of credit card activity, IQRP gets
the answers back fast. After we sign a
merchant, we use it to monitor the business he handles to make certain we don't
fall below the break -even point."
Marine Midland also uses IQRP to
help in other day -to -day credit card operations. Here's how Stein describes it:
"We can supply our national customers
with reports on credit card receipts for
each of their locations. In many cases
they can't get this information from their
own reporting setup.
"We used to spend half a day on the
phone asking for data on merchant activity from our six regions. Now we get our
own answers and the regions call us for
information.
"We also prepare a report on mer-

chants with no credit card activity. They
represent a big expense because we supply them with imprinters and a steady
flow of bulletins and literature, which
can be quite costly."
Donna Petro, financial planning officer, is one of the people who uses IQRP.
"Although I'm not trained in computer
programming, I had a two hour orientation and was able to learn the more advanced techniques by simply asking
how. The English - language format and
cues lead me right through the procedure, using an IBM computer terminal.
Now, when we have a need for information, I can get a report quickly."
"In our business, the last thing we
need is more paper," adds Jan Shoemaker, vice president of administrative
services. "With IQRP, we can furnish
reports that call attention to exceptions,
so its easy to get to the heart of the
matter. That's what people really want."

Advertisement

Wichita Fire Fighters Plan by Computer
Horses pulling a fire
types of fire is placed in
wagon, it was once dethe appropriate stations.
cided, can run no farther
Using the geographical lothan ten city blocks. For
cation of all water hydthat reason, fire stations in
rants, stored with the
many American cities
type, main size, and flow
were located 20 blocks
of each, the system schedapart.
ules inspections twice a
Today Wichita, Kansas,
year.
is saving nearly $3 million
"The computer also
in co n s t ru ct i o n an d
helps pinpoint where 70
operating costs by using an
percent of all fires occur.
IBM computer to help
We have inspectors and
plan the locations, manfire fighters educating
ning and equipping of its
property owners on fire
fire stations.
prevention, and we conFor example, the city
centrated them in those
had planned to construct
high -risk areas. This enafive new stations during
bled
us to reduce inspecOld firehousessuch as this Wichita, Kansas, station ofthe early1900's
the 1970's. But, after a
tion teams from 29 to 11,
were
located
so
the
horses
would
not
have
to
run
more
than
ten
city
computer analysis, the
and since this allowed us
blocks.Today an IBM computer helps Wichita account for many
Fire Department decided
to cut the miles driven on
factors in site selection ofnew stations.
to relocate two stations,
inspection tours by more
construct only two new stathan half, it meant a saving
tions and transfer three existing complan: "Planners use the computer to
in gasoline as well.
panies to man them.
study growth patterns, existing and
Protecting Invalids
planned roads, and how fast any three
Meeting Requirements
stations could respond to fires. They
"We also use the system to maintain a
A prime requirement is that it take
evaluate traffic conditions, alternate
list of some 400 invalids. A dispatcher
less than four minutes to reach the scene
routes to fires, natural barriers, such as
checks the location of an alarm and
of a fire, at no more than ten miles an
rivers, and man -made ones like railroad
notifies the fire fighters en route if the
hour over the speed limit. Also factored
crossings."
system indicates that an invalid lives at
into the study, whica used the city's IBM
Data from the system contributed to
that address.
System /370, were such data as Wichita's
decisions on the personnel and equip"If our stations are properly located,"
projected growth to 1980 and 1990 and
ment assigned to stations. In such places
Ingle adds, "we can do a better job of
fire records of years past.
as industrial plants and hospitals, the
saving lives and property. With the help
Explains Fire Captain Ellis Ingle,
computer notes potential hazards, and
of the computer, that is just what we are
who helped develop the site location
equipment designed to combat specific
achieving."

Putting the ComputerWhere the Users Are
Interactive computing is making data
processing and problem - solving power
directly accessible to end users. They
can engage in personal computing to
solve specific business, financial, or
similar problems, and can work interactively for faster creation and testing of
programs.
And with facilities now available
from IBM, interactive computing is easy
to use, powerful in developing solutions,
and adaptable and economic to implement.

End -User Computing

Financial planners and other
professional people can solve problems
and test alternatives interacting
directly with the computer.

For the end user —the financial planner or marketing specialist — personal
computing provides simple procedures
for using the computer to solve spur -ofthe- moment or one -time problems.
Each user gets his results promptly at his
terminal.

A financial planner can make cash
flow projections. A marketing man at a
terminal can structure a new type of sales
analysis for a sales program. Both can
solve an equation or try alternative approaches to a problem, working creatively and interactively with the computer.
A computation can be of any size.
Applications which are too small to put
through the program development cycle
may be entirely feasible when implemented directly by the user.
For the user who wishes to solve
unique problems, user - oriented IBM
languages are easy to learn and simple
to use at a terminal. And a constantly
growing set of IBM prepackaged interactive programs supports such applications
as economic analysis, simulation and
modeling, statistics, forecasting, project
management and data base access.
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Matching the Jobless to the Job
in Rural Wisconsin
Unemployment is usually thought of
as an urban problem, but there are
people out of work in rural areas, too.
Now computer - assisted job matching is
helping rural Wisconsin residents find
work. This program is the first of its kind
anywhere in the country outside of a
major city. It matches the basic characteristics of a person — education and experience — with those of job openings,
explains Hugh Kelly, a bureau director
with the Wisconsin Department of Industry, Labor and Human Relations.
A state government computer in
Madison, the capital, is online to state operated Job Service Offices in Wausau
and Merrill. When an employer places a
job order in either office, the IBM
System /370 reviews the entire file of applicants to identify those best suited to
the opening. It provides fast attention to
employers when they have a vacancy and
lets them see the most qualified applicants available. The system also helps
applicants by determining their unemployment benefits.
The program has implications for the
nationwide systems now being implemented in 25 states, with additional
states being added as they are funded.
Since the Wisconsin Job Service is part
of the national network of 2,800 offices,
the project has a huge potential in helping tap the reservoir of unemployed who
want to find work.
And —not least in importance —it will
help cut down on paper, freeing professional people to work directly with applicants and employers.
Employee Gigi Penn and employer
Wausau Homes, Inc.found eachother
through the Wisconsin Job Service,
which is pioneering computer -aided
job placement in rural areas.
Wausau Homes manufactures
prefabricated houses.

Data Retrieval and InquiryAids
Three query programs for use by
business planners in different computing environments:
1. IMS -APL Data Link for VSPC
provides VS APL users, running under
the Virtual Storage Personal Computing (VSPC) system, the capability of
accessing data from an Information
Management System (IMS) data base,
2. APL /Data Interface (APL /DI)
lets VS APL users process data that was
previously created under a variety of
access methods.

3. Generalized Information System (GIS) provides report writing facilities particularly useful to analysts for
creating and maintaining formatted
files such as Data Language /1 (DL /1).
CIS quickly satisfies information needs
ranging from simple queries to complex formal reports.
For more information on these and
other IBM programs, contact your loco
IBM branch office or write to the Edf=
for of DP Dialogue at the address on
the right.

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
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Data Sheet
Robert F. Randall, Editor

New Replacement Cost Rule
Proposed for Oil, Gas Producers
Companies with oil and gas reserves don't
have to estimate the cost of replacing them,
the Securities & Exchange Commission has decided. Under a new proposal, oil and gas producers would have to calculate future net revenues from production of proved oil and gas reserves and the "present value of estimated future net revenues." The SEC abandoned its
earlier proposal because of the difficulty it encountered in selecting a method to calculate
the costs of replacing oil and gas reserves and
because domestic oil and gas use has been
exceeding reserve replenishment. Comments
on the new proposal should be submitted to the
SEC by May 19.

Departments of Red Tape
Federal regulation of business will continue to
rise despite President Carter's resolve to trim it,
according to the Center for the Study of American Business at Washington University, St.
Louis, Mo. The study pointed out that the Federal government's 41 regulatory agencies have
a combined budget of $4.82 billion in fiscal
1979 —an increase from $4.54 billion in fiscal
1978. Harassed companies are responding by
creating departments of red tape, according to
a recent story in the Wall Street Journal. Mobil
Oil Corp. is the latest corporation to establish a
department for adhering to government health,
safety and environmental regulations. Earlier,
Standard Oil Co. of Indiana announced formation of a similar corporate arm, and Shell Oil
Co. created one in 1976. Reportedly, other oil
companies are considering similar moves.

Social Performance Index Dropped
The time for a social performance index (Data
Sheet, December 1977) may not have arrived
yet. At least that seems to be the thinking now
of the U.S. Department of Commerce, which
MANAGEMENT ACCOUNTING /MAY 1978

retreated from its idea of publishing an index
that would show how well corporations meet
such social needs as minority hiring and environmental controls. In recent remarks on the
topic, Secretary of Commerce Juanita Kreps
said: "A great deal of research and refinement
will be necessary. Accordingly, we plan further
study of the feasibility of such a set of measures, working within the Department, and consulting experts in the field. Our efforts will focus
on an evaluation of the alternative ways of
measuring corporate social performance."
Many business leaders expressed opposition to
the idea when it was first proposed.

Federal Pension Costs
Are Skyrocketing, Says Study
"Retirement benefits under Federal systems
totaled $15 billion in calendar year 1975, five
times as large as they were a decade earlier,"
according to a Tax Foundation study, "Federal
Employee Retirement Systems." What's more,
they are expected to top $28 billion by 1983.
Both Civil Service and military pensions are extremely generous compared with retirement
plans in the private sector, but each system
also contains inequities. The study points out
that for every four Federal employees retired
for reasons of age or length of service, one is
out on a disability pension. "... Federal pension plans need a major overhaul to insure that
taxpayers' money is being spent wisely and
fairly," concludes Dr. Elsie Watters, director of
research for the Tax Foundation.

AICPA Publishes Audit Guide
A guide to help corporations form audit committees has been published by the American Institute of CPAs. "Audit Committees — Answers to
Typical Questions About Their Organization
and Operations" reflects the Institute's commitment to stimulate the creation and use of audit
committees. According to the guide, the audit
committee should consider the selection, fees
and services of the external auditors; should
review the overall audit plan, the financial statements and the audit results; and should also be
closely involved with any internal audit functions. Audit committees may also look into the
"reliability" of interim reports as well as reviewing company policies on political contributions,
conflicts of interest, and compliance with laws
and regulations. The guide points out that an
audit committee "enhances the independence"
of the outside auditor.
Continued on page 68

Management
Accounting
Practices
Louis Bisgay, Editor

MAP Comments on Interest Costs
The Management Accounting Practices Committee responded to the Financial Accounting
Standards Board's Discussion Memorandum,
Accounting For Interest Costs, by advocating
that interest on debt be accounted for as an
expense of the period in which it is incurred
(MAP, March 1978). Noting that its position on
the basic issue was not unanimous, the Committee commented that the two- thirds majority
position is based on the following premises:
(1) Interest costs are financing costs which
should be reflected as period charges.
(2) Regardless of the stringency of criteria
for capitalization, classification problems inevitably would surface, thus working against the
narrowing of accounting alternatives (and
therefore toward further erosion of credibility of
financial statements).
The letter also noted minority views within
the Committee that favor selective capitalization of either (a) interest on debt or (b) interest
on debt and imputed interest on stockholders'
equity.

FASB Moves to Ease Rules
For Nonpublic Companies
The FASB has issued an exposure draft of a
proposed standard in the form of an amendment to Accounting Principles Board Opinion
No. 15, Earnings Per Share and FASB Statement No, 14, Financial Reporting for Segments
of a Business Enterprise. The effect of the
amendments would be to suspend applicability
of those two pronouncements to the financial
statements of nonpublic enterprises. The exposure draft defines "nonpublic enterprise" for
purposes of the proposed statement as "an enterprise other than one whose debt or equity
securities trade in a public market on either a
foreign or domestic stock exchange or in the
10

over - the - counter market, including securities
quoted only locally or regionally." Although the
proposed statement would suspend the requirement to present earnings per share and
segment information in financial statements of
nonpublic enterprises, any such information
that is presented would be required to conform
to the provisions of APB Opinion No. 15 and
FASB Statement No. 14,
The Standards Board added to its agenda a
major project to consider establishing guidelines for (a) distinguishing between information
that should be disclosed in financial statements
and information that should be disclosed in financial reporting other than by financial statements and (b) distinguishing between information that all enterprises should be required to
disclose and information that only certain designated types of enterprises should be required
to disclose.

FASB to Examine Accounting for
Stock Appreciation Rights
The FASB also added to its technical agenda a
project on accounting for stock appreciation
rights and has authorized its technical staff to
prepare a draft of an interpretation on the subject. The project is expected to clarify whether
and how APB Opinion No. 25 applies in accounting for rights granted to employees to receive share appreciation (the excess of market
value at exercise date over a pre- established
price) either in cash, stock, or a combination of
cash and stock.

SEC Clarifies Management
Remuneration
In order to provide further guidance on disclosure of management remuneration, the Securities & Exchange Commission issued an interpretation and request for comments (Release
No. 33- 5904). The release lists a number of frequently raised questions regarding the status
as remuneration of benefits received by officers
and directors together with the interpretive responses of the Commission's Division Of Corporation Finance.
In addition to touching on general disclosure
questions regarding the identification and valuation of benefits, the release addresses specific types of benefits including use of company
property, memberships in clubs and professional associations, insurance reimbursement
plans, and use of the corporate staff, among
others.
Continued on page 68
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Oantel
just slashed the
price of admission
to computerized
client accounting!

$345 per month includes printer
Here's a three -part review of a two fisted system for the tight- fisted
accounting firm!
First, t he part that you see:
It 's the Qantel System 210, .. a
powerful, stand -alone accounting
computer designed for entry -level
use. Its components: A self -contained cen tral proc ess in g un it ,
wit h 16 th ou sand ch aracters of applic at ion mem ory. A t yp e writ er
keyboard and numerical pad. An
interactive video terminal. A random- access, dual density flexible
disc drive, with 1.3 million characters of storage. And enough built in expansion space to d o uble the
memory and storage.
Sec on d , t he part you don 't see:
It 's Qan tel's Clien t Ac cou nt in g
software, proven in existing installations. Among other things, it lets
you process up to 15 client reports

19 7 8 0 an t e 1

at one time, without operator intervention. It permits two unrelated
a c c o u n t i n g f u n c t i o n s to be
performed simultaneously, which
cuts your workload in half. It enables you to vary account numbers
from 3 to 13 characters, with complete freedom of structure. It facilitates acc urate writ e -up s wit hin
fl ex i bl e fo rmats , and gen erates an
audit trail. And it enab les you to
pers ona lly generate your own
reports, with a plain - English pro-

gramming aid. And, since all of this
software is 100% compatible with
every system we make, you'll never
outgrow your investment.
Finally, t he best part of all:
The price. $345 a month lease/purchase, plus maintenance and software which will vary, and you can
toss out your pencils, say goodbye
to your service bureau, and install
computerized client ac coun ting .
Return th e c oup on for d etailed
information.
Send to:
Qantel Corporation - P.O. Box 3517
Hayward, CA 94545

Client Accounting Systems
Because you have to show a profit, too.
3525 Breakwater Ave., Box 3517,
Hayward, California 94545
Toll Free: 800. 227.1894
TWX 910. 383.0249

I'd like to investigate your Client
Accounting System. Please send

I
I
I
I
I

me more information.
Na me
Company:
Address: _
City: _
Telephone:

I
I
State: —Zip:_
I
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Letters

TO THE EDITOR

Government Inefficiency
I read with interest Henry R. Anderson's article, "The G &A Overhead
Pool: Accounting Tool or Cop- Out ?" in
the October 1977 issue Of MANAGEMENT ACCOUNTING. Mr. Anderson
presents an excellent case for limiting
G &A pool treatment to only those costs
which are "heterogeneous, immaterial,
indirect, nonmanufacturing overhead
costs." However, I strongly disagree
with his conclusion that many contractors "cop -out" by not stressing causal
relationships in the selection of an allocation basis.
Any government contractor interested in making a profit is going to select
an allocation system which will maximize cost recovery. This is not a cop out—it is good business judgment based
on sound economic reasons. A contractor may use an unofficial "causal" allocation system to test the true contribution of a program, product, division, or
other cost center, and at the same time
develop an official system which allows
for greater profits.
The real culprit is the government.
Too many cost -plus contracts are being
let when it would be more beneficial for
all parties to utilize fixed price contracts. Of course, there is more risk to
the contractor but the profit potential is
greater. This type of contract puts the
incentive to control costs where it belongs —with private industry. The government has copped- out —by being
sloppy in determining the proper contract type, as well as reluctant to allow
greater profit potential.
The multitude of cost allocation
methods have come about in response
to government inefficiency rather than
contractor inattention to cost objectives.
James T Holland
Treasurer
O'Sullivan Corporation
Winchester, Va.

Indexing for ASR 190
I read with interest the article, "Replacement Cost Accounting: How We
12

Did It" by W. Howard Wells, Jr., in the
October 1977 issue. While I think it is
an excellent article, yielding insight into
how industry has solved the difficult
problem of implementing ASR 190, I
disagree with the computation for the
age of the assets.
In the example, annual depreciation
is $5,000. This would imply that
straight line depreciation is being used.
(Also the method used in the example
to compute the age assumes straight line
depreciation.) If straight line depreciation is being used and the lives of the
assets average 15 years, then there must
be a salvage value of $25,000. This salvage value must be included in the computation in Step 1 and would yield an
average age for the assets of 14 years. If
the line stating annual depreciation had
been left out, then the computation
would have been correct because a salvage of zero would be assumed.
The factor used to change cost to replacement cost is also incorrectly computed. To correctly change from one
price level to another one does not subtract the difference and add 1.00. The
proper method is to divide the factor at
the purchase date into the current factor to yield a number that represents the
change. Had this been done, Steps 3 and
4 would be as follows:

Harold M. Sollenberger's article, "A
Good Accounting Framework for EDP
Management," in the October 1977 issue Of MANAGEMENT ACCOUNTING. I
read and reread the well - written article
and I'm still not satisfied that I can answer the questions posed: Is our EDP
center saving the company money?
When can we justify a larger computer?
Is it wise to automate more clerical or
managerial tasks? And, how is our EDP
manager doing relative to our needs?
The fixed cost of our in -house installation has skyrocketed. Programmers
and systems people have proliferated;
and, to make room for them, other administrative personnel are herded into
small "temporary" offices in the farthest
corners of our office building. I say
"temporary" because next year with the
next onslaught of new programmers,
the remainder of our administrative
people will be displaced, standing wide eyed and huddled in hallways waiting
for the final onslaught. The well- recognized growth pattern and so- called
"shift in organizational influence" will
be complete.
Is a cost accounting framework really
enough? There is no doubt that automation vastly improved efficiency in many
commercial areas. However, any good
EDP man knows that if he does his job
very well, and provides a user with senStep 3
sible documentation, sooner or later, he
The Wholesale Price Index for 10' /, will work himself out of a job. How has
years ago was 93.7 and the current fac- he solved this dilemma? By doing a
tor is 169.8 -169.8 - 93.7 is approxi- lousy programming job? Generally! But
mately 1.812
not quite bad enough to get fired. By
writing unintelligible documentation?
Step 4
Generally! But not quite bad enough to
$100,000 X 1.812 = $181,200
get fired. How then? I say, they've
solved the problem by what they term
The replacement cost of the assets "maintenance." Actually, the programshould be $181,200.
mer works himself into the administration of effort automated, that's how! He
Robert G. Morgan becomes indispensable to the effort beAssistant Professor of Accounting cause no one else in the world could deDrexel Univers. ity cipher his program.
Philadelphia, Pa.
So, how do companies solve this
problem? They hire a new programmer
for each new application and that programmer, or a counterpart, goes on to
What Are the Answers?
fulltime maintenance of the system.
The "Commercial Computer Mys- These incremental costs keep escalating
tique" might have been a better title for with each new automated effort.
MANAGEMENT ACCOUNTING/MAY 1978

"What are the answers ?" you asked.
They're not in Mr. Sollenberger's article
... that's for sure.
W. James Ryan
Edison, N.J.

Two Heads Are Better
In his article, "The Auditor's Relationship to the Development of Data
Processing Controls," in the November
1977 issue Of MANAGEMENT ACCOUNTING, Mr. John Robert Allen presented his views on the delicate subject
of maintaining an auditor's independence and objectivity in the development of data processing controls within
a computer financial system.
I agree with Mr. Allen that the modern internal auditor must be involved
with computer systems development,
but I do not accept his premise that the
auditor must not develop or implement
the controls. A computer system must
be organized with proper internal controls embodied to enable management
to have confidence in the data produced. The knowledge and skills of the

public, internal, or EDP auditors
should not only be readily available to
the architect of the new system, but
must also be intelligently utilized in the
writing of the required programs.
Knowledge of auditing procedures in
both the public and internal sectors relating to the new system problem areas
is extremely important to provide prop -.
er safeguards within the system to assure that only valid data is produced.
Furthermore, because the modern internal auditor normally reports directly
to the chief financial officer, he maintains his independence from other areas
within the company. In a similar manner, the public auditor or CPA is, by the
nature of his work, completely independent from the company except in maintaining a continued client relationship.
For these reasons I am convinced that
auditors, whether public or internal, can
be utilized as team members to develop
a viable financial system without jeopardizing their independence. The old adage, that "two heads are better than
one," sums up my feelings on this subject.
Donald J. McCarty
Trenton, N.J.

Readers Could Benefit
I read with interest the article titled
"Zero -Base Budgeting" by Phillip M.J.
Reckers and A.J. Stagliano in the November 1977 issue Of MANAGEMENT
ACCOUNTING. The article explains the
meaning, benefits, and limitations of the
ZBB Model, a model which has gained
fame recently with the election of Mr.
Carter to the U.S. Presidency. The
model was successfully implemented in
the State of Georgia by a former corporate executive.
While the authors touched on the basic elements of ZBB in very general
terms, they failed to emphasize the role
that can be played by the managerial accountant in the development and implementation stages of the model. This role
is best served by generation of the necessary data and information that represent the backbone of any ZBB system.
ZBB is a tool for effective allocation of
resources to activities that will achieve
organizational goals. Data and information about the benefits to be derived, indicators of performance, and cost of
each activity must be developed for the
ZBB system to become operational.
Continued on page 58

IS OFF-THE-SHELF
SOFTWARE
FORYOU?
At American Management Systems (AMS) we do things a
little differently. AMS provides a software package that is more
than off - the - shelf. General Financial System (GFS) is designed
to meet all your financial applications. With GFS you don't need
to piece your system together —you receive a total package.
GFS gives you the flexibility and efficiency of a custom
system yet lets you take advantage of the low cost inherent in
packaged software.
For governmental organizations AMS has developed a Local
Government Financial System — utilizing the GFS software
modules. LGFS provides for encumbrance accounting, expenditure accounting, revenue accounting, budgeting and full fund
control.
AMS provides the support you need.

American Management Systems, Inc.
ams0t

Available on DEC PDP -I I & I BM 3601370.

Peter W. Livengood (703) 841 -6000
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her Wilson Boulevard, Arlington, Virginia 22209
1515
Offices in New York, Chicago, San Mateo
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"If I told ' em once,
I told ' em a thousand times, `We need better
financial information!' "
Doesn't every manager?
But, in many companies, managers just can't
seem to get those critical financial reports the way
they want them... when they need them.
But there is a way. The Financial Control
System from UCC is a computer software package
that provides the financial reports you need,
produces them precisely the way you want them
... and delivers them when you need them. Even
on a daily basis.

More than a general ledger system, UCC -FCS
is a financial information and control system. Its
capabilities include budgeting, forecasting, cost
allocation, profit center and product line
profitability analyses.
For more information, have your secretary call
us at 1(800) 527 -3250 today.
The UCC Financial Control System. Over 200
companies are already using it and it's just one
more way...

ucc

We're helping the computer
to do more of the work.

P. O. Box 47911—Dallas, Texas 75247
Canada: 797 Duncan Mill Road —Don Mills, Ontario M3C 1V2 Europe: 1258 London Road — London, U.K. SW164EG

Corporations of Ameri*ca,
we want to help.

We're a business, too. So we understand your problems and
know how to help. In fact, that's our business; providing quality
temporary help.
Kelly has been around since 1946. We're all around, today.
Around the country, around other countries, like England and Canada
and France. What that means to you is we've learned enough
about personnel problems and needs to become the total service
temporary help company.
We can send you temporary help from very lightly to highly
skilled people in any one of over 100 different job categories. You just
can't surprise us with what you may need.
So when you're faced with a temporary personnel problem,
place a call to the Kelly office near you. Part of our total service is
being near where you are.
Another way to help people in business.

The
"KellyGirl"
People

KLL14
S E R V I C E S
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WhyCPAssuggest e d

/Etna�Mon� ►for
coatsan
electronic components.
A wholesaler of leather coats needed more funds to build
up his inventory, but he'd come to the end of his bank
credit line. And his selling season was running out.
His CPA suggested (Etna Money: M
We quickly structured a financing package,
secured by accounts receivable and inventory, that
delivered the working capital he needed.
Result? The wholesaler increased his volume by more
than one -third in less than one season. And the CPA
strengthened his relationship with a good and growing client.
The products — highly sophisticated electronic components for
computer and sonar systems — were excellent
but the company's new management faced
a grave problem:
Finding the needed funding for reorganization and operating expenses.
The solution — Etna Money — was

recommended by the company's CPA. We
promptly reviewed the need, and committed
to a million - dollar loan.
Result? A 20% growth in profits within one year for the company.
And a very satisfied client for the CPA.
ktna Money. Flexible and quickly available. It can help your
client make money and save money, and knowing about it can make
you a more valuable resource. Call us for details.
You get action with ktna
because our business is
Etna Business Credit, Inc.
to help your business.
a One of the kTNA LIFE& CASUALTY compsnic.
Although certain identifying facts have been changed to protect client confidentiality, these are authentic examples of )Etna Money at work.
Atlanta (404) 955 -2900 • Boston (617) 479.3302 • Chicago (312) 782.6189 • Dallas (214) 651 -0361 • Detroit (313) 593 -3170 • Hartford (203) 528.4831
High Point (919) 886 -4811 • Houston (713) 65&0349 • Los Angeles (213) 553 -3270 • M iami (305) 371 -0221 • Milwaukee (414) 272 -3102 • Minneapolis

(612) 339 -2222 • New Yo rk (212) 760 -1760 • S an F rancisc o (415) 9564373 • Washington, DC (301) 652 -5787 • ktna Bus ines s Credit, Inc ., l l l Fo unders
Plaza, P. O. Bo x 118, Hartford, Co nnectic ut 06101
© Am BusmenCre& Im.

WHERE INDUSTRY EXPANDS
WE EXPAND
From $120,000 in 1922000
to $400,000,000 in 1978.
Chicago

Southfield

Westlake
_

Baltimore

• San Jo se

• Denver

• S t. Louis
Charlotte •

• B everly Hills
Atlanta 0

Houston
Dallas*
• -San Antonio

T

Providing a flexible source of working capital
to a growing business community
As business has moved and relocated, National Acceptance Company has expanded its network of
regional offices. To meet increasing
needs. To provide convenient service. Today, National Acceptance is
strategically located in 14 major
business markets. Each office is

capabl y st affed b y profes si on al s
who are ready to discuss your every
money requ irement .
whatever
it may be.

• Equipment Loans
• Equipment Leasing and Financing
• Sale —Lease Back

• Accounts Receivable Financing

• Re- Financing
• Money for Mergers and Acquisitions
• Factoring

• Inventory Loans

REGIONAL OFFICES
DENVER
National Acceptance
Company of America
1050 17th Street
Denver, Colorado 82020
303/623 -7070, Eugene Cass
SAN JOSE
National Acceptance
Company of California
101 Park Center Plaza
San Jose, California 95113
408/288 -9260, Dee Koroslev
BEVERLY HILLS
National Acceptance
Company of California
8447 Wilshire Blvd.
Beverly Hills, CA 90211
213/651 -5400
Barry Grossman, Dick
Gilbert, Don McLeod,
Glenn Bandy, Lester
Simon, Gerry O'Farrell

DALLAS
Texas Western Financial
Corporation, Adolphus Tower
Main & Akard Streets
Dallas, Texas 75202
214/741 -7601
Ray G. Torgerson, Jim Ely,
Ed Suess, Tom Elk
HOUSTON
Texas Western Financial
Corporation, 1416
Americana Bldg.
811 Dallas Avenue
Houston, Texas 77002
713/224-5741, Leon
Clemons. Ted Martin

ST. LOUIS
National Acceptance
Company of America
720 Olive Street
St. Louis, Missouri 63101
314/241.4100
Henry Bugg, Ron DeFabio
CHARLOTTE
National Acceptance of the
Carolinas, P.O. Box 11556
5950 Fairview Road
Charlotte, North Carolina 28209
704/554 -1680,
Chet Prickett, Jim Hadden
Established in 1922

1Z3
-

SAN ANTONIO
Texas Western Financial
Corporation, 610 Milan Bldg
San Antonio,Tezas7H205
512/224 -4805
Bill Kelly,Chuck Middleton

ATLANTA
National Acceptance
Company, Gaslight Tower
235 Peachtree Street, N.E.
Atlanta, Georgia 30303
404;%524-7351
John Randolph, Dave Reinach,
Earl Halliburton,
Bruce Barkalow
WESTLAKE
National Acceptance
Company, 24650 Center
Ridge Road, Suite 355
Westlake, Ohio 44145
216/835 -5335, Stan Evans
BALTIMORE
National Acceptance
Company
One Charles Center
Baltimore, Maryland 21201
301/332.0440
Barry Koch, Ron Miller

SOUTHFIELD
National Acceptance
Company of America
P.O. Box 2307
3000 Town Center
Southfield, Michigan 48075
313/353 -4010, J. Richard
Hoed[, Kenneth McDonald
TAMPA
National Acceptance
Company, Tampa, Florida
—To be opened in 1978.
CHICAGO
National Acceptance
Company of America
Bankers Bldg,
105 West Adams St.
Chicago, Illinois 60603
312/621 -7543
Frank Bergen, Les Handler,
William Bloom. Vee
LaCroix, Bob Broadway

National Acceptance Company of America
Bankers Bldg., 105 West Adams St., Chicago, Illinois 60603
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A Prospectus for Auditors'
Responsibilities: The Report
of the Cohen Commission

By Henry R. Jaenicke and Patricia A. McConnell
The Commission on Auditors' Responsibilities
was established by the AICPA in October 1974,
to conduct an independent study of the role and
responsibilities of independent auditors.` The
Commission was similar to two earlier independent study groups sponsored by the AICPA, the
study group on the establishment of accounting
principles (better known as the Wheat Committee) and the study group on the objectives of financial statements (better known as the Trueblood Committee). In January of this year, the
Commission on Auditors' Responsibilities published its Report, Conclusions and Recommendations. This article summarizes and explains many,
but not all, of the Commission's principal conclusions and recommendations. Nevertheless, readers
are urged to read the Report in its entirety.
Many of the Commission's recommendations
are demonstrated in the Commission's illustrations ofa revised auditor's report and a proposed
report by management. See Exhibits I and 2.
These reports are not the Commission's major
recommendations, but they do provide a convenient way to demonstrate many of the recommendations.
MANAGEMENT ACCOUNTING /MAY 1978

Report of Independent Auditors
Exhibit 1 is an illustration ofan auditor's report
that incorporates many of the recommendations
made throughout the Commission's Report.
Those recommendations would probably be
adopted over a period of time, and thus the new
elements of the auditor's report would not all appear at once. For example, substantial institutional changes would be required before auditors
would be in a position to make several ofthe specific comments noted in the illustrative revised report. The Commission envisions an auditor's report that is quite different from the current standard two - paragraph report. It believes, and this is
strongly supported by empirical studies, that the
present standard two - paragraph report serves
merely as a symbol, and it communicates little to
the reader because it is a symbol. Moreover, because it is a symbol, it is rarely read.
Lengthening the auditor's report and making its
messages more explicit will not in itself prevent
the proposed report from soon becoming another
mere symbol. There are many instances in which
the language used in the auditor's report will have
to vary with the circumstances. For example, all
of the uses of the word "or" and all the uses of
square brackets indicate that the language of the

i

The Commission believed that the oversight of professional
practice should remain within the profession and that the concept of
individual firms having responsibility for the quality of their own
practice should be retained.

Henry R. Jaenicke is
Professor and
Chairman of the
Department of
Business
Administration at
Franklin and Marshall
College. He is a CPA
and served as Principal
Research Consultant to
the AICPA's
Commission on
Auditors'
Responsibilities. Dr.
Jaenicke is a member
of the Lancaster
Chapter.

This article was
submitted through the
Lancaster Chapter,
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Patricia A. McConnell is
an Accounting Analyst
with Bear, Stearns &
Co. She is a CPA and
holds an M.B.A.
degree. Ms. McConnell
served as Project
Coordinator for the
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on Auditors'
Responsibilities.

report must be adapted to the particular, unique
circumstances of the client. This should held assure that the full audit report be read, for it will be
impossible to determine the contents of such a report without reading through it.
FINANCIAL STATEMENTS
The first paragraph of the proposed auditor's

report clearly states that the financial statements
are the representations of management. It also
notes that there is an accompanying report by
management, which is something the Commission
is recommending. The explicit statement that the
financial statements are the representations of
management has several implications that may
not be immediately apparent. The Commission
concluded that the auditor's function is to evaluate whether the financial information presented
meets appropriate standards. The auditor should
not originate financial information, disclose financial information in his report (except to make up
for management's failure to make required disclosures), or interpret the significance of financial information presented, for either past performance

or future prospects. For example, a discussion and
analysis of changes in earnings is useful, but it
should be presented by management, not by the
auditor.
Another implication of the assertion that the
statements are management's not the auditor's, is
the Commission's recommendation that the "subject to" qualification for uncertainties be eliminated. The auditor has a responsibility to assure that
full disclosure of material uncertainties is made to
the reader of financial statements. However, the
responsibility for disclosures of uncertainties is
management's. The auditor should not have the
responsibility to call attention to disclosures that
are otherwise required. The auditor is no more
capable than management of estimating the outcome of uncertainties, and any reference to those
uncertainties in his report might lead the reader to
believe otherwise.
Nowhere in the proposed auditor's report is
there a statement that accounting principles have
been applied on a basis consistent with that of the
preceding year or a statement to call attention to a
change in accounting principle. The Commission

Exhibit 1
PROPOSED REPORT OF INDEPENDENT AUDITORS
Financial Statements
1. • The accompanying consolidated balance sheet of XYZ Company as of December 31, 1976, and the related statements of consolidated income and changes in
consolidated financial position for the year then ended, including the notes, are the representations of XYZ Company's management, as explained in the report
by management.
2. In our opinion, those financial statements in all material respects present the financial position of XYZ Company at December 31, 1976, and the results of its
operations and changes in financial position for the year then ended in conformity with generally accepted accounting principles appropriate in the circumsta nces.
3. We audited the financial statements and the accounting records supporting them in accordance with generally accepted auditing standards. Our audit included
a study and evaluation of the company's accounting system and the related controls, tests of details of selected balances and transactions, and an analytical
review of the information presented in the statements. We believe our auditing procedures were adequate in the circumstances to support our opinion.
Other Financial Information
4. We reviewed the information appearing in the annual report [or other document) in addition to the financial statements, and found nothing inconsistent in such
other information with the statements or the knowledge obtained in the course of our audits. [Any other information reviewed such as replacement cost data,
would be identified.]
5. W e reviewed the interim information released during the year. Our reviews were conducted each quarter [or times as explained] and consisted primarily of
making appropriate inquiries to obtain knowledge of the internal accounting control system, the process followed in preparing such information and of financial
and operating developments during the periods, and determining that the information appeared reasonable in the light of the knowledge we obtained from our
inquiries during the current year, from any procedures completed to the interim date in connection with our audit for such year, and from our audits for
preceding years. Any adjustments or additional disclosures we recommended have been reflected in the information.
Internal Accounting Controls
6. Based on our study and evaluation of the accounting system and related controls, we concur with the description of the system and controls in the report by
management. [Or: Based on our study and evaluation of the accounting system and controls over it, we believe the system and controls have the following
uncorrected material weaknesses not described in the report by management ...] [or other disagreements with the description of the system and controls in
the report by management) [or a description of uncorrected material weaknesses found if there is no report by management].'•• Nevertheless, in the
performance of most control procedures, errors can result from personal factors, and also, control procedures can be circumvented by collusion or overridden.
Projection of any evaluation of internal accounting control to future periods is subject to the risk that changes in conditions may cause procedures to become
inadequate and the degree of compliance with them to deteriorate.
Other Matters
7. W e reviewed the Company's policy statement on employee conduct, described in the report by management, and reviewed and tested the related controls and
internal audit procedures. While no controls or procedures can prevent or detect all individual misconduct, we believe the controls and internal audit procedures
have been appropriately designed and applied during the year.
8. W e met with the audit committee [or the board of directors] of XYZ Company as often as we thought necessary to inform it of the scope of our audit and to
discuss any significant accounting or auditing problems encountered and any other services provided to the company [or indication of failure to meet or
insufficient meetings or failure to discuss pertinent problems].
• Paragraph numbers were inserted by the authors for illustrative purposes.
•' Only an unqualified opinion on the financial statements has been illustrated. Qualified opinions, adverse opinions, and disclaimers of opinion would require
appropriate modifications of language, as do present auditors' reports.
••* In the case of a small economic unit, the internal control comment might be: "Considering the small number of employees of the company, the separation of
functions considered necessary to an effective system of internal accounting control is neither possible nor economically justifiable."
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has recommended that if present measurement The Commission's Report, clearly states that the
and disclosure requirements for accounting auditor has the responsibility for judging the prefchanges have been met, the auditor should not erability of alternative accounting principles in
have to report that the basis has remained un- circumstances where many auditors currently dischanged or has changed. If he reports on consist- claim such a responsibility. The Commission's
ency, he has crossed the line from evaluator of Report clearly states that the auditor has the refinancial information based on established stan- sponsibility for judging the preferability of alternative accounting principles, even if there has not
dards to originator of financial information.
The proposed report also omits any use of the been a change in accounting principles, except in
words "fair" or "fairly." The Commission con- those few instances in which preferability among
cluded that the proper understanding and inter- alternatives cannot be judged. The most obvious
pretation of the phrase "generally accepted ac- examples of instances in which preferability cancounting principles" encompasses all that the not be judged are inventory valuation and the varphrase "present fairly" is usually understood to ious acceptable methods of depreciation. Howevencompass and possibly more. The Commission er, the Commission has taken the position that in
was not trying to relieve the auditor of any re- matey areas in which auditors have in the past
sponsibility. Its interpretation of the phrase "in disclaimed an ability to judge whether one acconformity with generally accepted accounting counting principle is preferable in the circumprinciples appropriate in the circumstances," in stances, the auditor does, lu fact, have the ability
paragraph 2, places responsibilities on auditors be- to make such a judgment and should be required
yond what many, both inside and outside the pro- to do so.
fession, presently believe they have.
Paragraph 3 of the proposed auditor's report
The Commission's understanding of the mean- makes explicit many of the implicit assertions that
ing of the phrase "in conformity with generally are in the auditor's present standard report. For
accepted accounting principles appropriate in the example, it gives explicit acknowledgement to the
circumstances" requires the auditor to make a use of samples in the auditing process. In many
judgment about the preferability of alternative ac- cases, however, the proposed auditor's report and
counting principles in circumstances where many the recommendations that lay behind it extend the
auditors currently disclaim such a responsibility. auditor's responsibility beyond those he presently

"The proposed
report also
omits any use of
the words 'fair"
or 'fairly'... "

Exhibit 2
PROPOSED REPORT BY MANAGEMENT
Financial Statements
1. We prepared the accompanying consolidated balance sheet of XYZ Company as of December 31, 1976, and the related statements of consolidated income and
changes in consolidated financial position for the year then ended, including the notes. (Or, (the named statements) have been prepared on our behalf by our
independent auditor from the company's records and other relevant sources.) The statements have been prepared in conformity with generally accepted
accounting principles appropriate in the circumstances, and necessarily include some amounts that are based on our best estimates and judgments. The
financial information in the remainder of this annual report for other document] is consistent with that in the financial statements.
Internal Accounting Controls
2. The company maintains an accounting system and related controls to provide reasonable assurance that assets are safeguarded against loss from unauthorized use or disposition and that financial records are reliable for preparing financial statements and maintaining accountability for assets. There are inherent
limitations that should be recognized in considering the potential effectiveness of any system of internal accounting control. The concept of reasonable
assurance is based on the recognition that the cost of a system of internal control should not exceed the benefits derived and that the evaluation of those
factors requires estimates and judgments by management. The company's system provides such reasonable assurance. We have corrected all material
weaknesses of the accounting and control systems identified by our independent auditors, (name of auditor) [or, We are in the process of correcting all material
weaknesses ...J [or, We have corrected some of the material weaknesses but have not corrected others because ...].
3. The functioning of the accounting system and related controls is under the general oversight of the board of directors [or the audit committee of the board of
directors]. The members of the audit committee are associated with the company only through being directors. The accounting system and related controls are
reviewed by an extensive program of internal audits and by the company's independent auditors. The audit committee [or the board of directors] meets
regularly with the internal auditors and the independent auditors and reviews and approves their fee arrangements, the scope and timing of their audits, and
their findings.
Other Matters
4. We believe that the company's position in regard to litigation, claims, and assessments is appropriately accounted for or disclosed in the financial statements. In
this connection, we have consulted with our legal counsel concerned with such matters and they concur with the presentation of the position.
5. The company has prepared and distributed to its employees a statement of its policies prohibiting certain activities deemed illegal, unethical, or against the best
interests of the company. (The statement was included in the 197X annual report of the company; copies are available on request.) In consultation with our
independent auditors we have developed and instituted additional internal controls and internal audit procedures designed to prevent or detect violations of
those policies. We believe that the policies and procedures provide reasonable assurance that our operations are conducted in conformity with the law and with
a high standard of business conduct.
6. [If applicable] During the past year our independent auditors provided the company with certain non -audit services. They advised us in the preparation of for, if
applicable: They prepared] the company's income tax return; they assisted in the design and installation of a new inventory control system; and they performed
the 9ctuarial computations in connection with the company's pension plan.
7. (If applicable) The Board of Directors of the company in March, 1976 engaged (name of successor auditor) as our independent auditors to replace (name of
predecessor auditor) following disagreements on (accounting principles, disclosures, or the scope of the examination) (name of predecessor auditor) agrees
with that description of disagreements.
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assumes. For example, paragraph 3 includes the INTERNAL ACCOUNTING CONTROLS
explicit statement that there has been "a study
In paragraph 6 the auditor is commenting on
and evaluation of the company's accounting sys- weaknesses in internal control that have not been
tem and the related controls." That sentence is noted in the accompanying report by managerelated in part to the Commission's recommenda- ment. The auditor must now report material
tion that management report on its internal ac- weaknesses in internal control to the proper level
counting control system and the auditor report on of management, including, if appropriate, the aumanagement's discussion. It is also related to the dit committee or the full board of directors. Howrecommendation on the auditor's responsibility ever, the Commission recommended that the aufor the detection of fraud. The Commission states ditor's report addressed to the stockholders
that the auditor should search for material fraud, should also state whether he agrees with manageand it evolves a standard of care for fraud detec- ment's description of the company's controls and
tion. One of the elements of the standard of care should describe material uncorrected weaknesses
requires the auditor to extend his study and evalu- not disclosed in management's report. The recomation of internal controls.
mendation stems from the Commission's concluThe study and evaluation of internal control is sions on extending the boundaries of the auditor's
presently an important aspect of an audit. Howev- role. The audit function should center on the clier, under present generally accepted auditing stan- ent's financial reporting process, including the acdards, that study and evaluation may exclude con- counting control system, not just on the annual
trols that are not relied on in determining the na- financial statements that are generated by that
ture, extent, and timing of other procedures that process. Auditor association with the entire rethe auditor will perform. The Commission's stan- porting process will permit him to provide some
dard of professional skill and care for the detec- assurance on interim information. It will also pertion of fraud requires the auditor to be concerned mit him to report on management's discussion of
with all controls that have a significant bearing on the functioning of the system of internal accounting control. The absence of a report by managethe prevention and detection of fraud.
Auditors should also view their capabilities ment does not relieve the auditor from reporting
more realistically. For example, a dishonest man- on material uncorrected weaknesses in internal acagement will often be able to mislead an auditor. counting control.
However, auditors often respond to the possibility
that a management is untrustworthy by extending OTHER MATTERS
their normal tests. In this respect, an auditor is
Paragraph 7 is an outgrowth of the auditor's
overestimating his own capabilities. The Commis- responsibility for the detection and disclosure of
sion suggests that when management is untrust- illegal or questionable corporate acts. The Comworthy, a valid audit probably cannot be per- mission has concluded that the primary responsiformed. If the auditor cannot resolve any doubts bility for preventing, detecting, and reporting
that management is trustworthy, he should con- illegal or questionable acts should fall on the corsider resigning from the engagement.
poration through the adoption of an enforceable
corporate policy on improper behavior and impleOTHER FINANCIAL INFORMATION
mentation of controls to prevent or detect such
Paragraph 4 explains to the reader and expands behavior. However, the independent auditor
the responsibility that the auditor has for review- should be expected to detect only those violations
ing information other than the financial state- of the corporate policy that the exercise of profesments contained in an annual report or other doc- sional skill and care would normally uncover.
In the area of disclosure of illegal or questionument containing audited statements, and for
comparing that information to the financial state- able acts, the auditor must be sure that any illegal
ments and to the auditor's work papers to assure or questionable acts that he does discover are aphimself that there is nothing inconsistent with propriately disposed of by the client. Any illegal
what he knows as a result of his audit.
or questionable acts detected by the auditor
should be brought to the attention of the persons
specified in the company's policy statement,
INTERIM INFORMATION
Paragraph 5 illustrates the auditor's responsi- which may well be the board of directors. If the
bility with regard to interim financial information. auditor concludes that the board of directors is
Note that this paragraph does not contain a dis- indifferent to the problem, disclosure in the audiclaimer of opinion on interim information as is tor's report is warranted. There should be no stanpresently the case when the auditor reports on his dard of materiality for such acts, if discovered. All
limited review of interim data. The Commission discovered acts, regardless of size, must be given
recommended that the auditor review and report appropriate attention.
on interim financial information on a timely basis
Paragraph 7 also describes the work that the
auditor has done to meet the obligations that the
as part of the normal audit function.
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Commission believes he has. That paragraph
clearly reinforces the view that the responsibility
for preventing, detecting, and reporting illegal or
questionable acts starts with corporate management. This does not, however, relieve the auditor
of important responsibility. The auditor's responsibilities begin only after the board of directors
and management, in consultation with legal counsel, have developed and published a clear and detailed statement of acts that are forbidden and
have taken steps to implement controls in the appropriate areas. Thus, management would first be
required to provide a clear standard against which
questionable acts could be tested, substantially relieving the auditor of the role of moralist.
The last paragraph of the proposed auditor's
report concerns the relationship between the independent auditor and the board of directors and
results from recommendations for strengthening
the auditor's independence. The process of appointing, changing, and compensating auditors is
critical for maintaining the independence of the
auditor. The Commission encourages the appointment of audit committees composed of outside,
independent members of the board of directors. It
is the board of directors, rather than management,
that should evaluate the relationship between the
auditor and management. The board should have
the final say in negotiating the arrangements for
the audit, including the fee, and it should recommend the appointment of independent auditors to
shareholders. A strengthened and effective board,
with independent members, is a highly effective
means of maintaining the independence of the auditors.
Report by Management
Exhibit 2 is an illustration, again not the recommended wording, of a report by management that
also brings together in one place several recommendations from other parts of the report. A
management report is not an innovative idea.
AT &T does something at present that is very similar. However, the Commission's recommendations would go well beyond what AT &T is presently doing. Moreover, the auditor would be required to report on the adequacy of the disclosures in the report by management.
FINANCIAL STATEMENTS AND INTERNAL
ACCOUNTING CONTROLS

Paragraph 1 reiterates the idea that the statements are management's. Paragraph 2 addresses
itself to the reasonableness of the system of internal controls, and summarizes the action that the
company either has or has not taken with regard
to the recommendations for improving internal
controls that have been made by the independent
auditor. Paragraph 3 suggests an involvement of
the audit committee not only with the indepenMANAGEMENT ACCOUNTING /MAY 1978

dent auditors but also with the internal auditors.
OTHER MATTERS

Paragraph 4 identifies the relationship between
the company and its attorney with regard to litigation, claims, and assessments. At present, management and legal counsel now give written and
implicit representations in those areas to the auditor. The Commission would require those representations to be made directly by management to
users of financial information.
Paragraph 5 establishes the primacy of management's role in preventing illegal or questionable
corporate activities. As discussed above, the starting point for any auditor involvement in this area
must be the willingness of management to prepare, distribute, and enforce a statement of its policies regarding activities that are illegal, unethical,
or against the best interest of the company. This
paragraph suggests that management should not
only do that, but should explicitly state that it has
done so and make a copy of its policies available
to shareholders and others.
Paragraph 6 results from the Commission's
conclusions on the conflict between audit and
management services. It has frequently been alleged that the independence of an auditor is impaired when he performs management services for
an audit client. After extensive investigation and
consideration of this matter, the Commission was
led to two conclusions:

"The process of
appointing,
changing, and
compensating
auditors is
critical... "

1, Although auditors have performed management services for audit clients for decades, they
were unable to find, among the many known
cases of audit failure, any examples in which
the failure was traceable to performing management services.
2. Despite the lack of evidence, a substantial minority of users believe that management services do impair independence, and they show
no sign of giving up that belief.
Since the value of an audit depends on user belief
that the auditor is independent, any substantial
weakening of that belief is a matter for great concern. In one sense, the Commission has tossed this
issue back to the profession, or more precisely,
back to the individual auditor and his firm. There
is no evidence to warrant a Commission proposal
to ban the rendering of management services to
audit clients in general. However, the Commission
concluded that auditing firms should not engage
in the recruiting or placement of individuals who
would be directly involved in the decision to select
or retain the auditor.
There is evidence that auditors damage their
image by rendering management services. In the
long run, the "image" of the auditor determines
the earnings of the auditor. Individual auditors
23

"The
profession's
programs for
self - discipline
... do not
appear to be
effective. "

ought to weigh carefully the long -term economic
and professional considerations associated with
the mix of services they render. In addition, since
many users of audited financial statements are
clearly concerned with this issue, the Commission
recommended all non -audit work performed by
the auditor for his audit client should be disclosed
in the report by management.
The last paragraph of the report by management would indicate to the stockholder a change
of auditors if that has occurred before the publication of the annual report.
Developing an appropriate format and wording
for the report by management will require considerable work. Substantial cooperation will be required between auditors and management similar
to the cooperation now devoted to wording notes
to financial statements, to prepare reports that indicate management's responsibilities and to which
the auditor can refer in his report. However, the
independent auditor might sometimes find it necessary to comment or take exception to elements
of the report by management.
Other Conclusions of the Commission
Other conclusions of the Commission cannot be
discussed in the context of the proposed auditor's
report and the new report by management. For
example, the Commission's investigation of the
current legal environment as it affects auditors indicated that the recent increase in litigation
against accountants has indeed been troublesome
and costly. However, the litigation, along with related SEC actions, has also been responsible for a
substantial acceleration in the rate of change and
improvement in the profession.
The profession's programs for self - discipline,
slow- moving and cloaked with secrecy, do not appear to be effective. However, given the present
litigious environment, it is probably impractical to
expect voluntary professional disciplinary bodies,
unsupported by statute, to function effectively. As
a practical matter, the courts appear to be providing a fairly effective mechanism for judging substandard performance and imposing penalties.
Those factors led the Commission to conclude
that, although some improvements are warranted,
the present system of combined regulation by professional groups, government agencies, and the
courts provides users with a reasonable degree of
protection and redress. From this it follows that
there appears to be no reason to increase the degree of government regulation over the profession.
The Commission reviewed the alternative proposals made by individuals, firms, and the AICPA
for monitoring quality controls maintained by
CPA firms in their audit practices, some of which
are intermingled with proposals for restructuring
the profession. The Commission believed that the
oversight of professional practice should remain
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within the profession and that the concept of individual firms having responsibility for the quality
of their own practice should be retained. A long
tradition exists of professionals overseeing and
monitoring their own performance. That tradition
should be maintained. Therefore, the Commission
concluded that a voluntary program consisting of
the following three elements would provide effective professional oversight:
1. Independent peer reviews of accounting firms;
2. Detailed reports of the results of peer review
made available to concerned parties; and
3. Appointment by individual accounting firms to
their governing structures of independent
groups, analogous to corporate audit committees, concerned with oversight, including the
peer review process.
Those recommendations can be implemented
voluntarily by individual firms, although the SEC
could require some or all of them for firms practicing before it. The primary impetus for acceptance will come from the publicity given to a firm's
implementation of our recommendations. The
Commission did not recommend the creation of
any new structures, either within the profession or
by government agencies, and it specifically did not
comment on the appropriateness of or need for
the AICPA's new Division of Firms.
In a related vein, the Commission was unable to
determine that transfer of the auditing standard
setting function to a government agency or to an
independent body promised any significant improvement. Moreover, the real and potential costs
of such changes could be substantial. On balance,
then, the Commission concluded that the function
of setting auditing standards should remain with
the AICPA. However, this is too important a
function to be done on the present part -time basis.
Therefore, a full time auditing standards body,
operating within the AICPA, should be established to develop auditing standards.
Implementing the Recommendations
Technically, the Commission on Auditors' Responsibilities reported to the Board of Directors of
the American Institute of CPAs. The Board of
Directors of the AICPA can directly act on some
of our recommendations. For other recommendations, other authoritative agencies, in some cases
the FASB or the SEC, will have to take appropriate action. The Commission was only an advisory
body. It does not have the authority to implement
its recommendations. However, many of the recommendations can be implemented by auditors
and their clients without action by authoritative
agencies, and the Commission encouraged such
voluntary action.
Continued on page 29
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Zero -Base Budgeting
in Industry
Becau se "people costs" ma ke up the major portion of expenses, a
head count control would provide a simple and yet effective
indicator of change in the number of employees
in each decision unit.

By Thomas S. Dudick
Zero -base budgeting requires the managers of the
various departments, whether they be departments of government agencies or departments of a
business facility, to justify the costs of their departments anew each year rather than merely justify the increase from the previous year. It requires that they determine the minimum or basic
requirements for running their departments. Any
costs above the basic requirements are identified
as added increments that must be justified. if they
can not be justified, they must be eliminated —
with a cost saving to the business.
Zero -base budgeting is not the result of cost reductions that are revealed in the conventional
budgeting process. The true concept provides a
structured procedure for systematically exploring
all departments, as decision units, for potential
cost reductions. This new method of budgeting
provides for a continuity that eliminates the "scattershot" approach that many cost reduction studies take.
The illustration to be used in this article is
based on a typical small -to- medium manufacturing company or division. It includes fabricating
facilities such as metal stamping, metal forming
and /or molding, and operations that assemble the
fabricated and purchased components into assemblies and products that are ready for sale. Generally, material and direct labor can be controlled
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through the use of standards and will not be considered further in this illustration. Overhead
items, on the other hand, have not often been controlled through the use of standards. It is here
that zero -base budgeting can be applied for maximum effect. And, it can also be applied with good
effect to the general and administrative type expenses that are not part of manufacturing cost.
Standards are usually applied to production
costs —the higher the volume of items produced,
the greater the allowance for material or direct
labor. Under zero -base budgeting, the objective is
to determine the basic (minimum) requirements of
each department (decision unit) under normal operating conditions. All costs over the above normal would be identified as increments that would
be subjected to a critical review. If approved for
the coming budget year, they would again be reviewed in the following years to justify continuance. An example of an abnormal situation would
be an in -house program for rebuilding all manufacturing equipment. The portion of the maintenance department effort assigned to this project
would be considered to be a new increment rather
than a basic requirement. This increment would
be continuously monitored for the two, three, or
more years during which the program would be in
effect. The objective of this approach is to assure
that once the project is completed the cost of the
increment is eliminated. The repeated monitoring
will afford management an opportunity to re -eval-
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"...good
business
judgment must
prevail.-

uate the benefits of rebuilding versus purchasing
new equipment. It will also provide an opportunity for determining whether the amount of the increment should be reduced as the program tapers
off. The obvious advantage of the zero -base concept of budgetary control is that all increments
over and above the basic requirements of a function are highlighted and continuously evaluated.
The procedure is to: (1) Identify the decision units
and (2) Break down the costs of each decision unit
into the basic requirements and the added increments.
Identification and Breakdown of Decision Units
Some of the functions being performed within
the indirect labor departments will undoubtedly
make logical decision units as they stand — others
may have to be broken down further. There are no
standard guidelines; good business judgment must
prevail.
Once the decision units have been identified,
each of these must be analyzed for determination
of the basic requirements and increments. The
analysis is based on such questions as the following:
1. What are the functions of this department?
2. Are any of the tasks being performed due to
some abnormal situation such as expansion,
consolidation of facilities or a plant move?
3. Can any of the tasks being performed (other
than those due to abnormal situations) be reduced or eliminated entirely?
4. Are any services being received from other departments of a nature that they can be dispensed with? Reduced materially?
5. What is the minimum staffing required to accomplish the normal functions of the decision
unit?
6. If staffing exceeds the basic minimum, what are
the increments that must be approved or eliminated?

Exhibit 1
COMPARATIVE ANALYSIS OF JOB TASKS
Personnel
supervisor
Process new Job applicants
Process new employees
Conduct exit interviews
Develop insurance programs
Pension policies
Union grievances
Unio n ne gotiations
Maintain personnel f iles
Correspondence
Employee relations
Sit at personnel reception desk

5%
5
10
15
30

Personnel clerk
A
B
15 %
30
10

Receptionist

5%

10
10

10
10
15
5

Miscellaneous

15
100%

5
100%

15
100%

30
100%

Annual Payroll

$15,600

$8,900

$7.800

$7,600

35
15
30

70%

Example
The foregoing questions provide a good basis
for starting the actual analysis. Questions such as
these will invariably lead to others that can be
quite revealing and helpful in developing a zero base budget. How the decision units are analyzed
will be illustrated using the service departments of
a small company as examples.
PERSONNELDEPARTMENT
The basic functions of the personnel department are to establish personnel policies process
applicants for jobs, process new employees, conduct exit interviews, develop insurance programs,
pension policies, union negotiations, and employee relations. The personnel department, in this
case, was also responsible for the operation of cafeterias and for the safety program, However, the
application of zero -base budgeting requires that
each area be reviewed independently.
The determination of basic (minimum) requirements in a decision unit is not always an easy matter. When the work is of a routine nature, workload measurement techniques (standards) can be
applied. But when the requirements of the job call
for handling peak loads whose frequency, volume,
and timing are unpredictable, more subjective
judgment is required. One way of handling this is
through analysis of tasks performed by the employees in the decision unit. In the case of the
personnel department, this analysis was made separately for the four individuals handling the functions dealing directly with any kind of employee
processing or administration. See Exhibit 1. The
comparative analysis of job tasks shows the breakdown of the percentage of total time spent on each
of the tasks by each of the four employees.
BASIC REQUIREMENTS. Although the workload
and staffing appeared to be in line for the supervisor and the two personnel clerks, a question was
raised as to the need for a receptionist specifically
for the personnel department. The receptionist's
principal responsibility is to sit at the reception
desk. Analysis shows that one of the personnel
clerks also devotes 30 percent of her time to this
function, covering relief during the day as well as
on the receptionist's sick days. Accordingly, the
basic requirements for the personnel department
were considered to be $32,300 made up of the following:

Personnel supervisor
Personnel clerk A
Personnel clerk B

$15,600
8,900
7,800

Total basic requirements

$32,300

The $7,600 annual salary of the receptionist
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Exhibit 2
POTENTIAL COST REDUCTION INCREMENTS

Stand ards
Direct
Mat' I
labor
Prod uction departme nts
Prod uct re des ign will red uce material and d ire ct lab or and stand ard s will be
changed.
Thro ugh automation, s ome of the hand as sem bly ope rations have b een
move d to the auto matic p res ses . An ap pro ved req uis itio n f or an additio nal
fore man will b e c anc elle d. One of the as semb ly dep artm ent fo reme n will be
move d to the automatic pres s s ection inste ad.

(4 8 ,5 0 0 )

Zero -base budgeting
Indirect labor
Non.
Prd 'n
Svice
payroll
depts
depts
exp.

(2 2 ,2 0 0 )

+ 1 4 ,5 0 0
(1 4 ,5 0 0 )

Personnel department
Safety engineering
Reception area
Cafeteria

(2 5 ,2 0 0 )
(7 ,6 0 0 )
(7 ,1 0 0 )

Cost acc ounting and quality as surance
The quality assurance dep artment had placed a req uis ition to hire a
statistical c lerk. The review of the b asic re quirem ents f or the cos t acco unting
departm ent showe d that one of the c ost clerks was being utilize d o nly ab out
half the tim e. The m anage r o f the quality ass uranc e d epartm ent agre ed to
use the c os t c lerk half d ays and to cance l the re quisitio n f or a full tim e c lerk.

+4 , 30 0
(4 ,3 0 0 )

Mate rial c ontrol
Automate ele vators whic h are being manually op erated and e lim inate
salaries of elevator ope rato rs.
Add itional c osts would inc lud e:
Mainte nance labo r for auto mated eq uipme nt
Maintenanc e materials fo r autom ate d eq uip me nt
Dep rec iation on autom ate d e quipme nt

(2 6 ,8 0 0 )
+ 5 ,2 0 0
-♦-3,300
-{-5,900

Purchasing
The purchasing manage r was found to be lac king in d epth o f p urc has ing
experienc e; he devoted too much emp hasis on office administrative matters
and to o little on co mpe titive b ids and imp roved ve ndo r s ervic e. It would
be nece ssary to pay a hig her salary to obtain a q ualifie d re placeme nt.

+ 2 ,5 0 0

Maintenanc e d epartm ent
The mainte nance departm ent has a pe rmanent staff of in-house painte rs.
It is questionab le whether it is ne ce ssary to staf f up internally to pe rfo rm
this f unc tion. The analys is indic ated that use of c ontrac te d p ainting would
be cheaper. The increments here are:
Eliminate s alaries of in -house painters.
Estimate of contracted s ervices.
Receiving and ship ping
This de cis ion unit doe s a large amo unt of produc t p acking which co uld
be m ore eco nom ically done by direct labor on the pro duction line. The
cos t red uctio n p otential o f this inc rem ent is:
Eliminate s alarie s of present pac kers.
Additional co sts wo uld include:
Direct labor
Depreciation
Feeder plant
As the com pany's automatio n p rog ram pro cee ded , m ore and mo re of the
manual op erations at the fe e de r plant (as we ll as the m ain p lant) were
transf erred to autom atic e quipme nt. T his minim ize d the ad vantag es of lower
paid lab or at the f eed er location and inc reased the potential o f p ossible
saving s thro ugh the consolidatio n of all op eratio ns at one locatio n.
Cos ts that would b e e lim inated are:
Receiving and shipp ing salaries
Telephone
Rent
Purchased services
Deprec iation
Fuel oil
Rental of equipm ent
Travel expenses
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(2 9 ,8 0 0 )
17 ,0 00

(1 5 ,750
(15,7
50)
-{-8,000
-i -850

(3 6 ,0 0 0 )
(2 ,6 0 0 )
(1 ,0 0 0 )
(2 ,4 0 0 )
(8 5 0 )
(2 ,1 0 0 )
(3 ,8 0 0 )
(3 ,5 0 0 )
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was considered to be an increment that must be
justified.
ADD ED INC REM ENT S. The company has two reception areas --one in the main reception hall
(staffed by an employee carried in general and administrative costs) and the other in the personnel
office and carried on the personnel department
payroll. The latter area handles the applicants for
employment while the main reception hall is used
for all other visitors. The personnel department
reception area originated when the company consolidated two facilities into one. New employees
were being interviewed in large numbers during
the period of consolidation and it was more logical at that time to give these new employment
prospects special attention rather than merging
them with general visitors. Since that growth had
now stabilized, there was no further need for a
separate reception area, therefore the job of personnel receptionist appeared to be unnecessary.
The annual salary of this personnel receptionist,
exclusive of fringe benefits, is $7,600. This amount
was identified as an increment over and above the
basic requirements. Approval of this increment
would mean continuance of the receptionist position in the personnel department — disapproval
would, of course, mean a saving of $7,600 plus
related costs.

CAFETERIAS

When the company first started operations at
this location, a cafeteria was built on the street
side of the building. As the company expanded,
construction of newer facilities took place to the
rear of the property. Because of walking distance
and a half -hour lunch period, a second cafeteria
was built in the new building. The question was
raised as to whether or not the old cafeteria was
needed any longer. The office staff was allowed an
hour for lunch so it could easily utilize the new
cafeteria. This would save part -time salaries of
$7,100 annually plus related costs. Like the extra
receptionist, this cost was considered to be an increment over basic requirements.
SAFETY PROGRAM

The safety program was administered by a safety engineer and his secretary. The engineer was a
holdover from the previous general manager.
With the onset of OSHA, it was found that the
safety engineer could not deal effectively with the
requirements legislated by the new government
regulations. Most of the responsibility, therefore,
had been turned over to the industrial engineering
department. Like the extra receptionist and part time cafeteria employees, the safety engineer and
his secretary were considered to be an increment
over and above basic requirements. The potential
savings, if this increment were eliminated, would
be $25,000.

Exhibit 3
OTHER AREAS

RANKING THE DECISION UNITS
Basic requirem ents
Indirec t labor— productio n d epartme nts
General manager's staff
Personnel
Cost accounting
Material co ntrol
Engineering
Quality assurance
Purchasing
Maintenance
Receiving and shipping
Utilitie s
Fac ilitie s cos t (rent equivalent)
Supplies
Office expenses

$12 8,5 60
50,932
32 .3 00
35 ,0 70
59,879
45,356
29,585
29,778
57.350
57,807
61,795
265,607
169,548
25,250

Cost reductio n increm ents
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1

Savings

$

Prio rity
Eliminate saf ety engineer and
secretary
Elim inate rec eptionist in
perso nnel department
Cons olid ate fee der plant with
main plant
Use outside contractors for
painting
Transf er pac kaging operations
to prod uc tio n line
Additional salary f or replacem ent
purc hasing manager
Eliminate one cafe teria
Autom ate elevators

25,200

2

7,6 00

3

52.250

4

12,800

5

6.9 00

6
7
8

(2 .5 0 0 )
7,100
12,400
$1 21 ,7 50

Other areas in which savings or efficiencies
could be effected through zero -base budgeting included product redesign, cost accounting, quality
assurance, material control, purchasing maintenance, receiving and shipping, and the feeder
plant. These other activities and the related costs
are illustrated in Exhibit 2.
Assigning priorities
The basic requirements (minimal costs) are listed in Exhibit 3. They are not ranked in any priority because all the functions are required in this
type of manufacturing operation. The eight cost
reduction increments, on the other hand, have
been ranked —those with the least priority being
shown furthest down the list. The cost reduction
increment related to the automation of elevators
was shown last because the accomplishment of
this saving required a capital investment to be
made. Although the expenditure may well be
worth it, the other increments in which immediate
savings would result were given precedence. However, top management, as the ultimate decision maker, can alter the priorities. As an example,
management decided to retain the feeder plant for
two more years. It had planned to introduce a
new line of products that would be manually asMANAGEMENT ACCOUNTING /MAY 1978

sembled at the outset at the feeder plant. In two
years, further automation would provide sufficient
space at the main plant to make the move without
hampering product line expansion. The total savings ifall cost reduction increments were eliminated is $121,750. This does not include the labor
connected fringes that would also be eliminated,
nor does it include the material and direct labor
reductions which are included in the standards.
Implementing the Zero -Base Budget
Implementation consists of two steps:
Evaluation of the cost reduction increments by
top management, and
Development of feedback procedures that will
compare "intent" with "accomplishment."
Evaluation of the cost reduction increments is a
very important step that must be taken by the executive with profit responsibility for the operation.
This means that he must review the cost reduction
increments shown in Exhibit 3 along with the priorities that have been tentatively established. It is
possible that some increments will be modified. As
an example, ifsome of the employees included in
a cost reduction increment are close to retirement
age, the decision may be made to allow them to

continue on for another year or two before dropping them from the payroll.
Since "people costs" make up the major portion
of expenses, a head count control would provide a
simple and yet effective indicator of changes in the
number of employees in each decision unit. This
control would show for each month, as the year
progresses, the number of employees in each decision unit. By watching this each month, it will be
possible to detect upward "creeping."

"The zero -base
concept is quite
simple. "

Conclusion
The zero -base concept is quite simple. The procedure described in this article is a logical one. It
includes the determination of the basic requirements for each decision unit to perform the function for which it was established. All costs over
and above this basic or minimum requirement
would be treated as increments. Furnishing management with a listing of these increments in a
suggested priority provides a convenient means
for the key executive to make the necessary decisions as to what increments he will approve, modify or disapprove. The controls for the coming
budget year would be based on a thorough and
businesslike analysis of the operations which have
been approved by the key executive responsible
for profits.
❑

A PROSPECTUS FOR AUDITORS' RESPONSIBILITIES:
THE REPORT OF THE COHEN COMMISSION
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' The members were chosen to provide contributions from a wide variety of
background and experience. The chairman of the Commission, Manuel F. Cohen. who died last June, was a securities lawyer and a former chairman of the
Securities and Exchange Commission. Lee J. Seidler, the deputy chairman, and
now presiding member of the Commission, is a professor of accounting and
consulting financial analyst. Walter S. Holmes, Jr. is chairman of the board and
chief executive officer of CIT Financial Corporation. W illiam C. Norby is a
chartered financial analyst and senior vice president of Duff and Phelps, Inc., an
independent investment research firm. He is also a former president of the Financial Analysts Federation. Three members, a minority of the Commission, are
professional auditors. LeRoy Layton, who recently retired as the managing partner of Main Lafrentz & Co., is a former president of the American Institute
CPAs and a former chairman
the Accounting Principles Board. Kenneth W.
Stringer is a senior technical partner of Haskins & Sells. John J. van Benten is the
managing partner of George S. Olive & Co.
of

Nevertheless, authoritative bodies have already
taken some major steps to implement the Commission's recommendations. To cite only two examples, the Auditing Standards Executive Committee ofthe AICPA has issued an exposure draft
of a Statement on Auditing Standards that calls
for the elimination of the "subject to" opinion.
The Securities and Exchange Commission, quoting at length from the Report of the Cohen Commission, has proposed changes in its proxy rules
to require disclosure of non -audit services per-

formed for audit clients. The recommendations of
the Commission on Auditors' Responsibilities are
not being taken lightly, either by the profession or
by others in a position to bring about change. ❑
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Is LIFO a Valid
Accounting Practice?
Most articles and books on LIFO stress its tax - saving quality and do
little to support it as a valid accounting technique.

By John F. Barbor
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During the past several years there has been a
growing interest once again in the last -in, first -out
inventory cost flow technique. This interest can be
directly attributed to the economic conditions of
our time and the desire of businesses to achieve
some degree of relief from their tax burden.
In October of 1974, for example, The Wall
Street Journal published an article titled "More
Companies Alter Accounting Methods to Neutralize Inflation" which dealt with the decision of
some major companies, including DuPont, Firestone Tire and Rubber, and Kodak, to adopt
LIFO. DuPont estimated that it would save about
$150 million in taxes in 1974; Firestone estimated
its savings to be $46 million. Why do such savings
take place? In order to answer that question, we
will need to look at the system of LIFO.'
LIFO Technique
LIFO has, as a residual, the pricing of inventory. Under this technique, the most recent purchases are the costs that are charged into production.
Consequently, what is left after these charges are
made, are the oldest costs, which are assigned to
the inventory quantities on hand. One should understand at this point that the physical flow of the
inventory does not necessarily flow in the same
manner as the costs.
The purported advantages of LIFO are:
It permits the matching of current costs
against current revenue.
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2. Price changes over a period do not result in
unrealized gains and losses arising out of inventory holding.
3. It permits a smoothing of income over the business cycle.
4. Income is reported only when available for distribution as dividends or for other purposes.
5. The balance sheet valuation is stated on a conservative basis.
Before we examine the theoretical justification,
for LIFO, let's look at two items of background:
the need for inventory valuations, and the development of LIFO.
The Need for Inventory Valuations
Inventories are needed in business to measure
the results of operations for a particular period. If
income was to be determined only for the entire
life -span of a business, there would be no need to
determine inventory quantities or values. The income would simply be determined after all property had been converted into cash available for
distribution to the owners.
But management needs to know the operating
results on a current basis. Shareholders and potential investors are interested in earnings reports
from time to time, and the Internal Revenue Code
provides that federal taxes on income shall be
computed generally for no period longer than
twelve months. The Securities and Exchange
Commission has also indicated the significance of
reliable inventory determinations to statements of
periodic income_'
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Development of LIFO
LIFO was introduced into this country in 1930
from England, but it was not until the American
Petroleum Institute, on November 12, 1934,
adopted the following resolution by its board of
directors that it met with any acceptance:
"Resolved: That the uniform method of valuing petroleum inventories called the "last in, first -out" system, as presented by the
committee on uniform methods of oil accounting, is hereby accepted and recommended for adoption for the calendar year
1934 or as soon thereafter as practicable, as
a method of valuing petroleum inventories,
to be used in conjunction with the general
form of balance -sheet and text as approved
December 9, 1926, as a system for keeping
books and accounts and for making the report for all these engaged in the oil industry,
it being understood this uniform method of
valuing petroleum inventories, as well as the
balance -sheet and text, is subject to such
changes and improvements from time to
time as the committee may deem necessary
after approval by the board of directors." '
In May 1936, the Special Committee on Inventories of the American Institute of Accountants
(now the American Institute of Certified Public
Accountants) cooperated with the American Petroleum Institute's committee and submitted a report to the Council of the American Institute.
This report accepted the LIFO method "... for
those companies, which finding it acceptable to
their needs and views as correctly reflecting their
income, apply it consistently from year to year;
... " The report cautioned that full disclosure
would be required to indicate the adoption and
the manner of its application.
In subsequent years, various committees examined the prospects of other industries using the
LIFO method. Among the industries explored
were non - ferrous metals, leather, and retail establishments. The formal acceptance by the AICPA
came through the issuance of ARB No. 43. The
Revenue Act of 1938 authorized the use of LIFO,
but only for specified raw materials used by tanners and the producers and processors of certain
non - ferrous metals. The 1939 Act expanded the
provisions for the elective use of the LIFO method for any of the goods in these industries' inventory.
During World War II and during the Korean
Conflict some industries found themselves needing
to dip into the old "base" layers developed under
LIFO and thus reported large profits and paid
higher taxes. These industries pleaded a case with
the government that they were forced into "involMANAGEMENT ACCOUNTING /MAY 1978

untary liquidation" of this base stock because war
production caused an inability to obtain goods. In
response, Congress passed the Revenue Act of
1942. This Act stated that a taxpayer, if he was
forced to liquidate any goods subject to LIFO
pricing because of wartime conditions, had the
privilege, at that time, of electing to replace such
liquidation at a future date. This provided tax refunds to many industries.
The conditions under which LIFO was originally thought to be appropriate were as follows:

"The report
cautioned that
full disclosure
would be
required . . .

1. The investment in inventories was large, relative to other assets.
2. The inventory consisted of a few basic materials that formed a substantial part of the cost of
the product sold.
3. The spread between raw material cost and selling price was relatively constant.
4. Inventory turnover was slow because of
lengthy processing time.
5. The company involved was one that customarily made purchases of raw materials to fill specific orders.
But, in any case, the question of tax liability
came to dominate the LIFO discussion. The following quotation will serve to illustrate this point.
"Since 1939, few management decisions
on LIFO have been made without reference
to their tax effects. Decisions as to whether
to use LIFO, how to apply it, and even as to
the industries in which the method constitutes acceptable accounting practice, have
been dominated by tax considerations... .
"Undoubtedly, the opportunity to reduce
tax liabilities has been by far the most powerful motivation leading to the widespread
adoption of LIFO during the past decade.
The combination of sharply rising prices
and high excess - profits taxes gave managements in many industries a strong tax incentive to shift to LIFO during the early war
years. The large postwar price increases
caused some companies to make the shift as
late as 1946 and 1947, though the risk of
ultimate tax penalties was then greater because of the height to which price levels had
already risen."
The previous statement is virtually as true today as it was when it was made in 1949.
If, as indicated, the adoption of LIFO provides
a tax benefit and improved cash -flow, why hasn't
there been a flurry of activity to adopt LIFO? One
of the most prevailing reasons is that, under LIFO
pricing, the amount of income, dividends, and
compensation based upon income will be reduced.
The effect on stockholders and other interested
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': . . L IFO. . .
,3150 fal/5 to

reflect pricelevel
adjustments to
the income
statement."

parties could be devastating. However, in The
Wall Street Journal article cited earlier, Mr.
Thomas Holton, a partner in the accounting firm
of Peat, Marwick, Mitchell and Company stated,
"I suspect a lot of changes to LIFO are being
made this year [1974] because the stock market is
terrible anyway. It's a good time to bite the bullet."
Effects of LIFO
The obvious effect of LIFO is the leveling of
reported profits. This stable income is a result of
increasing or decreasing costs as prices rise and
fall. Two effects of the stable profit are apparent,
One is the failure to report all gains and losses
from change in prices. Good merchandising is obscured. Second, the valuation of the inventory on
the balance sheet is grossly misstated.
As a result of this balance -sheet inventory valuation problem, the comparability of published financial statements is undermined. If one were to
calculate inventory turnover for various companies—let alone for the same company for various
years —there would be no meaning in the figures
that resulted. The LIFO inventory values have no
relation to current values. The same problem occurs in any attempt to calculate any of the normal
ratios that necessitate the inventory values.
Rationale of LIFO
Three points appear more frequently as buttresses of the structure:
1. To an extent varying with technical conditions
in each industry, inventories represent an involuntary, fixed commitment, analogous to a
fixed asset.
2. LIFO is a method of adjusting price -level
changes.
3. Increases in the unit prices of inventory items
represent unrealized and unrealizable inventory profits, and therefore should be excluded
from the accounts, by means of LIFO.`
Let us examine these three points and determine the validity of each. The first item concerning "involuntary commitment" is not a question
of pricing, but one of classification. Even if the
point is valid, it only answers where to report it,
not at what value it should be shown_
The second point implies that LIFO is an answer to price -level accounting. It fails to begin to
satisfy this need. Arthur Dean makes the following observation:
"There are shortcomings to LIFO as a solution of the problems presented by the decline in the value of the dollar. While it does
in certain circumstances
have the effect
...
of revaluing goods sold in
terms of depreci-
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ated dollars, it does so by ascribing to unsold goods the old monetary cost, resulting
in a corresponding undervaluation in terms
of current dollars of inventories on hand." 6
Consider also, the comment of Gilman:
"While both LIFO and accelerated depreciation may accomplish a desired effect on
the income statement, they influence the balance sheet oppositely and conceivably, below the limits of conservatism.
This effect contradicts our general thesis
relating to decreased purchasing power of
the dollar. It is inconsistent in that it provides 'inflated' costs in the income statement
and correspondingly 'deflated' asset values
in the balance sheet —a paradox which
should cause concern to the certified public
accountant who is requested to give as his
opinion that his client's balance sheet presents fairly the client's financial position." '
Not only does LIFO fail to adjust for price levels in the balance sheet, it also fails to reflect price level adjustments to the income statement. Consider the following statement: "What LIFO does
do ... isto reflect in cost of goods sold the latest
costs paid for the specific commodity dealt in." P
These most recent costs may or may not be close
to the current replacement cost of the commodity
involved, and as a result, LIFO may only eliminate an undetermined part of the effects of specific
price fluctuations.
Even if we were to concede that LIFO, on average, does negate the effects of fluctuations in the
prices of specific commodities, it would not solve
the problem of the effects of price -level changes.
The price movement of a specific commodity has
no real relationship to the movements of the general price level or to the purchasing power of the
dollar.
The third point., that LIFO excludes "unrealized profits" from the balance sheet, can be illustrated through the following statement:
"These inventory profits may be called
unrealized inventory profits —that is, profits
represented by unsold inventories rather
than cash. In fact, to a going concern, most
of the inventory profits are not only unrealized but they are also unrealizable if the concern is to continue in business. Even though
inventories are constantly being turned over,
a certain quantity of inventories is a part of
the capital equipment of the business. Increases or decreases in inventory values are
analogous in every essential to unrealized
capital gains or losses. Inventory profits, as
here defined, cannot be converted into cash
MANAGEMENT ACCOUNTING /MAY 1978

profits without a net liquidation of inventories." "

"... how can
we have
inaccurate
balance sheets
but ha ve
accurate
income
statements ?"

Exhibit 1
INCOME RESULTS— TRADITIONAL FIFO
AND LIFO
FIFO

LIFO

Year 1
Sales
Cost
Profit

$1 33
100
33

$133
109
35

Year 2
Sales
Cast
Profit

144
109
35

144
122
22

Year 3
Sales
Cost
Profit
Total profit

150
122
28
96

150
100_
50
96

of

Year
0
1
2
3

Purchases
100
109
122
(135)

Sales

...
133
144
150

Net
Cash Flows
(100)
24
22
150

$

1. An X cost $100 at year 0.
2. At the end of each year, the existing X is sold
and replaced immediately by an identical X_
This is the sole transaction.
3. The selling price of the X is approximately, but
not exactly, 120 percent of current replacement
cost.
4. No replacement is purchased at the end year
3, and the enterprise is wound up on that date.
5. All surplus cash is withdrawn at the end of
each year.
6. The cost price of an X rises each year.
7. No other expenses are incurred, and taxes are
ignored.
8. The internal rate -of- return is 30 percent.

$

of

This statement clearly reflects how strongly the
LIFO system depends on a "cost balance" concept of profit, without reference to changes in other assets or debts. It is also clear that there is an
attempt to avoid any credit to the balance sheet's
net worth if inventories were to be carried near or
at their replacement costs.
Unrealized profit is "represented" by unsold inventories. Thus, in an inflationary economy where
prices are constantly rising, inventories under
LIFO would be understated more and more each
period. As a result, total assets and investor's
worth would be understated. Supporters of LIFO
claim that it is more important that the income is
determined correctly and that the value of the inventory on the balance sheet holds little significance. The problem is, though, how can we have
inaccurate balance sheets but have accurate income statements? If financial statements are to be
reliable to investors, shouldn't they all be reliable
and as accurate as possible?
In 1968, Trevor E. Gambling published a paper
in which he compared LIFO and FIFO with the
model of complete certainty to evaluate the effects
of different inventory pricing formulas. "'
The model of complete certainty equates profit,
or true profit, with the internal rate of return that
is needed to reduce all cash flows to the present
value of the investment in the firm. The model
valued the firm as a whole rather than as made up
individual assets.
Gambling gave the following facts for the basis:

observed that whether one uses FIFO, LIFO, or
the model, the identical profit will be reported
over the life of the enterprise. It is the timing of
those profits which differ. Under the Complete
Certainty model and FIFO, not all profits are
available for distribution as they are under
LIFO —which tends to recognize profits on a cash
basis. This cash basis of income recognition will
not prevent the erosion of capital unless the inventory is actually replaced in the year under consideration. As a result of this, Gambling concluded
that LIFO adopts the "model of complete uncertainty."
Also in 1968, George J, Staubus published an
article in which he sought to develop a flow measure that was not affected by inventory accounting
or by a corresponding flow measure dependent
upon inventory accounting that was more closely
associated with discounted values of common
stock. His conclusion was that inventory- cost -ofsales accounting is valuable.

Exhibit 2
INCOME RESULTS —COMPLETE
CERTAINTY MODEL
Profit
Year 0
Invest
Ye ar I
Add return
Less net cash flow
Value o f ente rprise
Year 2
Add return
Less net cash flow
Value o f ente rprise
Year 3
Ad d re turn
Less net cash flow

$1 00
30
$1 30
24
$1 06

$30

32
$1 38
22
$1 16

32

34
$1 50
$1 50
—0—

34

$9 6

Looking at Exhibits 1 & 2, it can be readily
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feeling
was that LIFO
was by no
means a valid
accounting
procedure. "

Staubus used both FIFO and LIFO to determine if there was a significant relationship between the two cost flow assumptions and the discounted value of common stock of the ability to
predict stock values. He concluded that book values of shares based upon FIFO were more closely
associated with discounted values of stock than
were book values based on LIFO. He was unable
to find a significant difference between LIFO and
FIFO flow data as a predictor of stock values.
Staubus proposed a theory by which he would
employ LIFO in the income statement and FIFO
in the balance sheet. This theory yielded two hypotheses which he stated as follows:
1. As between FIFO and LIFO inventory methods, LIFO yields more valuable income and
current flow data for use in making common
stock investment decisions.
2. As between the FIFO and LIFO inventory
methods, FIFO yields book valuations of common stocks that are the more useful in making
common stock investment decisions."
In order to test his hypotheses, Staubus sampled thirty pairs of companies. One company in
each pair employed FIFO while the other used
LIFO. He then made a number of measurements
in order to develop a correlation between inventory valuation and discounted values of common
stock.
The conclusions he reached as a result of these
comparisons confirmed his hypothesis that book
value of common stock based on FIFO inventory
valuations are more useful in making investment
decisions that are the book values based upon
LIFO inventory valuations. His hypothesis regarding flow data that, as between the FIFO and
LIFO inventory methods, LIFO yields more valuable income and current flow data for use in making common stock investments decisions, was not
confirmed by his tests.
As a result of these tests, Staubus felt that three
implications would be of importance:
1. We do not know whether inventory holding
gains and losses are a reliable indicator or not;
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they have neither been found reliable (as good
results based on FIFO cost -of -sales data would
imply) nor unreliable (as poor results with
FIFO would imply).
2. LIFO produces inferior balance -sheet data and
not superior income statement data; therefore,
FIFO is a more useful method of reporting to
common stock investment decision- makers.
3. The FIFO -LIFO inventory method does not
appear to be significantly superior to FIFO.
Conclusions
Before I began to write this article, my feeling
was that LIFO was by no means a valid accounting procedure. Since then I have become even
more convinced that its only real advantage is that
it avoids, or more properly, defers taxes for the
firm that employs this method. In fact, most articles and books on LIFO stress its tax- saving quality and do little to support it as a valid accounting
technique. It is indeed a sorry state of affairs that
has allowed the taxing statutes to pursuade and
mold our accounting theory.
Maurice Moonitz seems to sum it up best with
the statement: "In fact, LIFO presumes a type of
business and economic system which does not exist. In the world in which we live, prices do go up
and down, profits do change from year to year,
dividends vary; as a result, stockholders, trade union leaders, and tax collectors may misunderstand
what is going on. Therefore, says LIFO, let us
write down the story as it does not happen; if we
shut our eyes to reality, maybe it will go away." ❑
' The importance and possible confusion over the question of LIFO has been
evidenced in current accounting circles. In the November 1975 issue of The
Journal of Accountancy, it was reported that the AICPA accounting standards
executive committee had formally submitted to the FASB the subject "reporting
problems &rising from LIFO implementation' as an emerging practice problem.
Perhaps the FASB will truly evaluate the whole LIFO question and take some
positive action that will deal with the real question: Is LIFO a valid accounting
practice?
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Data -Base Management,
Accounting, and Accountants
The characteristics of data -base systems might suggest an
expanding role for accounting in the management of an
organization's total information needs.

By Edward E. Nusbaum, Andrew D. Bailey, Jr.,
and Andrew B. Whinston
Every organization requires pertinent, reliable,
and timely information for its decision - making;
and a central part of the information system that
provides this service to management is normally
associated with the accounting function. Such information is traditionally organized into general
and subsidiary ledgers and journals, but with the
introduction of computer technology, these manual systems are being "computerized" along a computer file management line. Despite this computerization, however, the basic general and subsidiary ledger and journals format is maintained. In
fact, these same ledgers and journals were initially
the primary output of the computer information
system. Later developments reduced the traditional "hard copy" output, but still retained the basic
recognizable file structure.
Benefits of Data -Base Management Systems
Traditional computerized accounting systems
usually consist of separate general and subsidiary
ledger files. These are processed separately. In a
data -base system, on the other hand, all of the
ledgers can be integrated into one file and stored
on direct access storage devices. The data -base file
must, therefore, consist of all the information necessary to generate the required reports and be able
to process transactions, both through the use of
application programs. In addition, the data base,
with a special query language, is able to retrieve
MANAGEMENT ACCOUNTING /MAY 1978

data upon request. The system is also able to integrate traditionally non- accounting information
needs —such as marketing and production data —
into the common data base.
The characteristics of data -base systems might
suggest an expanding role for accounting in the
management of an organization's total information needs. Furthermore, as data -base systems
eliminate traditional general and subsidiary ledger
restrictions by integrating all of the corporate information, the data system becomes more flexible,
reliable, and accessible. In general, the information system can be more useful in providing support for decision- making. Within the corporation,
accounting provides the best background for analyzing the various information needs. Thus the accountant should be able to determine the optimal
use of the data -base system for the entire corporation. In other words, the data -base corporate information system eliminates the conventional
boundaries of accounting and the traditional accounting structure becomes the nucleus of an all encompassing, improved information system.
Two major advantages of using a common data
base instead of the traditional system are increased consistency and efficiency. With a data
base, different users of the same information need
not maintain their own separate (and therefore redundant) files. For example, in a traditional system, the marketing department might maintain a
file of sales by territory while the accounts receivable department records sales by customer. The
data -base approach would record each sale only
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once with a pointer indicating the territory and
another pointer indicating the customer. By eliminating redundant data, less storage space is required and transactions and other changes in the
files are processed only once, thus increasing the
efficiency of the system. In a traditional system,
different users of the same information maintain
separate files and quite often update their files at
different times with different methods. This practice increases the possibility for inconsistencies between the files. With a data -base system, these inconsistencies are almost impossible. Using the
above illustration, within a data -base system, total
sales by territory must always equal total sales by
customer. Within the traditional accounting
framework, a total of the balances in a subsidiary
ledger should always equal the account balance in
the general ledger.
Several problems can, however, arise with the
use of a data -base system. Because data is stored
only in one place, an error entered into the system
by one user, if left undetected, can affect the data
needs of other users. Thus with a data -base system, the integrity of the input is even more critical
than with current segmented approaches and so,
must constantly be reviewed. Data -base systems
are more accessible to the users of the information
than traditional systems. Although, this may be
advantageous, a company may not want all its information accessible to all system users. Research
is currently being done to develop data base systems which limit accessibility.
Data -Base Management System Structure
To comprehend a data base system, one must
first understand how the data -base is structured.
Every phrase, word, name, or number to be stored
is called an "item." A file of information usually
consists of many occurrences of the same item
type. For example, "account name" is an item
type and "accounts receivable" is a particular occurrence of this item type. Related item types are
combined to form a record type. The data structure normally maintained for a typical general
ledger account could form a record type, and all
the information for a specific account, such as accounts receivable, would be an occurrence of this
record type.
In structuring the data -base network, record
types (e.g. accounts receivable control) are linked
to other record types (e.g. accounts receivable detail) in a set relationship. For each occurrence of
the owner record (accounts receivable control)
there is a set of occurrences of the member record
type (specific customer accounts), Exhibit 1 expands on this point, where for each record type
containing an account name and balance (R4), a
set of occurrences of the record type containing
the transaction amount (R2) exists. For the "accounts receivable" occurrence of the record type
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containing the account name (R4), a set of record
occurrences (of the record type, R7) for specific
customer accounts is maintained.
Many software systems are currently being
marketed which permit the user to develop a database oriented information system. The great majority of these systems are developed in a manner
consistent with the CODASYL committee recommendation. The approach presented here is consistent with CODASYL.
Exhibit 1 is a diagram of a partial corporate
data -base structure with the information necessary for a general ledger and subsidiary ledgers:
payroll, fixed assets, and accounts receivable. This
structure integrates the four ledgers and the transactions into one consistent, logical, and efficient
data -base file. The general ledger accounts (R4),
such as accounts receivable and cash, are organized into sets for each account type (R3), such as
current assets, by using a group of pointers for
each record occurrence in the file. For each transaction (RI) at least two dollar amounts (R2) must
exist: one or more debit amounts and at least one
credit amount. Every transaction amount is associated with some general ledger account. The
transaction amounts that affect accounts receivable are linked to the invoice involved which, in
turn, indicates the customer.
For the fixed assets occurrence of account type
(R3), the general ledger accounts (R4), such as
machinery and equipment or buildings, each
maintains a set ofrecord occurrences with specific
data on the fixed assets owned (R6). With this
data, one could easily compute depreciation. Similarly, with the set of employee information maintained under the payroll expense general ledger
account, the standard payroll calculations could
be made and checks printed.
Data -Base Management Systems Potential
The system described above has been implemented using a standard CODASYL structured
data -base package (GPLAN) developed at Purdue
University.' With this package, the data in Exhibit
I has been set up, the data entered, and the following reports generated: income statement, balance sheet, aged accounts receivable, fixed asset
depreciation schedule, and a payroll schedule.
When transactions are processed, the account balances are updated and the appropriate subsidiary
ledgers are corrected. As one would expect, the
subsidiary ledgers were always consistent with the
general ledger. To produce an aged accounts receivable report, each customer's open invoices
were located, the amount due for each invoice
computed, and the date of the initial sale used to
age the balance was entered.
The data base presented in Exhibit 1 can easily
be expanded to include the entire accounting system. Accounts payable, for example, can be
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handled with a structure similar to accounts receivable. A perpetual inventory system can be established, linking the sales and purchases to the
customers and suppliers through invoices and
purchase orders. This prototype data -base structure, with accounts payable and perpetual inventory added, is diagrammed in Exhibit 2.
One major advantage of using this system is
that one is able to integrate a company's traditionally non- accounting information needs into the
accounting system. Marketing information concerning salesmen — possibly organized by district --can be linked to the sales invoices the salesmen are responsible for, thus indicating the actual
sales transactions and the customers involved.

Similarly, the purchasing agents, listed by department, can be added to the data -base structure.
Production and operations management information needs, such as economic order quantities, can
be included in the inventory portion of the data
base. With this new system, the accounting, marketing, and production information needs become
subsets of an efficient and consistent common corporate data -base information system.
The data -base system can also be developed to
generate reports triggered by an event or by a
change in a specific data item. When inventory
stocks drop below a desired minimum level, a recommended purchase order can be printed indicating the item needed, the economic order quantity,
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Exhibit 1
CORPORATE DATA -BASE STRUCTURE

System

R1

Transaction:
Type
No.
Day and year

R2

Transaction amount

RB

Invoice no.
Invoice complete
(Yes or no)

R7

Customer:
No.
Name
Address
City and state
Credit limit
Beginning balance
Current balance
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R3

R4

Fixed asset:
Name
Cost
Useful life
R6 Salvage value
Years left to depreciate
Market value

R5

No. of account type
Name of account type

Account:
No.
Name
Debit or credit
Default
Beginning balance
Current balance

Employee:
No.
Name
Social security no.
Hours worked
Pay rate
Gross pay
Gross pay for year
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the quantity on hand, the suppliers normally used,
and
past price information. Instead of being
... the bogged down with volumes of data on inventory
accounting
amounts, the manager receives, almost instantasystem becomes neously, only the information he needs to maina subset of a tain desired inventory levels.
larger system. "
By adding budgets and standards to the data
base, accountants and managers can use the system to locate variances. Exception reporting can
be effectively accomplished using the spontaneous
reports mentioned above. Cost accountants are
able to integrate their information needs for variance analysis into the same system maintaining
financial accounting records.
For large companies it may not be feasible to
record all ofthe corporate information on one file
in one computing center. But in these cases, the
corporate data -base management system can be
subdivided by division, subsidiary, or geographic
region. Each division or region maintains its own
common data -base system, which, in turn, can be
linked to the corporate information system.
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Implications for Management Accounting
The use of a data -base information system
should have a major impact on the role of accountants within the organization, because the accounting system becomes a subset of a larger corporate information system. All of the information
in this system, however, has an impact — directly
or indirectly —on the financial records. Thus the
accountant must be extremely concerned with the
implementation of data -base systems. If he is to
maintain his supervision over the accounting system, the accountant must be involved with the
data base. Finally, because the accounting department, more than any other, benefits most from the
use of a data -base system, the accountant should
supervise its implementation and functioning
rather than avoiding responsibility for it.
❑
' CODASYL: Conference on data systems languages. also known as CODASYL
Data Base Task Group, See William D. Haseman and Andrew B. Whinston.
Introduction to Data Management. Richard D. Irwin Inc., Homewood. 111..
1977.
GPLAN: Generalized Planning System, also referred to as GPLAN Data Management System.
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A Direct Allocation
Financial Data Base
for Manufacturing
The suggested multi -key organization of the financial reporting data
base gives management the ability to generate direct, allocation, or
direct allocation costing reports automatically at the end of a period.

By Frederic G. Eichhorn

formation from a direct costing system. I'm then
told to report to the stockholders using allocation
costing, which sometimes produces much different results than the direct costing system. Now
there's the IRS and their requirements, which
again produces a different net income. Three sets
of books, that's all we need."

Picture the following scene. The officers of Abacus Manufacturing Co. are in their boardroom receiving a presentation from the Insight Consulting
Firm. Mr. Insight is saying "We recommend that
a direct costing system be installed for three reasons. First, the input for the direct costing system
will provide input to the linear programming The Objective
models and the flexible budgeting system, and will
This article will present a method of maintainbe useful for other forms of marginal analysis. ing one financial data base so that both direct and
Second, the financial system will provide the nec- allocation costing reports can be generated autoessary information for post -audit reviews of actual matically. In addition, a third report will be genresults with projected output. Third, direct cost- erated that is a combination of the direct and alloing combined with standard costing will provide a cation costing methods. The balance sheet in this
more complete analysis of variances as it breaks report will be in a modified allocation form, and
down overhead into fixed and variable compo- the income statement will be in a direct costing
nents. Direct costing is a pragmatic version of the form.
economists' "micro- economic theory,"
At this point in the presentation, the financial Definitions
officer breaks in "Direct costing is a fine system
The difference between direct and allocation
for the managerial accountant and economist, but costing for the current period can be shown to be
it can't be used for financial statements because equal to the change in fixed cost allocated to inthe FASB doesn't allow it. They say all costs of ventory. This difference is termed the "production
production must be allocated to inventory.' The bias" because the change in inventory is caused by
IRS doesn't allow direct costing either.' We'll just differences between sales and production volumes.
have to maintain a separate set of books to pro- The total difference between the two methods for
vide this direct cost information."
the life of the firm—or since manufacturing beThe president makes the following forlorn com- gan—is the total fixed cost allocated to inventory.
ment "I'm told to manage my company using in- This is the inventory variance. Manufacturing is
MANAGEMENT ACCOUNTING /MAY 1978
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'Most data
processing
applications
include the
simple process
of producing
distributions. -

defined as the process of transforming fixed and
variable costs into a new and separate variable
output that is distinct from the inputs and can be
held as inventory.'
Changes to the System.
Three changes have to be made to the financial
information system: A multi -key chart of accounts must be used, more detailed overhead rates
must be calculated and used, and journal entries
input into the system must be expanded.
MULTI -KEY CHART
Most data processing applications include the
simple process of producing distributions. The
process starts with the inputing of the necessary
data, followed by a sorting of the data by the key
desired, continued with a summarization of the
data by key, concluded by the generation of the
report. A sales distribution illustrates this process.
If for example, a file contains the invoice amount,
the salesmen's number, the customer code, and
the zip code, three reports can easily be produced
when combined with the master file of customers'
names. Reports showing sales by customer can be
developed. The input file, when sorted, can also
produce reports of sales by salesmen and sales by
location.
The direct allocation process is slightly different. The master chart of accounts file contains
three sort keys or sets of account numbers which
are established at the time the file is created. All
journal entries are input into the system using the
expanded allocation form illustrated later. The individual lines of each journal entry are sorted in
allocation account number order. The amounts
are then summarized by account number and input into the trial balance master file correspond-

ing to the allocation sort key. The result of this
process is shown in Exhibit 1. To produce an allocation report, the account records are sorted in
ascending order by account and passed to the report generator (see Exhibit 2). The direct costing
report uses the same master file but is sorted on
the direct key before being passed to the report
generator. The output of this process is shown in
Exhibit 3. The direct allocation report generation
process is the same as for direct costing.
OVERHEAD RATES
The second change that has to be made is the
methodology used to establish overhead. Separate
rates for fixed and variable overhead have to be
established. This is necessary in order to calculate
the fixed cost allocated to inventory, the inventory
variance, and the change in fixed cost allocated to
inventory for the period —the production bias.
The master chart of accounts also contains individual fixed and variable cost accounts for each
type of inventory account used as well as for the
production bias and inventory variance accounts.
THE JOURNAL ENTRIES
The third change is the recording of the entries
for the production and sales process. They are
similar to the current allocation method, except
that the fixed and variable cost components are
booked individually:
W.I.P. -fixed costs
XXX
103
W.I.P -- variable costs
XXX
106
XXX
102
Raw materials
XXX
Fixed costs of production
XXX
Variable costs of production XXX
XXX
To set up work -in- process inventory
Finished goods —fixed
costs
XXX
Finished goods— variable
109
costs
XXX
XXX
103
W.I.P. —fixed costs
W.I.P.— variable costs
106
XXX
To set up finished goods inventory
108

Exhibit 1
TRIAL BALANCE AFTER DIRECT - ALLOCATION ADJUSTMENTS
Acc ount numbe rs
Direct
Allocation
Direct
costing
costing allo cation
10 1
10 1
10 1
102
102
102
103C
103
103
106
106
106
104C
108
108
109
109
109
20 1
20 1
201
30 1
301
30 1
302
302
302
105C
303
250
401
40 1
401
501
50 1
50 1
502
502
502
503
30 4
503
504
504
50 4
C = C o ntra acc o unts
Deb it = Po sitive
Cred it = Neg ative
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Account de scrip tion

Amo unt

Other assets
Raw m aterials
W.I.P. -fixed costs
W.I.P. - variable costs
Finished goods -fixed costs
Finished goods - variable costs
Other liabilities
Othe r eq uity
Retained earnings
Inve ntory variance
Revenue
Variable costs of goods sold
Fixed costs of goods sold
Production bias
Other expenses
To tal o f d eb its and credits

$ 4,700
3.0 00
1,500
1,800
4,000
5,0 00
—4,300
—4,000
—3,000
—5,500
— 20,000
10,000
8,0 00
—2,000
80 0
0

Variable costs of goods
sold
XXX
Fixed costs of goods sold XXX
502
Finished goods —fixed costs XXX
108
Finished goods — variable
109
XXX
costs
To establish costs of goods sold for the period
501

In order to introduce direct costing into the system, the inventory variance and the production
bias will have to be established. The effect of the
fixed cost allocated to the opening inventory has
to be removed from retained earnings, as this is
considered a period cost under direct costing and
MANAGEMENT ACCOUNTING /MAY 1978

is expensed in the period in which these costs are
used in production. Under allocation costing, the
inventory variance is considered a component of
retained earnings as shown in Exhibit 2. The following entry will only have to be made when the
direct allocation system is first set up:

modified allocation form with the total cost of
production being used to value inventory. This
statement concerns itself with the basic definition
of net income. Other disciplines in business define

Exhibit 2

303
Inventory variance
XXX
304
Production bias
XXX
To establish the change in fixed costs allocated to
inventory for the current period.

108
109

30 1
30 1
302
30 3
30 4

The Volume Variance Adjustment

Liab ilitie s and e quity
Other liabilities
Othe r eq uity
Retained earning
Inventory variance
Production bias*
Current ye ar inc om e
Total retaine d earnings
Total liab ilities and e quity
Revenue and expenses
Revenue
Variable cos ts o f go ods sold
Fixe d c osts o f g ood s s old
Total co st of go ods so ld
Gross profit
Other expenses
Current ye ar inc om e

$

Assets
Other assets
Raw mate rials
W.I.P. -fixed costs
W.I.P.-variable costs
Total W .I.P. invento ry
Finished goods -fixed costs
Finished goods - variabte costs
Total finished goo ds inventory
Total assets

4,700
3,0 00

1,500
1,800

$

101
102
103
106

3,3 00
4,000
5,000

$

The next entry shows the influence of the current
period's production on net income by establishing
the production bias. The following example assumes that inventory was contracting during the
period. If inventory was expanding during the period, the entry would be reversed:

ALLOCATION COST REPORT FROM ALLOCATION ACCOUNT
SORT WITH ACCOUNT NUMBERS

9,0 00
$20 ,0 00
4,300
4,0 00
3,0 00
5,5 00
2.0 00
1.200

$

302
Retained earnings
XXX
303
Inventory variance
XXX
To remove the opening cost effect of allocation
costing from retained earnings

$11 ,7 00
$20 ,0 00

In previous illustrations, an assumption was
made that average costs were used to value inventory or that standard costs exactly equaled actual
costs. If standard and actual costs are not equal,
then variances will be produced. There are two
options to deal with this situation: allocate the
variance accounts between inventory and the cost
of goods sold or charge the variances to profit and
loss. Under the first option, the standard costs are
recalculated so they are equal to average costs.
The only adjustment that has to be made is to
make sure that the distinction between fixed and
variable costs are maintained, and that the production bias and inventory variance is adjusted for
the revised standards. Under the second option
the situation is quite different.
Direct costing contains no fixed cost volume
variance as all fixed costs are charged to profit and
loss, and inventory is valued at variable cost only.
By referring to Exhibit 4, we can see that the volume variance created with standard costs is part
of the production bias. This means that the volume variance would be classified as part of the
inventory variance when a direct costing statement is produced and as part of the profit and loss
statement for allocation costing. The only additional entry needed will be one to record the sales
volume variance that is recorded just as the production bias was in the prior illustration.

502
503

The Direct Allocation Report

504

Exhibit 5 presents a report that takes a completely different outlook. It sorts this file in still
another order. The result is an income statement
in a direct costing fashion and a balance sheet in a

Notes:
Account numbers 103, 104, and 105 of f se t e ach other and are not shown.
• This ac co unt may be a d e bit o r cred it balance .
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_
$

504

$20,000
$10,000
8,0 00

$

40 1
501
502

18,000
2,0 00
80 0
1,200

This acc ount may c ontain a de b it or cre dit b alance .

Exhibit 3
DIRECT COST REPORT FROM DIRECT ACCOUNT SORT WITH
ACCOUNT NUMBERS

Revenue and expenses
Revenue
Variable cos ts o f go ods sold
Co ntrib utio n m argin
Fixed Cos ts of go ods sold
Less pro duction b ias '
Fixed co st of production
Other expenses
Current year income

$1,800
5,0 00
6.8 00
$14,500
4,300
4,000

$3 ,0 00
3,20 0
6,2 00
$14 ,5 00
$20 ,0 00
10,000
$10 ,0 00
$8,000
2,000

$

401
501

Liab ilitie s and eq uity
Other liabilities
Othe r eq uity
Retained earning
Current ye ar inc om e
Total retained earnings
Total liab ilitie s and e quity

$ 4,7 00
3,0 00

$

20 1
301
302

Assets
Other assets
Raw m aterials
W.I.P.-variable costs
Finished goods - variable costs
To tal variable co sts o f inve ntory
Total as sets

$

101
102
106
109

6,0 00
80 0
3,2 00
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"The inventory
variance would
be an account
similar to
deferred taxes. "

net income as a breakeven function, Net income is
equal to sales less fixed and variable costs.' Accountants, on the other hand, define net income as
sales less expenses.` The two definitions result in
the same net income except in the case of the
manufacturer. The accountants' "generally accepted accounting principles" definition of net income for a manufacturer can be shown to be equal
to sales less fixed and variable cost plus or minus
the production bias.' No discipline outside of accounting uses this last definition of net income.
The reason this occurs is that accountants transform fixed and variable costs of production into
variable costs as if fixed costs never occured.
When fixed and variable costs are allocated to the
cost of production, no problem is created. The
reallocation of the cost of production to inventory
causes the transformation of this bundle of costs
into a variable cost, and the production bias is
created. The act of producing for inventory cre-

Exhibit 4
CALCULATION OF THE PRODUCTION BIAS COMPONENTS AT
STANDARD COST
P B = (C hange in units of invento ry) X (S tand ard fixe d co st p e r unit)
PB = (P ro duc tion in units — Sale s in units )
x (S tand ard f ixe d c o st p er unit)
PB = [(P ro d uc tio n in units — Standard volum e) X (Standard fixed cost per
unit)] + [(S tand ard vo lum e — S ale s in units )
x (Stand ard fixed co st per
un i t) ]
P B = (Prod uc tion volum e variance + Sale s vo lume varianc e)

Exhibit 5

401
501
502
503

•

504
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Liab ilitie s and e quity
Other liabilities
Invento ry variance
Othe r eq uity
Retaine d earnings
Curre nt ye ars inco me
Total retained earnings
Total liab ilitie s and eq uities
Revenue and expenses
Revenue
Variable c osts o f g ood s s old
Contribution margin
Fixed costs of goods sold
Less production bias*
Fixed costs of production
Other expenses
Current ye ar inc om e

3,30 0
4,0 00
5,0 00
9,0 00
$2 0,00 0

$

20 1
25 0
301
30 2

4,700
3,0 00

$1,500
1,8 00

4,3 00
5,5 00
4,000

$3 ,0 00
3,2 00
6,20 0
$20,000
$2 0,00 0
10,000
$10 ,0 00
$8,000
2,0 00

This ac c ount m ay c o ntain a de b it o r c red it b alanc e

$

108
109

Assets
Other assets
Raw materials
W.I.P. -fixed costs
W.I.P.- variable costs
Total W .I.P. inventory
Finished goods -fixed costs
Finished goods - variable costs
Total f inis he d goo ds invento ry
Total as sets

$

101
102
103
106

$

DIRECT - ALLOCATION COST REPORT FROM DIRECT
ALLOCATION ACCOUNT SORT WITH ACCOUNT NUMBERS

6,0 00
80 0
3,2 00

ates income by removing expense. In accounting
for the goods in the inventory at any point in time,
the major objective is the matching of appropriate
costs against revenues so that there may be a
proper determination of the realized income. The
production bias is directly related and traceable to
goods not sold and, therefore, cannot cause realization or realized income. The entry that created
the production bias did not meet the test for realization, but it did create realized net income. There
was no market transaction for this entry; therefore, no income could be created by a totally internal transaction.'
The total cost of inventory appears to be useful
information that has stood the test of time. The
"lower of cost or market rule" for inventory has
not been seriously considered for change since its
inception. This rule has some implications for the
direct allocation method. If the total cost of inventory is useful information, and the fixed cost of
production allocated to inventory is not allowed
to influence net income, then the inventory variance is a necessary account. It can be viewed as
those period costs that have expired which will be
recaptured from the sale of inventory. The lower
of cost or market rule becomes the aggregate test
used to indicate whether or not the inventory variance will, as part of total inventory costs, have an
expected positive future effect on net income at
the time of sale. The inventory variance would be
an account similar to deferred taxes. Neither a
liability nor an equity, it would be a suspended
form of equity.
The direct allocation method could be the best
way of reporting for management purposes. It
would eliminate the management pressure to
build up inventory to increase profits. Direct costing eliminates the effect of the production bias,
and allocation costing highlights the total costs of
inventory. The total cost would tend to keep inventory from rising when fixed cost is a large part
of the costs of production. The inventory variance
has to be considered with any financial projection
method for net income that uses a breakeven function because of the tax effects it produces.
Conclusion
The suggested multi -key organization of the financial reporting data base gives management the
ability to generate direct, allocation, or direct allocation costing report automatically at the end of a
period. The direct allocation system provides a solution to the conflict between the direct and allocation costing systems. The income produced results from a breakeven function which gives accountants the same functional definition of income as other disciplines in business. At the same
time, the total cost of inventory is retained. This
has shown to be useful financial information. The
Continued on page 46
MANAGEMENT ACCOUNTING /MAY 1978

Needed: Improved Pension
Accounting and Reporting
The combination of acceptable methods of measuring pension
costs and the ra nge of a ssumptions u sed makes analysis most
difficult if not impossible.

By Jack L. Smith

ee mortality, turnover, and retirement age. The
combination of acceptable methods of measuring
pensions costs and the range of assumptions used
in the elements of these methods makes analysis
most difficult if not impossible. It is as if corporate
management reported significant depreciation for
the year but used a depreciation method which
was not fully understood and a variable rate of
depreciation which was not disclosed. Accounting
for pensions is further complicated by the fact
that the accounting must be made for two entities,
the sponsoring company and the pension plan.
This is confusing for some, and the relationships
between pension expense, contributions, benefits
paid, pension assets, and pension accruals become
somewhat difficult to follow.

Over the past decade, accounting for pensions has
become one of the most significant and perhaps
least appreciated areas of concern for accounting.
The Employee Retirement Income Security Act of
1974 (ERISA) has had a major impact on corporate contributions to pension funds, on reporting
requirements to governmental agencies, and on fiduciary responsibilities. However, it has not, nor
was it designed to, directly affect financial reporting. ERISA was written and enacted in response
to an increased concern over the ability of business organizations to provide pension benefits to
employees as promised. Accounting for pensions
for financial purposes is currently governed by
APB Opinion No. 8, "Accounting for the Costs of
Pension Plans," written in 1966.' Only recently Terms Used in Pension Accounting
has there been an effort to achieve a degree of
While there are many terms that are peculiar to
uniformity in accounting and reporting for "de- pension accounting, our discussion is limited to
fined benefit pension" plans. This effort is attribut- those terms which will provide the reader with a
able to the increased size and significance of these basic understanding of the reporting process and a
plans over the past 10 years and to the reporting means with which to evaluate that process. A
requirements of ERISA.
glossary of pension terms is provided as an appendix to APB Opinion No. 8 for those interested in a
Complex and Confusing
more extensive list.
The topic of pension accounting is extremely
complex and confusing. This is due to the fact ACTUARIAL COST METHODS
that pension terminology is not widely underEstimating the amounts to be funded and the
stood, that there are two entities involved, and annual pension expense is an extremely difficult
that there are several methods for determining task requiring the services of a skilled professional
costs. Each of the methods encompass a number actuary. In determining the required funding and
of assumptions such as rates of return on pension the annual expense, the actuary must make cerassets; wage and salary growth rates; and employ- tain assumptions concerning interest rates, emMANAGEMENT ACCOUNTING /MAY 1978
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credit for
all past service
is not always
granted... "
"...

ployee turnover and mortality, and future salary
levels. Based upon these assumptions he selects an
acceptable method to provide the necessary funding and cost allocation for the pension plan. The
methods used are called "actuarial cost methods"
and can be viewed as similar to depreciation
methods for allocating the cost of depreciable
property over its useful life. No matter which depreciation method is selected, the same total cost
is expensed over the life of the asset; similarly, no
matter which of the acceptable acturial cost methods is selected, the same total pension cost will be
expensed over the life of the pension plan. Just as
with depreciation accounting, where the accountant must carefully select that method which most
properly reflects the matching of expenses to appropriate periods, so it is with the actuary's selection of the actuarial cost method.'
NORMAL COSTS
Defined benefit pension plans typically provide
retirement benefits for employees by accumulating
annual service credits. These accumulated service
credits are then multiplied by a specified salary
level defined in the plan, such as the average for
the last three years of full time service. For example, an employee who will have 24 years of service
at retirement age under a plan providing service
credits of 1 -1/ Z percent per year of service based on
a $20,000 average salary for the last three years,
would receive $7,200 retirement benefits per year
(1 -' /z percent X 24 years X $20,000).
The pension costs associated with the annual
service credits generated by the employees for the
year are called the "normal costs." They are determined by the application of acturial cost methods. A simple example will illustrate the determination of the normal costs under one of the actuarial cost methods. Assume that in order to provide for the pension benefits promised, an amount
of $731,059 is needed 25 years hence. If an interest rate of eight percent is assumed, annual deposits of $10,000 will be required to accumulate this
sum ($731,059 - 73. 1, the factor for the amount
of an ordinary annuity of $1 for 25 years at eight
percent). Without considering complications such
as actuarial gains and losses, the $10,000 is the
normal cost.
PAST SERVICE COSTS
Three of the actuarial cost methods compute
separately the costs associated with employee
service credits generated prior to the adoption
date of the pension plan; these costs are called
"past service costs." Past service credits are required so as to provide equity in the pension plan.
If credit for prior service were not granted, employees who started their employment on the date
the plan was adopted would receive the same benefits as those with many years of service. Howev-
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er, credit for all past service is not always actually
granted, since the cost would be extremely high.
To provide a simple illustration of the determination of past service costs, assume that in the
previous example the plan gives credit for five
years of past service. In computing the normal
costs, one of the actuarial costs methods assumes
that there are 30 years to accumulate the required
$731,059 rather than 25. Thus, the normal cost
becomes $6,453 ($731,059 = 113.28, the factor
for the amount of an ordinary annuity for $1 for
30 years at eight percent). The past service cost is
calculated by accumulating the five annual payments of $6,453 at eight percent that were assumed to have been, but were not actually paid
into the fund. This amount is $37,857
($6,453 X 5.87, the factor for the amount of an
ordinary annuity of $1 for 5 years at eight percent).
Notice that the $6,453 normal cost of this example is significantly less than the $10,000 normal
cost of the previous example. Prior to ERISA this
would perhaps provide a firm with an incentive to
select the method that results in the lowest funding requirement.
Unfunded past service costs represent the difference between the past service costs and the total of
the pension fund. It is the relationship of this figure to average pretax accounting income that provides investors with a measure of the ability of a
company to provide for future pension benefits.
VESTED BENEFITS
Many pension plans provide that after 10 years
of service employees have an irrevocable right to
100 percent of the benefits accrued to date without
continuing their service to the company. Of
course, these benefits would not be paid until normal retirement age, generally 65. Other plans provide a graded scale to this irrevocable right; 25
percent of the benefits after five years, five percent
for each of the next five years, and 10 percent for
each of the following five years. This irrevocable
right which is not contingent upon continued
service is referred to as "vesting." The pension
benefits associated with vesting are called "vested
benefits."
APB Opinion No. 8 requires that the excess of
the actuarial computed value of vested benefits
over the sum of the balance sheet accrual and pension fund be disclosed. The calculation of the vested benefits can be illustrated by a simple example.
Assume that an employee has been employed for
15 years under a plan providing for annual pension benefits to be based on a formula of two percent per year of service times the average last
three year's salary. The employee's average last
three year's salary is $16,000. Assume, further,
that retirement benefits are to commence when
the employee reaches age 65 (10 years hence) and
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that his life expectancy is an additional 12 years
beyond age 65. Thus, the employee has an irrevocable right to an annuity of $4,800 per year
($16,000 X .02 X 15 years) for 12 years commencing 10 years from the balance sheet date. The
actuarial computed value of the vested benefits in
this simple illustration at eight percent interest is
$16,755 ($4,800 X 7.54, the factor for the present
value of an annuity of $1 for 12 periods at eight
percent X .46, the factor for the present value of
$1 due in 10 periods at eight percent).
Unfunded vested benefits represent the difference between the actuarial computed value of the
vested benefits and the total of the pension fund.
A measure of a firm's ability to provide for these
contractual irrevocable obligations is the relationship between unfunded vested benefits and net
worth.
The Entities Involved in Pension Accounting
The relationship of the entities and parties involved in pension accounting can be seen by reference to Exhibit 1. Notice that there are two entities for which financial statements must be prepared, the sponsoring company and the pension
plan fund. The statements of the sponsoring company, The Tampa Bay Company, are prepared for
present and potential stockholders, investors and
creditors. It is on these statements, of course, that
the pension expense of the company and any related balance sheet accrual are located. The balance
sheet accrual is a result of differences between
pension expenses and contributions. In a given
year an addition to a liability accrual would be
accomplished by the following simple entry:
Pension expense
Liability for pension expense not
funded
Cash — contribution to pension fund

$100,000

Notice that the Opinion does not require the
disclosure of unfunded past service cost. However,
companies registered under the rules and regulations of the Securities and Exchange Commission
are required to make such a disclosure.
The second set of statements relates to the fund
itself. These statements are prepared by the fund
trustee, in this case the Union, and they are issued
to the plan participants. The pension fund statements come under the rules and regulations of
ERISA. An FASB statement establishing generally accepted accounting principles for defined benefit plans, the most common of pension plans, was
expected to be issued in the near future.' However, it has postponed consideration of this topic.
The role of the independent auditor is to perform the attest function for the financial statements of the sponsoring company and the pension
plan. The actuarial consultant provides actuarial
services to both entities. The actuary, by use of the
actuarial cost methods and assumptions, will determine the annual amount needed to provide for
estimated future pension benefits promised to be
paid to employees during their retirement years.
Management, within the guidelines set forth by
ERISA, determines the annual contribution to the
pension fund based upon these actuarial calculations. More often than not the actuarial method
used to determine eventual funding requirements
is the same method used by the actuary in computing the pension expense for the year.

" . . . there are

two entities for
which financial
statements must
be
prepared ... "

Suggestions for Improved Accounting and
Reporting for Pensions
Several important changes in pension account-

$20,000
80,000

The accounting for pension costs related to the
sponsoring company is governed by APB Opinion
No. 8, which requires the following disclosures:
1. A statement that such plans exist, identifying
or describing the employee groups covered,
2. A statement of the company's accounting and
funding policies,
3. The provision for pension cost for the period,
4. The excess, if any, of the actuarially computed
value of vested benefits over the total of the
pension and any balance -sheet pension prepayments or deferred charges, and
5. The nature and effect of significant matters affecting comparability for all periods presented,
such as changes in accounting methods (actuarial cost method, amortization of past and prior service cost, treatment of actuarial gains and
losses, etc.) changes in circumstances (actuarial
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assumptions, etc.), or the adoption or amendment of a plan.

Exhibit 1
THE TW O ACCOUNTING ENTITIES

Aud iting

Ac tuarial

services

services

if
Tampa
Bay. C o.

mom

Unio n
Pension

Retired
employees

F und
Issued to

Issued to

stockholders

partic ip ants

Com pany
financ ial

financ ial

statements

statements

F und

45

PV

Current payroll

PV value of future payrolls

of

Pension expense

pension benefits

If the current payroll were $90,000, the present
value of pension benefits $125,000, and the present value of future payrolls $1,200,000 then the
pension expense would be $9,375.
The FASB should require the exclusive use of
the aggregate cost method in any new standard on
pension accounting that it may issue. The new
standard should provide an appendix illustrating
in as simple a fashion as possible, the application
of the aggregate cost method to a set of hypothetical data. It is realized that the services of a skilled
professional actuary are required to implement
the actuarial cost method, but the fact remains
that management is responsible for the presentation of the financial statements and these statements must be audited by an independent accountant. In addition, statement users must be
able to effectively analyze the data contained in
the statements. These facts make it imperative
that the actuarial cost method be understood by
these groups.
A second area for improved pension reporting

is that of disclosure. In addition to the present
disclosure requirements of APB Opinion No. 8
and the disclosure of the unfunded past service
costs found in the SEC regulations, the FASB
must require disclosure of the amortization period
for past service costs and of the various assumptions made by the actuary. Without this knowledge, analysis is impossible. As a minimum, disclosure of the assumed fund earnings based on
cost values, of assumed wage and salary growth
rates; and assumed mortality, turnover, and retirement patterns must be required by the new
FASB standard.
The FASB, in its development of a new standard on pensions, should determine if there are
actuarial reasons why uniformity cannot be
achieved in some of these assumptions. If so, perhaps industry standard assumptions can be used
or some other common element. A degree of uniformity in the actuarial assumptions would most
certainly make statement analysis easier. Finally,
the final statements of defined benefit pension
plans together with their required footnotes
should be presented as a required set of supplemental statements to the financial statements of
the sponsoring company.
Conclusion
Pension costs represent an item in the financial
statements that neither management nor accountants fully understand because of the many assumptions made by the actuary and the alternatives available for reporting. It is time for the
FASB to issue a standard on pension accounting
that will provide guidelines for financial reporting
such that preparers,
financial statements, attestors, and users can properly report and analyze
them.
❑
of

of

of

"The FASB
should require
the exclusive
use of the
aggregate cost
method . . . "

ing and reporting are required in order for financial statements to serve their proper role of communicating meaningful information to informed
users. Pension expenses are currently determined
by one of five actuarial cost methods. These
methods were not designed to allocate costs in a
rational manner but rather to determine annual
funding requirements. One of the cost methods,
however, the aggregate cost method, has been suggested as providing a reasonable cost measurement vehicle. The method relates the current .
year's pension expense to the current payroll in
the same relationship as the present value of future defined pension benefits relates to the present
the future payrolls
those employees
value
who are expected to receive pension benefits.
Thus, the following relationship exists:

' In 1974 the FASB issued Interpretation No. 3, of APB Opinion No. 8, Accounting for the Cost of Pension Plans Subject to the Employee Retirement
Income Security Act of 1974.
' It is important to realize at this point that the actuarial cost methods were
designed to determine the amount of funding necessary to provide for the pay.
ment of pension benefits. They are not funding cost allocation methods.
' In April, 1977 the Financial Accounting Standards Board issued an exposure
draft on the topic.

A DIRECT ALLOCATION FINANCIAL DATA BASE FOR
MANUFACTURING
Continued from page 42
elimination of the production bias will remove
management's ability to manipulate profits and
will remove the effect of a bad production forecast
that builds up inventory and pushes profits up. As
a bare minimum, the present accounting principles should require disclosure of the effects of the
production bias and the inventory variance. As a
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long-term goal, accountants should convert to the
direct allocation system.
❑
' AC 5121.04, Professional Standards. AICPA. ARB No. 43. Chapter 4, as ammended.
' IRC Regs.. Sec. 1.471 -2(f) (6).
' Frederic G. Eichhorn, Working Paper No. 1, "Direct - Allocation Costing. How
the Product Bias in Accounting for a Manufacturing Firm's Inventory Does
Produce a Counter Productive Tax Policy," University of South Carolina at
Aiken, Aiken, S.C., 1976.
' This is the definition used by those in micro - economics and operations research.
AC 1025.21. Professional Standards, AICPA, APB Statement No. 4.
Eichhorn, Op. Cif.
AC 1026.14, Professional Standards, AICPA, APB Statement No. 4.
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Developing a Computer
Program
for Tax Planning
With the appropriate equations, the transition from pro forma
financial statements to a forecasted tax return can be made. Once
the projected return is generated, tax planning can begin.

By Robert M. Borsuk
The tax departments of many large companies
and the larger CPA firms have already demonstrated their ability of employing the computer for
tax planning. But for the majority of smaller firms
and their tax accountants the cost of using the
computer for this purpose has been prohibitive.
As a result, they are still faced with the burden of
calculating and weighing the advantages and disadvantages of various tax alternatives. However,
as computer technology advances it is likely that
the cost of both computer hardware and software
will decrease so that many more firms can economically utilize the computer in tax planning.
This article describes and illustrates a general
approach that the firm's tax accountant can use in
developing a tax planning computer program,
which will conform to the firm's particular tax
situation. See Exhibit 1,
Cash Value Forecast Models
The first major component of the program is
the pro forma financial statement. To generate it,
we must project expected cash values for all of the
accounts in the financial reports. Various computerized economic forecast models are already available for such a purpose. Projection software packages from the relatively simple weighted- average
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method to a more complex method such as regression analysis can be easily integrated with this
program. For illustration purposes, a weighted average method will be used.
The weighted- average method uses the following four steps to arrive at the expected cash values:
1. Select the factors which determine both the unweighted cash values and the set of probabilities associated with those amounts.
2. Using these factors, estimate the unweighted
cash values, and select an appropriate set of
probabilities to apply to the unweighted cash
values.
3. Multiply each unweighted cash value by its respective probability,
4. Sum the weighted amounts to obtain the expected cash value.
For step one, let us assume that two factors, the
external environment of the business and the attitude of management, are important to the projection of one particular cash value, sales revenue.
The first factor can be determined by analysis of
the past and current economic events surrounding
the firm's recent history. Such information can be
obtained by examining financial statements, industry trends, business transaction experience and
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Los Angeles, Calif. He
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$125,000

$110,000

Probability
X
.3
X
.6
X
.1

Expected sales revenue

=

Unweighted
sales revenue
$150,000

=

Exhibit 1
FLOWCHART OF THE MAJOR COMPONENTS

For example, let us assume that there are three
possible sales revenues: $150,000, $125,000 and
$110,000. Further, let us assume that from the
information regarding management's business attitude the associated probabilities are of a speculative nature; they emphasize the best that the client
can achieve. Respective to the above unweighted
sales revenue, the probabilities are 30 percent, 60
percent and 10 percent.
At this point the computer comes into play. It
accomplishes the two remaining steps using a matrix format:

=

other sources. This investigation will provide an
insight as to whether a stable or changing business
situation exists and will assist in estimating the
unweighted sales revenue. Next, the attitude of
management can be determined by various inquiries which would indicate whether management
approaches each venture with extreme caution or
with an inclination to speculate. This would provide the information necessary to establish a set of
probabilities to associate with the unweighted
sales revenue.

Weighted
sales revenue
$45,000
$75,000
$11,000
$131,000

By repeating this process for the various financial accounts, the projected cash values for the pro
forma statements can be compiled. Admittedly,
while such projection methods are not perfect,
they are better than relying on last year's financial
statements. In addition, the results obtained here
will tend to provide a better data base which can
then be used to generate a pro forma tax return.
Tax Computation Formulas
In order for the computer to generate the pro
forma tax return from the pro forma statement, a
set of formulas based on the Internal Revenue
Code must be derived. These formulas will enable
the tax accountant to estimate the amounts to be
included, excluded, deducted, exempted or credited in the pro forma tax return. Tax minimizing
decision rules —such as the criteria for choosing
from among the available tax elections —are also
included in this component of the program, Basically, there are four steps in developing such a
formula:
1. Determine and define the variables in the related Code section,
2. Determine which constraints apply.
3. Derive the formula.
4. Derive a tax decision rule.
Code Section 1348 (maximum tax), 1201 (alternative tax) and 1202 (capital gains deduction) will
be used to illustrate the procedure to be followed.
CODE SECTION 1348

Maximum tax affords an excellent initial opportunity to demonstrate how the Code sections can
be interpreted mathematically. However, because
the maximum tax is applicable to every filing
status under Code Section 1, this illustration will
48
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be limited to the sole proprietor who files under
Section 1(c), using the tax table for unmarried individuals (other than surviving spouses and heads
of households). The first step is to identify the
variables in Code Section 1348:
PSI = Personal service income
LPSI = Tax liability on personal service income
NSI = Non - personal service income
LNSI = Tax liability on non - personal service income
TLI = Total tax liability to the individual
( )* = A symbol referring to a multi -step operation in which the tax liability under Section 1 is
computed on the amount in the parenthesis.
Code Section 1348 places a 50 percent marginal
tax rate limit on personal service income. Under
the Section 1(c) tax table the taxpayer is subject to
a 50 percent marginal rate on taxable income between $32,000 and $38,000. Therefore, Section
1348 can be optimally applied only when personal
service income exceeds $38,000, i.e., the 50 percent marginal rate.' Because of this, a constraint
on the use of Section 1348 must be made:
If PSI < $38,000, then use the Section 1(c) tax
tables.
Alternatively,
If PSI > $38,000, then use Section 1348.
The next step is to compute the tax liability on
personal service income (LPSI). The formulas can
be stated as follows:
LPSI = .5 (PSI — $38,000) + ($38,000)*
= .5 PSI — $19,000 + $13,290
= .5 PSI — $5,710
Having computed the liability on personal service income it is then necessary to compute the tax
liability on non - personal service income (LNSI):
LNSI = (PSI + NSI)* —(PSI)*
Finally, the tax liability to the individual (TLI)
is obtained as follows:
TL I = LPSI + LNSI
CODE SECTION 1201 AND 1202 FOR
INDIVIDUALS
A more complex situation involving both formula derivation and a tax decision routine will be
illustrated using Code Sections 1201 (alternative
fax) and 1202 (capital gains deduction). These
sections specify different formulas for the individual and the corporation. The first step in deriving
formulas for the individual under Sections 1201
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and 1202 is to determine if there are any other
variables:
OTII = Ordinary taxable income to the
individual (excludes capital gain)
ENLCG = Excess net long -term capital gain
(net long -term capital gain less net
short-term capital loss; called "net
Section 1201 gain" under Section
1201)

"Code Section
1348 places a
50 percent
marginal tax
rate limit on
personal service
income. "

Essentially, Section 1202 requires that only half
of the excess net long -term capital gain (ENLCG)
be left in gross income for taxation. Mathematically, this is expressed as:
TLI = (OTII + ENLCG /2)*
Code Section 1201, however, cannot be expressed as simply. Section 1201(d) prescribes different methods for computing the tax liability on
ENLCG when such gain is either less than or in
excess of $50,000.
In the first case:
If ENLCG < $50,000, then
TLI = (OTII)* + . 25 ENLCG
In the second case:
If ENLCG > $50,000, then
TLI = [ (OTII)* + (.25 X $50,000) ]
+ [ (OTII + ENLCG /2)*
— (OTII + $25,000) *]
The equations for Sections 1201 and 1202, as
they apply to the individual, must now be compared. Before the initial pro forma return can be
finished, the tax accountant must be able to select
the capital gains equation that minimizes the
overall TLI. If the results of Code Section 1202
are equal to or greater than for Section 1201, then
use Code Section 1201.
CODE SECTIONS 1201 AND 1202 FOR
CORPORATIONS
Again, the first step is to determine relevant
variables for the corporation under Code Sections
1201 and 1202:
TLC = Total tax liability of the corporation
OTIC = Ordinary taxable income of the corporation (excludes capital gain)
MTRC = Marginal tax rate of the corporation
TTIC = Total taxable income of the corporation
DPCS = Dividends paid by corporation to shareholder
( )# = a symbol referring to a multi -step
operation in which the tax liability
under Section 11 is computed on the
amount in parenthesis.
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"The basic tax
planning model
can be stated in
f1Ve Steps ... ••

The exclusion of corporations from Section 1. Should the proprietor incorporate?
1202 means that the excess net long -term capital 2. If so, how much can be distributed optimally
to him in the form of dividends and salary?
gain must be fully included in the gross income of
the corporation ifSection 1201 is not used. This
The comparison basis to both questions insituation gives rise to the following equation:
volves setting the sum of the tax liabilities of the
corporation and shareholder - employee against the
TLC = (OTIC + E NLC G)#
tax liability of the sole proprietor. By varying the
amounts
of dividends and salary distribution, and
As an alternative, Code Section 1201 allows "net
comparing
the resultant changes in tax liabilities,
Section 1201 gain" to be separately taxed at a 30
a determination can be made as to when incorpopercent rate, or:
rating will be advantageous.
TLC = (OTIC )# + .3 E NLC G
Example
For the past five years you have been employed
as a management accountant by a youthful and
dynamic sole proprietor. His only source of income is a boat rental business which has become
increasingly more profitable. He also holds unimproved lakeside property that has substantially
appreciated since its purchase in 1968. This year a
real estate development company offered to buy
If MTRC = .48 and TTIC > $75,000, then use
some
of that property and your boss is very seriSection 1201.
ously considering the offer. He has now come to
you to inquire if it would be advantageous for him
Alternatively,
to incorporate the business in view of his increasIf MTRC < .48 and TTIC < $75,000, then
ing rental profits and the forthcoming real estate
use Section 1202.
gains. He feels that he would be happy with a
Tax Planning Models
$30,000 salary if incorporation were advisable.
The pro forma financial statements that you
With the appropriate equations, the transition
from pro forma financial statements to a forecast- need can be developed through the use of a
ed tax return can be made. Once the projected weighted- average model. Under step one of this
return is generated, tax planning can begin. By model, information is accumulated regarding two
comparing a currently generated tax return with primary cash values —boat rental profit and real
the one that had been previously projected, the , estate gain. By examining the trend in rental ineffect on the overall tax liability will be indicated come for the past five years, researching other
when tax related variables such as revenue, salary, boat rental opportunities in the area, and by invesand dividends are changed. The basic tax planning tigating the real estate market, information can be
acquired regarding expected income. Information
model can be stated in five steps:
is also needed concerning your boss's business at1. Decide which tax related variable(s) are to be titude.
Let us assume that three levels of rental profit
altered,
can
be estimated: $50,000, $35,000 and $20,000,
2. Change the initial projected financial statement
and that three levels of real estate gain can also be
to conform to the desired situation,
3. Complete another iteration of tax computa- discerned: $20,000, $15,000 and $10,000. You
also know that your boss is an aggressive and
tions,
4. Compare the results of the current and previ- speculative entrepreneur. Consequently, the associated probabilities for the occurrence of both the
ous returns, and
ofthe
5. Decide which
two situations is more de- unweighted rental profit and real estate gain are:
.3, .6 and .1.
sirable.
The matrix method gives an expected rental
Through the implementation of these steps many profit of:
of the major objectives of tax planning, such as
Weighted net
the minimization of tax liability and the control of Unweighted
rental profit
Probability
rental profit
changes in taxable income, can be obtained.
$15,000
X
.3
Let us now look at a simplified tax planning $50,000
$35,000
X
.6
$21,000
model. Assume a sole proprietor who files under
$2,000
X
.1
the section 1(c) tax table is considering incorpo- $20,000
rating the business. The tax adviser must consider
Expected rental profit
$38,000
two related questions:
=

=

=

The breakeven point for the optimal use of
Code Section 1201 is at a total taxable income to
the corporation of $75,000 with a marginal tax
rate to the corporation of48 percent. Therefore, a
tax decision routine must be used in order to minimize the TLC. The following rule will apply:
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The expected real estate gain can be predicted
similarly:

would be computed without regard to Section
1201:

Unweighted real
estate gain
$20,000
$15,000
$10,000

TLC = ($8,000 + $16,000)#
_ $4,800

Probability
.3
.6
.1

Weighted real
Estate gain
$6,000
$9,000
$1,000

Expected real estate gain

$16,000

The next step is to project the tax returns for
the corporation, for the shareholder - employee,
and for the sole proprietor. Section 1348 can be
used only with regard to the individual's return.
The constraint in this case is that in order for the
maximum tax formulas to be beneficial, PSI must
exceed $38,000. Since the proprietor's PSI is equal
to $38,000, and his proposed shareholder- employee salary is only $30,000, the Section 1(c) tax tables would have to be used to compute the individual tax, TLI, for both alternatives.
However, due to the expected real estate gain,
Sections 1201 and 1202 must also be considered in
computing TLI for the proprietor.
Under Section 1202:
TLI = ($38,000 + $16,000/2)•
_ $17,790.
Under Section 1201:
TLI = ($38,000)• + (.25 X $16,000)
_ $17,290.
A comparison of the results shows that the alternative tax should be used in computing TLI for
the sole proprietor.
For the shareholder - employee, two situations
must be considered in addition to the corporate
tax:
1. Situation A - A certain salary paid to the
shareholder - employee but no dividends.
2. Situation B - A certain salary paid to the
shareholder - employee plus dividends.
Under situation A, the tax on the shareholder employee is based on the salary of $30,000:
TLI = ($30,000)'
_ $9,390
The corporation's tax is based upon the $8,000
of net rental profits ($38,000 rental less $30,000
salary) and the expected real estate gain of
$16,000. By examining the tax decision rule for
the optimal use of Section 1201, you will find that
the alternative tax will not yield a minimum TLC
in this case. This is because MTRC is less than .48
and TTIC is less than $75,000. Therefore, TLC
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It is apparent in situation A, when we compare
the tax situation of the sole proprietor with that of
incorporation, we find that incorporation is an advantageous election. The shareholder - employee
tax plus the corporation tax is less than the sole
proprietor tax.

•' ... it is
necessary first
to identify the
firm's particular
tax situation. "

$9,390 + $4,800 < $17,290
However, the maximum distribution of dividends
(DPCS), in addition to the $30,000 "reasonable"
salary, must also be determined in order to effect
the decision to incorporate. This is situation B.
The Section 1(c) table taxes income "over
$26,000 but not over $32,000" at a marginal rate
of 45 percent. Since the employee - shareholder salary is $30,000, this leaves only $2,000 to be taxed
at the same marginal rate before moving up to the
next tax bracket. Thus, an upper limit of $2,000 is
placed on the dividends, paid in this first iteration
and we find that:
$9,390 +.45 (DPCS - $100) +$4,800= $17,290
DPCS = $6,989
Since the dividend exceeds the $2,000 constraint
in this iteration the dividend must be calculated
again at the next marginal rate of 50 percent. The
dividend constraint in this marginal bracket is an
additional $6,000; the Section 1(c) table taxes income "over $32,000 but not over $38,000 at a
marginal rate of 50 percent.
$9,390 + (.45 X $2,000) + .5 (DPCS - $2,100)
+ $4,800 = $17,290
DPCS = $6,500
Since the total dividend is within the constraint of
this iteration a maximum level of dividend and
salary distribution has been found. This is at a
salary of $30,000 and a dividend of $6,500. A distribution up to this amount still allows incorporating to be advantageous in terms of minimizing the
total tax liability.
Summary
To determine the needs and requirements for
tax planning, it is necessary first to identify the
firm's particular tax situation. After identifying
the situation, the tax accountant can determine
what tax laws are involved and how much tax
planning is required. Next, the major components
Continued on page 57
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Disclaimers of Audit Opinion
An astute trader might be able to sell the security short, for an
abnormal profit, once such an opinion is announced.

f
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By Paul Frishkoff and Robert Rogowski
During the past decade, little research effort has
been expended in assessing the impact of auditor's
opinions, particularly "less- than -clear opinions."
What research has been done, has been concentrated on opinions that were qualified due to accounting changes. However, there is little evidence to suggest or to prove that qualifications for
lack of consistency (due to accounting changes)
carry much stigma or opprobrium, especially
since many such opinions contain mollifying language which expresses the approval or concurrence of the auditors toward the change.
The original intent of this article was to assess
the frequency and impact of various forms of
opinion, the receipt of which might be deemed
"unpleasant." It was our intent to include qualifications for violation of generally accepted accounting principles (GAAP), qualifications for
contingencies ( "subject to" opinions), adverse
opinions, and disclaimers of opinion. However, after our initial inquiry, utilizing the services of the
National Automated Accounting Research System (NAARS) operated by the AICPA, we decided to narrow our scope considerably. For adverse
opinions and qualifications due to GAAP, the
problem was a paucity of opinions. The very few
(eight) published adverse opinions all dealt with
insurance companies, which had complied with
statutory accounting principles but not with
GAAP. Such opinions carry neither much stigma
nor much information; moreover, the SEC is
gradually requiring insurance companies —the
main offenders —to comply with GAAP. The
qualifications for violation of GAAP were largely

similar to those for adverse opinions. In contrast,
the problems of assessing the impact of the "subject to" opinions were aggravated by their sheer
profusion and the staggering diversity of reasons
offered by auditors for qualifying.'
This article, then, will deal only with disclaimers of opinions. A disclaimer means that an auditor is "unable to render an opinion" on the financial statements taken as a whole. Two principal
reasons for a disclaimer are:
1. There is a limitation in scope, which is usually
imposed by the client. One would not expect
such constraints to be exercised by publicly held corporations, which are required by the
Securities and Exchange Commission to have a
full audit performed by an independent accountant. Indeed, the entire NAARS file contained not a single disclaimer due to scope.
2. The disclaimer is based on the inability of the
auditor to resolve the outcome of a "very material" contingency, including the possibility that
the audited corporation may no longer be a going concern. (Although stemming from some
of the same causes as the "subject to" opinion,
the disclaimer ought to be reserved for instances where the auditor's doubts are extremely severe. However, many auditors believe that
the "subject to" opinion is not appropriate in
situations where the going concern assumption
is of dubious applicability).
Our intent is to study both the recent frequency
of disclaimers and their impact on securities
prices.' See Exhibits 1 through 4.
We are, of course, well aware that the impact
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on individuals (such as bankers, individual shareholders, executives, and others) may diverge from
that on securities prices. Yet, so long as methodology for measuring the impact on individuals (primarily questionnaires and "lab studies ") is as specious as it now is, we felt that any quantitative
assessment ofindividual impact would be meretricious. We do, however, want to acknowledge that
the "audience" for annual reports of publicly held
companies encompasses more than a faceless and
emotionless "securities market,"
Prior Research on Frequency of Occurrence
We are unaware of any recent journal articles
which deal with disclaimers. As most readers
know, Accounting Trendsand Techniques, an annual publication of the AICPA, tabulates data
from the annual reports of600 rather large, publicly -held corporations. As one might expect, the
1973 edition, which covers reports for fiscal 1972,
showed that none of the 600 firms received a disclaimer.' In a more comprehensive survey, relating to data from a decade earlier, some 2,250 corporate (industrial) annual reports for fiscal 1963
were examined.` Only seven of them received a
disclaimer. The reader is reminded that both these
studies included only publicly -held, non - regulated
enterprises.
We might then reach a preliminary conclusion
that disclaimers are most unusual for publicly held corporations. Yet considerable space is devoted to such opinions in auditing textbooks, in
Statements on Auditing Standards, (SAS Nos. 1
and 2), and in a recent monograph on audit opinions.` A recent feature article in the Wall Street
Journal reinforced the concern of financial analysts for the ambiguity of both the disclaimers and
the qualification for contingencies. About disclaimers, the author said, "Such a drastic pronouncement by an auditor is commonly read as a
death knell to a company, and it is cause in itself
for the major stock exchanges to suspend a company's shares from trading." '
Thus, despite the rarity of such opinions for
publicly -held corporations, we don't feel that their
impact is a trivial one. They may have been a rarity only because corporate management tried to
avoid receiving them.
Stated Policy of Regulatory Bodies and
Exchanges
It might be supposed that the receipt of a disclaimer might invoke sanctions from the SEC or
from the securities exchanges. This is not necessarily so. The SEC does require publicly -held corporations (as defined by the SEC) to include a set
of "certified" financial statements in the initial application for registration and in the annual reports
to the shareholders and the SEC, as well as in
certain special instances (e.g., new offerings)
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thereafter.' There is no specific language, however, in various SEC publications, which indicates
that a security will be automatically suspended
upon receipt ofa disclaimer. Rather, the philosophy appears to be that receipt of such an opinion
is to be viewed as additional evidence of instability
on the part of the registrant.
Both the New York Stock Exchange (NYSE)
and the American Exchange (AMEX) require audited annual financial statements. The NYSE requires that such statements "be accompanied by a
copy of the certificate made by such independent
accountants in respect of the audit of such statements, showing the scope of such audit and the
qualifications, ifany, with respect thereto." The
AMEX uses essentially similar language. There is
no explicit language stating that certain forms of
audit opinion are unacceptable.
A NYSE representative informed us in a telephone conversation that the disclaimer was taken
as partial evidence of unsatisfactory financial condition, but that each case is considered on its merits. Thus, Penn Central Railroad stock was still
trading on the NYSE at the date this was written;
note that the Penn Central received a disclaimer
not for being in a regulated industry but because
of its unstable financial condition!

Robert Rogowski is an
Assistant Professor of
Accounting at the
University of Montana.
He holds a B.S. degree
from the University of
Illinois and M.B.A. and
Ph.D. degrees from the
University of Oregon.
Dr. Rogowski is a
member of the Eugene Springfield Chapter.

A Theoretical Model and a Hypothesis
Circumstantial evidence suggests that a corporation's management would attempt to avoid receiving a disclaimer. Receipt of such an opinion
might expose a firm to grave potential risk in the
capital markets. Also, since the stock exchanges
have the discretionary power to de -list any firm in
an unsatisfactory financial condition, a disclaimer
may constitute sufficient evidence to merit delisting.
In negotiations with clients, independent auditors may dramatize the negative effects of "unpleasant" opinions to force compliance with
GAAP if at all possible. This appears to be the
most likely explanation for the paucity of qualifications for GAAP and of adverse opinions. Evidence supporting this contention is meager due to
the confidentiality of the auditor- client relationship, but conversations with representatives of
several national CPA firms do support this view.
Moreover, since considerable public disclosure of
reasons for changing auditors is now required by
the SEC, the potential for avoiding a disclaimer
by switching auditors in mid - stream has been
sharply constrained.
Whether or not delisting occurs, the disclaimer
may adversely affect the financial capabilities of a
firm. Securities prices may decrease if such opinions trigger unfavorable perceptions of future
earnings by market participants. Conversely, these
negative perceptions of future performance may
be caused by the underlying financial data which
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disclaimers
are anticipated
three months or
less prior to the
announcement
of the

"...

op in io n .. . "

are the basis for the disclaimer. An astute trader
might be able to sell the security short, for an
abnormal profit, once such an opinion is announced. If information search costs are low
enough this may yield a systematic superior profit.
If these contentions are empirically validated,
they would be contrary to the semi - strong form of
the efficient market hypothesis, which contends
that all publicly available information is impounded— instantaneously and without bias —into the
stock price. Studies done by Fama, et. al.,' Ball
and Brown,' Petit, 10 and Waud" have consistently
shown that organized exchanges are efficient for
publicly available information.
An astute trader may anticipate a disclaimer to
earn a superior return." Such anticipation and /or
the use of inside information would indicate that
investors perceive a disclaimer as valuable information." The use of non - published or inside information, essentially the strong form of the efficient
market hypothesis, is difficult to investigate because of the problems of identifying investors with

inside information and the pattern of consistent usage of such information. Lorie and Niederhoffer" suggest that investors with inside information earn a superior return, but Beaver" asserts
that virtually nothing is known concerning the extent to which unpublished data are reflected in
security prices.
The formal d u l l hypothesis is that disclaimers
are anticipated three months or less prior to the
announcement of the opinion and are predictors
of downward stock price movements. Thus, one
could systematically earn superior returns by the
short sale of these securities at any time prior to
three months before the opinion date, or at any
time if the market does not anticipate disclaimers,
Rejection of the null would indicate that the information has no effect because the market has impounded the information already (that is, more
than three months prior to the announcement) or
that the information is irrelevant." (In passing, we
also believe that disclaimers may have deleterious
effects on the perception of the firm by borrowers,

Exhibit 1
COMPANIES RECEIVING DISCLAIMERS DURING 1972 AND 1973
Fiscal year

Reasons
(see below)

12 /3 1/7 3
4/29/72
12 /3 1 /7 2
9/30/73
12 /3 1 /7 2
12 /3 1 /7 2
12 /3 1/7 3
12 /3 1 /7 2
9/31 /73
10 /3 1 /7 2

S
A
LAM
F,R,M
P
S,G,R,L,M
G,C,R,M
S,G,M
S,G,M
X

Peat, Marwick; Weldon Aston Co.
Touche Ross
Clarkson, Gordon
Ernst
Ernst
Lybrand
Sells
Haskins
Peat, Marwick
Peat, Marwick
Sells; Clarence Rainess
Has kins
Price W aterhouse

12 /3 1 /7 3
12 /3 1/7 3
9/31 /72
12 /3 1/7 3
12 /3 1 /7 3
12 /3 1 /7 3
2/02/74
12 /3 1 /7 3
12 /3 1/7 3
12 /3 1/7 3
8/31 /72
6/24 /72

L,C,M
G,R,L,M
G,M
G,R,L,M
G,R,L,M
L,G,M
G,F,C,M
V
F,R,M
L,R,F,M
F,M
R,F,L,M

Alexander Grant
S. D. Leidesdorf
Price W aterhouse
Haskins
Sells
S. D. Leidesdorf
Clarkson, Gordon
S. D. Leidesdorf
Ernst
Ernst
Peat, Marwick
Arthur Young
Alan I. Reich Co.
Sells
Haskins

&

&

&

A ud ito r(s )

&

Company
Group I: S uff icie nt pric e d ata
available (tested Further)
Affiliated Capital
Ampex
Kilembe Copper
KMS F usion
Paterson Parchment
Penn Central
Reading Co. (in re o rg anizatio n)
Reeves Telecom
Ruddick
Sony

&

&

&

Air California
Alpex Computer
Am eric an B io tulture
Associated Mortgage Investors
Dynamics Corp. of America
Kilembe Copper
Mangel Stores
Pacific W estern
Reeves Telecom
Shastina P roperties
Supronics
Trans itro n Electronic

&

Group II: Insuffic ient price d ata
available (no t te sted )

Legend
A: Im po ss ib ility of alloc ating certain losses to partic ular ye ars within a two -ye ar pe rio d. (P rior year' s op inio n was
C:
F:
G:
L:
M:
R:
S:
V:
X:

retroactively d isc laimed .)
Continge nt liabilities and future loss es
Do ubtf ul ab ility to o b tain future f inancing
Explicit me ntio n o f que stio nab ility o f g oing -c o nc ern status
Litig atio n or reneg otiation
Explicit refe renc e to mate riality o f partic ular items
Do ub tful ability to re alize be ne f its f ro m c ertain as s ets
Pe rtains to m ajo r s ub s id iary not aud ited by parent' s auditors
Statuto ry insurance acc ounting varies f ro m G AA P; d iff erence s not d eterm inab le
Cle an as to am o unt m e as ure d in ye n; no op inio n o n amo unt me asured in do llars

Note: Reaso ns , as lis ted abo ve , are in the orde r of appe arance in the aud itor's rep ort.
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employees, and others, but this is beyond the purview of the present study.)
Data Collection and Characteristics of the Sample
The NAARS System, a computerized annual
report file, includes the reports of approximately
3,500 publicly held corporations for fiscal years
between July 1, 1972 and June 30, 1973; and 4,000
corporations (including almost all of the original
3,500) for the fiscal years between July 1, 1973
and June 30, 1974. Thus the universe size is approximately 7,500.
The data source provided a population of 22
disclaimers for the two year period. This includes
two firms that received a disclaimer in each year.
A larger sample was impossible because of the

problem of data collection. Prior to NAARS, a
complete search of annual reports was necessary
to locate disclaimers.
Securities price data were available (based on a
search of the Wall Street Journal) for a six -month
period centered on the opinion date for 13 disclaimers (including the two repeaters). Price data
were available for the full two -year period, December 1972 to December 1974 for the same 13
disclaimers. (Firms are listed in Exhibit 1.)

"The data
source provided
a population
of 22
disclaimers ... "

Empirical Tests
Closing stock prices for three months prior to
and after the announcement of the disclaimer
were collected for each firm receiving a disclaimer." The assumption here is that this six -month

Exhibit 2
TYPICAL CALCULATION OF DIFFERENCES
Stock prices and
industry ave rages

3 m onths p rior
to o pinion
$60•
80•

Sto ck (individ ual)
Industry average

1 m onth prior
to o pinion
$55 0
75 0

0

3 mo nths p rior
to op inion and
1 mo nth prio r

Indexes and
differences

Notes: (Typical)
Stock index
$ 5 5 /$ 6 0
Industry ave rage index

91.67 %,
$75/$80
93.75 %.

=

1 week prior
to o pinion
and opinion

90 .9 1
93 .3 3
-2 .4 2

90.00
107 .14
-17.14

Opinion
date

1 week after
opinion

$4 5
75

$5 0
70

Opinio n and
1 week after
opinion

$45
60

1 week after
op inio n to
1 m onth after

11 1 .1 1
93 .3 3
17.78

1 m onth after
opinion

90.00
85 .7 1
4.29

3 m onths after
opinion
$5 0
65

1 m onth after
op inio n to
3 m onths after
11 1 .1 1
108.33
3.78

3 m onths p rior
to opinio n and
3 m onths after
8133
81.25
2.08

-

=

•

'

=

•

91.67 0
93.75 * •
-2. 08

$50
70

•

1 m onth p rior
to opinio n and
1 week prior

Sto ck (individ ual)
Industry average
Difference

1 week prior
to o pinion

Exhibit 3
TYPICAL CALCULATION OF t -TEST FOR THREE -MONTH PRIOR TO ONE MONTH PRIG
Stock price
Com pany and f isc al ye ar

Ratio

Affiliated Capital
12 /3 1/7 3
Ampex
4/29/72
Kilembe Copper
12/31/72
KMS Fusion
9/30 /73
Paters on Parchment
12/31/72
Penn Central
12/31/72
Reading Co.*
12 /3 1 /7 3
Reeves Telecom
12/31/72
Ruddick
9/31 /73
Sony
10 /3 1 /7 2

=

y

D' - (tD )'
n

=

2 .7 5 /3 .3 7

.8 16

13 .5 /1 6 .7

.8 34

-.0 181

.00 033

8 .0 0 /7 .5 0

1.067

2 5 6 /2 5 8

.9 95

-.0717

.0 05 14

1 .1 9 /1 .2 5

952

3 2 .6 /3 2 .5

1.003

.0 5 1 1

.0 0 26 1

5 .2 5 /4 .7 5

1.1 05

345/315

1.097

-.0087

.0 00 08

4 .8 7 /4 .5

1.0 82

179/188

.9 5 7

-.1249

.0 15 60

2 .7 5 /2 .7 5

1.000

3 9 .1 /4 1 .7

.9 3 9

-.0 614

.0 03 77

2 .3 7 /2 .5 0

.9 48

4 1 .3 /3 9 .1

1.05 8

.1 09 6

.0 1 2 0 1

2 .5 0 /3 .0 0

.8 33

2 3 5 /2 6 9

.8 75

.0 42 0

.0 01 76

2 .5 0 /2 .7 5

.9 09

3 9 .1 /4 1 .7

1.0 88

.1 79 0

.0 32 04

4 7 .0 /4 2 .9

1.0 96

270/257

1.052

- .0 442
:, ' D = - .0 8 8 9

15' _ .075 29

] . 0 7 5 2 9 - (.0 8 8 9 ) '
10

n -1
t

Z /
Sri

-

Difference

Ratio

• In reo rg anizatio n
Sn

Industry average
Index

Index

D

D=

.0 01 9 5

- .0908

10 -1
- .0 8 8 9 /1 0
.0 90 8

- - .09 8
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"A t -test was
used to test the
significance of
differences... "

period encompasses any stock price movements
from the reaction to the audit opinion. Van
Horne" and Kraus and Stoll19 utilize similar
methods. Closing stock prices and market averages are expressed as indices of a base date, which
is the price or average at an earlier date. See Exhibit 2. Data were collected for nine dates for each
disclaimer, They include: three months, two
months and one month prior to the opinion date;
one week prior to the opinion date; one week after
the opinion date; and one, two and three months
after the opinion date. Specific industry averages,
rather than a broad market, were used in an attempt to hold constant the market movements for
homogeneous groups of stocks. Standard and
Poor's was the data source for the industry averages, and since these are based on Wednesday
closing prices, Wednesday closing stock prices
were collected for the disclaimer stocks.
Differences between the price indices and the
market indices were computed by subtracting the
industry average index from the individual security's price index. This difference should represent
the change in price for the stock from the base
date, holding industry stock -price movements
constant. The computation of the differences and
indices is shown in Exhibit 2. A t -test was used to
test the significance of differences, where:
t=

Some Additional Methodological Observations

D/n
SD

where
D = Difference between the specific stock price
index and the industry average index for
each stock in a specific time span
n = Total number of observations in a specific
time span
Sp = Standard error about the mean of the
differences D
Exhibit 4
RESULTS OF STATISTICAL TESTS FOR DISCLAIMERS

Tim e s pan
3 mo nths p rio r to 2 m onths p rio r
3 mo nths p rio r to 1 m o nth p rio r
3 mo nths prior to 3 m o nths af te r
2 mo nths p rio r to 2 m onths af te r
1 m onth p rio r to 1 m onth afte r
1 mo nth prior to I wee k af te r
1 we ek p rior to 1 mo nth af te r
1 we ek prior to 1 week af ter
3 mo nths p rior to o p inio n d ate
2 mo nths prio r to op inion d ate
1 mo nth p rio r to o p inio n d ate
1 wee k prior to o pinion date
Op inio n date to 3 mo nths after
Opinion d ate to 2 mo nths after
Op inio n date to 1 mo nth af te r
Opinion date to 1 week af ter
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Varying periods were tested using the nine
dates for each observation. Exhibit 3 shows a typical calculation of the t -test for the three -month
prior to one -month prior period. Exhibit 4 portrays the results of the t -tests for 16 time spans.
This method provides a more complete perspective of any price reaction. In none of the time
periods examined was the t statistic significantly
different from zero. Although the signs of the t
statistics show a pattern, the magnitude of the t
statistics indicate insignificance. Hence, these results suggest that the information embodied in a
disclaimer is not anticipated, or irrelevant.
It should be cautioned that the sample violates
the criteria of randomness and of having been
drawn from a normally distributed population.
The sample of disclaimers was not random, but
rather a complete population of "unpleasant"
opinions, from which —as explained earlier —
some items were excluded due to lack of data.
Moreover, the population of disclaimers is not
known to be, nor likely to be, perfectly normally
distributed. Thus, any statement that the t -tests
were "significant" at a given level, or that the results thereof can automatically be generalized to
recipients of disclaimers in the future is cavalier.
Nonetheless, the data strongly suggest that the
null hypothesis is refuted.

Average difference
betwee n ind ustry
and s to ck
price indices
—.089
—.091
—1.187
—.328
—.387
—.087
.1 60
—.210
.5 99
.640
.5 84
.4 06
—1.249
—.637
—.548
—.518

t -ratio
—.10
—.08
—.73
—.17
—.18
.07
.1 1
—.15
.2 7
.3 2
.3 2
.2 9
—.70
—.29
—.03
—.05

Several simplifications may appear to bias the
results. The use of industry averages to neutralize
all exogenous factors other than the receipt of the
"unpleasant" opinion may introduce bias. Standard and Poor's industry averages are composed
of securities from the New York Stock Exchange.
The securities in the sample, consisting of NYSE,
AMEX, and over - the - counter (OTC) firms, possess a higher degree of risk than those used by
Standard and Poor. In terms of portfolio theory,
the average beta —the systematic risk of a security—of the sample group is 2.6. In a bear market,
securities with beta greater than one would presumably fall in price more precipitously than the
industry averages (where the averages are composed of securities with average beta of approximately one). For this reason, the sample securities
might be expected to show price performances inferior to those of the industry averages. Moreover,
companies included in the industry averages are
probably larger and older than the sample group.
These possible sources of bias, however, tend to
increase the possibility of the acceptance of the
initial null hypothesis, making the rejection of
that hypothesis a stronger statement!
Dividends were not adjusted for in this study.
An investor in common stocks receives a return
constituted of both dividends and capital gains.
To the extent that dividend yields from companies
receiving "unpleasant" opinions are less than
MANAGEMENT ACCOUNTING /MAY 1978

Conclusion
One conclusion isthat disclaimers, which were
most uncommon for publicly -held corporations a
decade ago, are no more prevalent today. The infrequency of such opinions may have been expected, but many may not be aware of how infrequent
they really are. Of course, such opinions are likely
to be far more common for privately owned concerns, the data for which are most difficult to obtain. Whatever the case may be, our results indicate that either: (1) securities markets are able to
impound information about disclaimers well in
advance of the public distribution of such opin-

your own
expert judgment
is most
valuable.
"

ions and that opportunities for systematic profits
via short sales of such securities are negligible, or
(2) the information for disclaimers is irrelevant.
If you are faced with the impending possibility
of a disclaimer or any other "unpleasant" form of
audit opinion, the impact of that opinion on your
firm's securities prices (if publicly traded) is not
only beyond your control, but is likely to be negligible. If you would worry about the impact of
such an audit opinion, then, concentrate instead
on the individual reader of statements, whose reaction may be difficult to predict. Yet although
the reaction of bankers, fellow managers, and others may be imponderable in the aggregate, it may
be predictable (by you) in the context of your specific company; that is where your own expert
judgment is most valuable.
❑

those for the industry average, one would expect
the capital gain aspect to be more dominant for
the sample. A greater dependence on the capital
gains aspect translates into a greater sensitivity of
the stock price to events — including the type of
audit opinion— affecting the company. Lower dividend yields are indeed often alleged to be characteristic of more risky, "growth- oriented" companies. Thus, if recipients of "unpleasant" opinions
are riskier, and have lower dividend yields, than
the industry averages, the differences between the
sample firms and the averages would be expected
to be greater. Again these differences would tend
to favor acceptance of the original null hypothesis.
A final methodological problem concerns
whether the recipient of a disclaimer also received
a disclaimer in the prior year. In such a case, the
market presumably would impound the "early
warning" of possible violation of the going concern assumption, and the disclaimer in the second
year might have little additional informational
content. Only two of the 13 disclaimer recipients
had received a disclaimer during the prior year,
and both of these firms experienced a large decline
in price during the six -month period which we
studied. These were included in the empirical
tests.

' We are presently researching this subject as a separate issue, and a peculiarly
timely one, since the "Cohen Commission" report suggests the abolition of the
"subject to" in the case of uncertainties. The Commission on Auditors' Responsibilities, Report of Tentative Conclusions. AICPA, New York, 1977.
' The subject appears to be particularly timely, given increasing attention in the
financial press to the impact and content of audit opinions. See for instance,
Frederick Andrews, "Fewer Companies Get Auditors' Full Okay on Financial
Reports." Wall Street Journal, April 17, 1975, pp. I, 18.
' George Dick and Richard Rikert, Editors, Accounting Trends and Techniques.
1973 Edition. AICPA, New York, p. 358.
Paul Frishkoff, An Ernpincal Invastigadon of the Concept of.Wateriality. (Unpublished dissertation, Stanford University, 1969), Ch. IV,
Dr. R. Carmichael, The Auditor's Reporting Obligation, AICPA, N ew York,
1972.
Andrews. Op. Cit., p. 18.
' Louis H. Rappaport, SEC Accounting Practice and Procedure, Ronald Press,
New York, 1972.
' Eugene Fame, et. at, "The Adjustment of Stock Prices to New Information,"
International Economic Retiew, February 1969.
' Ray Ball and Philip Brown, "An Empirical Evaluation of Accounting Income
Numbers," Journal olAccounting Research, Autumn 1968.
" Richardson Pettit, "Dividend Announcements, Security Performance, and
Capital Market Efficiency," Journal of Finance, December 1972.
" Roger N. Waud. "Public Interpretation of Discount Rate Changes: Evidence
on the 'Announcement Effect,"' Econometqca, March 1970.
" The disclaimers may reflect the auditor's assimilation of information which is
publicly available and, thus, is untimely information for traders.
11
This study rests on the assumption that (1) information other than the opinion
is negligible, or (2) the opinion is the only substantial information which was
released during the appropriate time period.
" J. Lorie & V. Niederhoffer. "Predictive and Statistical Properties of Insider
Trading," Journal ofLar and Economics. April 1968.
" William H. Beaver, "Implications of Security Price Research for Accounting:
A Reply to Bierman;' . 4ccounting Review, July 1974.
'• Another possible explanation is that the market does not anticipate, and reacts
upon the announcement of the opinion. Therefore, the null hypothesis that unpleasant opinions are immediately impounded in the stock price when the opinion is publicly announced is also tested.
' Comparisons of closing price quotations between two dates for each disclaimer
and the corresponding market index provide a test of the impact of "unpleasant"
opinions.
" James C. Van H orne, "New List ings and Their P rice Behavior," Journal of
Finance, September 1970.
" Alan Kraus and Hans Stoll, "Price Impacts of Block Trading on the New York
Stock Exchange." Journal of Businexs. June 1972,

DEVELOPING A COMPUTER PROGRAM FOR TAX PLANNING
Continued from page SI
of the program can be determined. Generally,
they are cash forecast models, tax computation
formulas, and tax planning models. These components are linked through pro forma financial statements and pro forma tax returns respectively.
To date, because of the cost of computer hardware and software, only companies with tax de-
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partments and access to computers — especially
the large CPA firms —can afford to utilize this
procedure in developing computer programs for
tax planning. However, in the future as the cost of
computer systems decrease, such tax planning will
become available to an ever larger number of tax
practitioners.
❑
' The effect of tax preference items on Code Section 1348 is not taken into
account in this discussion.
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Lewis Gilbert, Stockholder Advocat^

^ ^l, +^ ^

included in textbooks and eventually on
professional examinations." I feel there

`Are you sure
we're not getting
ripped off on our
property taxes ?"
America's No. 1 Stockholder
Advocate is concerned about
draining corporate profits
unnecessarily. Overpaying your fair
share of property taxes is bad for
you —and bad for your stockholders.
If you haven't had a recent
professional review of your asset
values and local assessment
procedures, you probably are paying
excess taxes.
A review by professional valuation
consultants will give you the facts and
figures you need to start a sound
property tax surveillance program to
prevent excessive assessments and
uncover overloo ked exemptions.
Such a study will examine
assessment practices, property
accounting procedures. engineering
depreciation, and factors of
obsolescence and the marketplace
affecting value for assessment
purposes.
Marshall and Stevens has the staff.

the skills and the experience to
review and improve your ad valorem
tax- control program. Give us a call to
help you "save your assets at
property tax time.
Want to learn more? Any of our 17
local offices have detailed free
property tax 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
Mr G.lbert appears in mb advertisemenl on behalf of at; shareholders and is in no way cornpansaleo directly or indirectly

LETTERS
Cont inued from p ag e 13
Readers co uld b en efit fro m an an alytical comp arison o f t h e ZBB ap p roach
with oth er kno wn mod els such as
PPBS, co st b en efit analy sis, incremental
budgeting system, an d th e trad itio nal
(going con cern ) bu dgetin g mo del. Readers interested in m o re d etails ab o u t th e
ZBB ap proach sh o u ld ex am in e th e recently published NA A booklet, Zero Base Bu d g eti n g , A Pla nn i n g , Reso urce
Allocat io n an d Con tro l To ol.
Ami n A. Elma lla h , Ch a irma n
California State University
Schoo l of Busi ness
Dep t . o fAcct . & Mg t . Servi ce
Chico, Calif.

Multifaceted Accou n tin g Research
The analy sis of Accou ntin g research's
dim ensio ns in Pau l B.W. Miller' s ar ticle, "W h a t is Acco u ntin g Research
Supposed to Do ?" in the Decemb er
1977
is s u e
Of
MAN AG EME NT
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topics into classes. Finally, as the practices becom e well- established, they are

is a m uch closer proxim ity to t he c utting edge of practice on the part of what
the teacher brings to the classroom ,
textbook content, and professional exam inations content than is implied by
Professor Miller. Indeed there are many
cases of these activities providing a leading edge, or at least contem porary position as related to practice, as opposed to
lagging far behind.
Mi lton F. Usry
Regents Professor of Accounti ng
Oklahoma St at e Universi ty
Sti llwat er, Okla.

On Rem aining Free from Incom e Tax

Levon C. Register, in his article,
"H o w Will Exempt Hospitals Remain
Exe m pt ," in the No vem ber 1977 issue,
brought out some interesting points relative to not- for -profit hospitals rem aining free from incom e tax burdens.
It is evident from this article that new
The Asset Management Professionals
governm ent controls m ay be placed on
hospitals sooner than m any adm inistraCOUNTING, was both perceptive and tors think, and in some cases these hossu p po rtive to better understanding by pitals could lose their exem pt status althose who " d o " an d th os e wh o "u se " together. I particularly appreciate Mr .
Register's pointing out some areas of
acco un ting research.
Th e n eed for heightened levels of in- unrelated business that m ay be subject
terface between those who " d o " and to incom e tax exposure; and would also
th o se wh o "use" cannot be overem pha- add to th is lis t, providing laundry sersized , esp ecially when one focuses at the vice to unrelated hospitals and other incu ttin g ed ge of applications of research stitutions, renting com puter time to
findings. For this reason, Professor hospitals and other businesses, and conMiller's assertion that: "Practitioners tract laboratory and contract X -ray
sh o u ld take the initiative and start writ- services to unrelated nursing homes and
in g m o re than they d o ..." is especially non -staff physicians.
Anothe r good point brought out by
relevan t and would return us to a printhis
article was the tax planning steps to
cip al so u rce of "writing" from the earlitake
if a hospital finds it has income
er y ears o f accounting history. A study
that
is
potentially unrelated. I would
o f h isto rical landm a rk contrib utions to
acco u ntin g literature shows that the also add that not - for -profit hospitals
on ce p revalent writing activity by prac- should avoid any advertising except for
titio ners has diminished in a relative recruitm ent of new em ployees. We have
sense. A c all t o a re tu rn to he igh ten ed already had enough problems created
practitio n er involvement, if heeded, is a by the requirement to file form 990; let's
do all we can to avoid filing a 990T or in
step in th e right direction.
Elsewh ere in Profes sor Miller's arti- jeopardizing tax exem pt status altogethcle, a statement is m ade which I feel im - er.
Gary F. Allen
plies so m ewhat of a distortion of facts.
Resident Partner
He states that: "Slowly, the changes are
Dalt on, Pennell & Co.
assim ilated into school cu rricula on an
in fo rmal basis as teachers bring current Lynchburg, Va.
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ANOTHER NEW IDEA
FROM NAA
The answer for more than 50,000 students who complete their formal
education in accounting or business each year!

NAA ASSOCIATE MEMBERSHIP
Many former students, going into accounting or business, faced with
the costs of establishing a new household, and working at entry level
salaries might hesitate to invest $50.00 per year in NAA dues. In order
to help them make an early start on a life -long relationship with NAA,
the Association is introducing, effective June 1, 1978, a new ASSOCIATE
MEMBER category at a reduced rate.

THE FACTS

...
• To be eligible, a man or a woman must apply
within 12 months after the end of his or her
formal education.
• Annual dues are one -half the regular dues.
• Associate Members, whether joining NAA
for the first time, or transferring from student
membership, pay no registration fee.
• At the end of two years, the Associate
Member will automatically be transferred to
regular member status, with the registration
fee waived.
• Applications for Associate Member status
must be accompanied by payment in full.

For information, contact:

National Association of Accountants
Membership Department
919 Third Avenue
New York, NY 10022
(212) 754 -9734

BO O S

FOR THE MANAGEMENT ACCOUNTANT

Business Research Methods
C. William Emory, Richard D. Irwin,
Inc., 1818 Ridge Rd ., Homewood, IL
60430, 1976, 483 pp.—The author's objectives are to provide the reader with a
set of conceptual tools on research techniques that will enable him or her to
understand the nature of scientific
methods as they apply to business settings, to judge whether a research study
is well done, and to do a good job of
planning and carrying out a research
project.
Principles of Money, Banking and
Financial Markets
2nd ed., Laurence S. Ritter and William
L. Silber, Basic Books, Inc., 10 E. 53rd
St., New York, NY 10022, 1977, 556
pp. —This revision emphasizes the history and international aspects of commercial and central banking along with
monetary theory and policy.
Business Loans: A Guide to Money
Sources and How to Approach Them
Successfully
Rick Stephan Hayes, Cahner Books, International, Inc., 221 Columbus Ave.,
Boston, MA 02116, 1977, 170 pp. —Assuming no financial background on the
part of the reader, the author discusses
banks, other private sector lenders and
government institutions. This book
teaches its readers the techniques needed to borrow money for a business.
Handbook for the Analysis of Capital
Investments
Henri L. Beenhakker, Greenwood
Press, 51 Riverside Ave., Westport, CT
06880, 1976, 452pp.—Written for business managers, investment analysts and
others with basic mathematical skills,
this handbook emphasizes the general
nature and proper use of mathematics
as a decision - making tool.
Modern Management Accounting
Ronald J. Thacker and Richard L.
Smith, Reston Publishing Co., Inc.,
Reston, VA 22090, 1977, 596 pp. —The
first goal of the text is to provide coverage that is relevant to the beginning stu60

Any book reviewed here is available from the
NAA Library. Members may borrow books for a
two -week loan period by mail, telephone or personal visit. Address Ms. Ellen Shappe, Manager, Library Services, NAA, 919 Third Avenue,
New York, N. Y. 10022 —(212) 754 -9736

dent of management accounting. The
second, and equally important, goal is
to provide a readable book. Emphasis is
upon the learning process of the student.
Fundamentals of Forecasting

ing a record - keeping and bookkeeping
system for small and medium -sized entrepreneurs. Illustrations show sample
SBA forms, loan applications and other
financial documents for borrowing purposes,
RMA Annual Statement Studies -1977
Robert Morris Associates, 1432 Philadelphia National Bank Building, Philadelphia, PA 19107, 1977, 224 pp.—
Contains composite financial data on
306 lines of business engaged in manufacturing, wholesaling, retailing and
contracting. Financial statement data
on each industry are shown in common
size form and are accompanied by widely used ratios.

William G. Sullivan and W. Wayne
Claycombe, Reston Publishing Co.,
Inc., Reston, VA 22090, 1977, 292
pp.— Whether student, manager, engineer or scientist, all will be able to use
the techniques, discussions, equations, Internal Audit of the Budget Process
examples and illustrations to develop
Richard S. Savich, Institute of Internal
forecasting in their particular areas of
Auditors, Inc., 245 Maitland Ave., Alspecialization.
tamonte Springs, FL 32701, 1976, 48
pp.
—This monograph discusses how
The Cash Management Manual
auditors in several major companies are
William E. Donoghue, Cash Manage- conducting internal audits ofthe budget
ment Institute, 770 Washington St., process and how others may benefit
(Box 542) Holliston, MA 01746, 1977, from this experience. Suggestions are
300 pp. —An up -to -date guide in the made to convince management of the
field of cash management. The author benefits to be derived.
shares with the reader the experiences
of those persons in the corporate -bank- Policy Formulation and Administration
ing relationships on the applications of C. Roland Christensen, Norman A.
the techniques utilized in the life blood Berg and Malcolm S. Salter, Richard D.
of business —its cash flows.
Irwin, Inc., 1818 Ridge Rd., Homewood, IL 60430, 1976, 730 pp. —ProCurrent Value Accounting
vides both text and a selection of cases
Warren Chippendale and Philip L. Def- that can assist those who are preparing
liese, eds., AMACOM, 135 West 50th for a career in business administration
St., New York, NY 10020, 1977, 184 to become acquainted with the opportupp.— Provides an overview of the cur- nities and challenges confronting the
rent value approach and specific refer- top manager of a firm.
ences to uses in every major industrial
country. The editors also have assem- Exploring Accounting Careers
bled a group of experts to provide to- Paul P. Plevyak, South - Western Pubday's executive with up -to -date evalua- lishing Co., 5101 Madison Rd., Cincintions of current value accounting in an nati, OH 45227, 1977, 170 pp. —An exinternational context.
cellent text for career education at the
middle, junior and high school levels.
Efficient Accounting and Record
The activities and projects in this text/
Keeping
workbook are designed to be used in a
Dennis M. Doyle, David McKay Co., variety of ways. A special effort was
Inc., 750 Third Ave., New Yo rk, NY made to keep the material readable by
10017, 1977, 113 pp. —A compact pre- minimizing the technical terms without
sentation usable as a model for develop- changing the factual content.
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Time Off
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DISCOURAGED
I

ABOUT
UPWARD
MOBILITY?

If you're "standing in line" for your
next promotion, perhaps you
should investigate other opportunities.
Let us help you. W e work closely
with leading companies in all industries to help them find accounting talent. Because of our
affiliation with

U,
'Maybe its trying to tell us something. "
Depend en cy Ex em ptio ns:
(Suitable for Matu re Au dien ces)
An excerp t fro m La ven t h a l & Ho rwat h's Mo n t h ly Ta x Rep o rt d a t ed
March 1, 1978, illust ra t es so me o f
the tortuous complexit ies o f t h e
U.S. tax code:
"Wh en on e th inks of dep en den ts
(for tax purpo ses), on e th inks of
kids, gran dp aren ts, an infirm mo th er -in -law and peo ple like th at. It is
not gen erally kn own th at anyone
can be claim ed as a depen dent, p ro vided that the person (1) had less
than $750 in co m e, an d (2) lived in
your ho me fo r th e en tire tax ab le
year, and (3) the relatio nship was
not in vio latio n o f local law. In th is
day of modern life - styles, a pu ritanical IRS is so metim es fo rced to d ig
up arcane ordinances to protect the
m orals o f relu cta n t tax p ay ers (an d
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th e Treasu ry of the United States).
Recently the Service encountered a
tax p ay er living with a young lady
with ou t benefit of wedlock, H e
cla im e d h er as a d epe nde nt on his
tax retu rn , as well as som e m edical
ex p en ses h e paid for her. Upon examination, the taxpayer could
pro ve th at the lady lived in his
ho me all year and had less than
$750 o f in com e. Unim pressed, the
IRS agent pointed out that under
an o ld state law (seldom enforced),
livin g in a sta te o f a dult ery was a
felo n y an d , therefore, the 'relationsh ip ' was in viola tion o f loca l law.
He c o u ld n o t allow the exemption
or the expenses- Sm iling, the taxpay er raised a unique and unassailab le defense: 'By definition,' he
said , 'it is impossible for two single
p eo p le t o com m it adultery.' Obviously, a go od defense can be st the
offense."
p

P� K;'Ilakrl
we can offer continuous opportunities nationally. Our service is
immediate and confidential, and
our fees are company paid.
Contact the office nearest you.
SVC PERSONNEL
37 Station Drive
P.O. Box 307
Princeton Junction, N J 08550
(609) 799 -9595
BRENTWOOD PERSONNEL ASSOCIATES
At Miller
1280 Route 46
Parsippany, New Jersey 07054
(201) 335.8700
MAE DALY AGENCY INC
Dan Comiskey C.E.C.
6 East 45th Street
New York City. New York 10017
(21 2)6 87 .39 11
CAPITAL PERSONNEL SERVICE
204 Securities Building
418 Seventh Street
Des Moines, Iowa 50309
(515) 283 -2545
ADMlNISTRATIONIFlNANCE
Professional Personnel Services
One Embarcadero Center, #'2710 NA
San Francisco, California 941 11
(415) 956.6700
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Speaking in
San Francisco
Inflation, accounting regulation, and minicomputers —NAA's Annual
Conference, June 21 -24, will range over the spectrum of current
business and accounting issues.

From outer space to inner space, the technical
program at the NAA Annual Conference in San
Francisco, June 21 -24, represents a rich and varied educational excursion designed to add to the
career self - development of every member who attends.
The chairman of the Program Committee, Calvin A. Vobroucek, has announced the speakers
and their topics to be featured at this Annual
Conference. Mr. Vobroucek is manager, profit
planning accounting, Caterpillar Tractor Co., Peoria, I11. He is a vice president of the Association.
The details of the program for families were
published last month. G. William Fahey is Chairman of the Conference Operations Committee.
Here is the technical program as it now stands.
Leading off the Conference at the San Francisco
Hilton on Thursday morning is a provocative
speaker who will describe "The Art of Getting
Along With Yourself —and Others." He is Fred
Hartman, who calls himself a motivationalist -consultant from St. Louis, Mo.
Following his address, the annual meeting of
the Association will be gaveled to order with President R. Leslie Ellis presiding as chairman. At the
meeting, a number of annual awards will be presented and elections of national officers will be
held.
At the keynote luncheon, Roy A. Anderson,
chairman and chief executive officer, Lockheed
Corp., Burbank, Calif., will focus on some of the
problems of business in a changing environment.
As head of one of the largest aerospace companies, Mr. Anderson philosophically faces toward
the stars but with a background in finance and
accounting, he also keeps a sharp eye on his company's earthbound financial statements. This double perspective —from the cutting edge of technology and somewhat mundane aspect of cost benefit —makes him an engrossing speaker.
He joined Lockheed Missiles & Space Co. in
1956 as a staff accountant and later was named
62

assistant director of financial operations and director of finance and management controls at
LMSC's Space Systems Division. After a stint at
Lockheed - Georgia Co. as director of finance, he
was appointed assistant treasurer of the corporation in 1968. He became vice president and controller in 1969, and then senior vice president for
finance and member of the board of directors in
1971. In 1977 he was elected to his current position —chairman and chief executive officer.
Perspectives on the Future
Thursday afternoon the program is devoted to
the theme, "Perspectives on the Future." Four
speakers will examine the future from a unique
perspective. Whither government? is the question
that Robert E. Thomas, chairman and chief executive officer of MAPCO Inc., Tulsa, Okla., will
attempt to answer in his address, "Bankrupt Government Policies." MAPCO is a producer of coal,
oil and gas.
The public accountant's viewpoint on accounting for inflation will be ably represented by Thomas D. Flynn, partner, Arthur Young & Co., New
York, N.Y.
"New Perspective on the Boardroom" is a topic
that Frances Stone, vice president, Merrill Lynch
& Co., is well qualified to speak on. Miss Stone is
a member of the Financial Analysts Federation's
Financial Accounting Policy Committee. She has
presented FAF's views on accounting standards at
hearings of the Financial Accounting Standards
Board.
On Friday, the second day of the Annual Conference technical program, the theme is "Effective
Interaction Between Business and Regulators."
Speakers drawn from the FASB, public accounting, industry and government will look at the issue from four points ofview.
Donald J. Kirk, who assumed office as chairman of the Financial Accounting Standards
Board on January 1, will describe the Board's
MANAGEMENT ACCOUNTING /MAY 1978

progress and views on setting accounting standards. Prior to his appointment to the Board in
1973, he was a partner of Price Waterhouse & Co.
Another side of the equation of government
regulation will be presented by Gilbert Simonetti,
Jr., a Price- Waterhouse partner, Federal Legislative and Information Services, in the office of
Government Services. A former executive editor
of The Tax Adviser, Mr. Simonetti served as the
AICPA vice president, government relations,
from 1972 -76.
Although not now in the federal government,
A.A. Sommer, Jr., the third speaker, served as a
commissioner on the Securities & Exchange Commission from 1973 -76. More recently, he was
chairman of the SEC's Advisory Committee on
Corporate Disclosure so he is well aware of the
agency's current policy. He is now practicing law
as a partner of Wilmer, Cutler & Pickering,
Washington, D,C., and also serves on the FASB's
Advisory Council.
From industry, Robert C. Thompson, vice president of Shell Oil Co., Houston, Texas, will complete the program of speakers.
On the spouses' program Friday morning is a
topic that affects all of us sooner or later. Homer
R. Figler, principal, Ernst & Ernst, New York,
N.Y., will deliver a talk on "Overcoming the Executive Midlife Crisis," a subject he is intimately
identified with because of a book he has written.
Three programs of five concurrent sessions will
be held on Saturday morning and afternoon.
Three of the sessions will be repeated, allowing
members more flexibility in attending the concurrent sessions.
Among the topics of the concurrent sessions
are: "Management Uses of Funds Statement
Data;" "Behavioral Aspects of Accounting —An
NAA Study;" "Business Decisions —How Some
Companies Make Them;" "Financial Reporting
and Business Liquidity;" "The Measurement of
Elements of Financial Statements;" "Improved
Internal Performance /Productivity Reporting,"
and "Leases ... FAS No. 13 ... And ?"
Some of the speakers are Harold E. Arnett, professor of accounting, University of Michigan, Ann
Arbor, Mich.; Armin Tufer, partner, Haskins &
Sells, Chicago, Ill.; Edwin H. Caplan, professor of
accounting, University of New Mexico, Albuquerque, N.M.; Allen H. Seed, 111, senior consultant,
Arthur D. Little, Inc., Cambridge, Mass.; Joseph
E. Champoux, professor, University of New Mexico, Albuquerque, N.M.; Lawrence A. Gordon,
professor, University of Kansas, Lawrence, Kans.;
John W. Buckley, acting dean, Graduate School
of Management, UCLA, Los Angeles, Calif.;
Morton Backer, professor, University of Massachusetts, Amherst, Mass.; Martin L. Gosman,
professor, University of Massachusetts, Amherst,
Mass.; and Norman Hadad, NAA staff.
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Hardware . , . standard or
customized software
... implementation
I r ... and training are only part
of Computeristics' services.

a

Computeristics, Inc., the data processing
subsidiary of Uniroyal. Inc., supplies turnkey
small computer systems for all basic
accounting functions:
Accounts Receivable
Accounts Payable
Payroll
General Ledger
These are economical, on -line, real time
systems installed in your office, operated by
your people, and under your control. They are
flexible, expandable systems designed to
reduce clerical effort, eliminate errors, and
provide i nstant access to all data.
Call (203) 573 -2222 or return the coupon
for more information.
_z

Computeristics, inc
Subs o4v y o f UNIRO YAL . INC.

COMPUTERISTICS. INC, Dept. A5
Benson Road
Middlebury. CT 06749
Attn. V P Marketing

Accounting

Name
Title
Company
Address
City
Zip

State
Phone
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Chapter /Member News
le r wi t h T r a ns c o T e xt i l e s Ind u s t r i e s .
MARY

LOU

re c e nt ly

Austin Area,

BODENMAN,

wa s p r o mo t e d

t o a c c o u nt i ng

ma na ge r , T e x a s M e d i c a l F o u n d a t i o n.

A. TOBER, Buffalo, ha s b e e n
na me d ge ne r a l ma na ge r of A l l e nt o w n
Ind u s t r i e s of Buffa lo.
FRANKLIN

me mb e r s ha v e b e e n

Two Chattanooga

na m e d a t N o r t h A m e r i c a n Ro ya l ti e s .

O.
ma na ge r of
MARK

ZBINDFN

wa s

a c c o u n t i ng,

a p p o i nt e d

and

JAMES

BARRAZA, ma na ge r of a c c o u nt i ng for
the o i l a nd ga s d i vi s io n.

Colorado
KIP E. DEIT EM EYER,
no
w
a
s
s
is
ta
nt lo a n
Springs- Pueblo, is
of f i c e r , C i t i ze ns Na t i ona l Ba nk .

Executive Director W.M. Young, Jr. said he would eat crowd the Syracuse
Chapter won the Stevenson Trophy twice in a row. He pays off his bet, right,
with a suitable substitute. Left, past President Thomas P. Montgomery holds
Stevenson Trophy formally presented by NAA President Les Ellis.

ROGER

A.

ELLE N

Connecticut Gateway,
of fi na nc e , Unis il .

C YR,

is no w d i r e c t o r

B. C OULAM, p a s t na t i o na l vic e
Dallas, is now v ic e pr e s ifi na nc e of A i r s c o , Inc .

pr e s i d e nt f r o m
de nt —

Emeritus Life Associates
JACK P. AND REW S, San Francisco.
DOUGLAS S. BROWN, Oakland County

JOHN D. LEW IS,

pa s t pr e s i de nt .

pr e s i de nt .

RUSSELL L. BROWN, Lima pa s t pre s id e nt . S t u a r t C a m e r o n M c Le o d S o c i e t y .

W. G LE N N

J.E.

BURKE,

Bridgeport

MAURIC E

E.
J.

pa s t pr e s i de nt .

Columbus.
Los Angeles,
pa s t na t i o na l d i r e c t o r , 1955 -57.
LE WIS I. DAY, Columbus, pa s t na t io na l
di r e c t o r , 1958 -60.
HARRY J. DE BO ER , Wichita.
CARL. W. EISEMAN, Seattle.
J OHN E REM IN, New York.
SEYMOUR J. FARBER, Washington.
MARS HALL H. FE RR ELL, Muskegon.
LOUIS A. FEURE R, Milwaukee.
C HARLES M. FLEMING, Dubuque TriState pa s t p re s id e nt .
NORMAN W. FRIT ZE, San Antonio pa s t
ART HUR

CORCORAN,
DAHLE M,

pr e s id e nt.

H. GANNON, Miami.
ED WA RD P. GARN IER , S R. , Chicago.
NORMAN M. GOODLIN, Pittsburgh.
KENN ET H E. GUEB ER T , St. Louis.
ED W AR D P. INSKIP, North Penn.
FRANK J. KE LLE R , New York.
ELMER W. LAURENT , Pittsburgh.
ADE LA RD
LEMOYNE,
Member -atLarge, Canada.
RAYMOND

gq

Nashville

pa s t pre s i-

SCMS.
JAMES I. MC DE R Mo T T , Hartford
d e nt .

C EC IL

MOON, Williamsport.
C. PERRY, Central Texas

pa s t

Two Dayton me mb e r s ha v e b e e n na me d
a t R e y no l d s a nd R e y n o l d s Co. DALE L.
MEDF ORD wa s p r o mo t e d

t o a s s is ta nt

s e c re t a ry - t re a s ur e r,

DAVID

and

R.

C UR L s u c c e e ds hi m a s a s s i s ta nt s e c re t a r y a nd i nt e r na l a u d i t o r .

pa s t

pr e s i de nt .

Milwaukee.
J.C.
Lancaster.
GEORGE W. ROBINSON, Mid- Missouri.
ALLA N R. R OC HN A, Denver.
J ER OME D. RO EME R, West Bergen -Passaic County.
GEORGE F. SIDDEL, Pomona Valley
FRED PUT T KAM ER,

WILLIA M W . C OR WIN, Des Moines,
wa s a p p o i n t e d c i t y t r e a s u r e r of Ur b a n da le .

RAFFENSPERGER,

pa s t p re s id e nt .

Boston.
J. SKUBIZ, Chicago.
RAYMOND E. SLAT ER, St. Louis.
EARL E. SUMMERSETT , Oakland -East
Bay.
GEO RGE B. T ALMAGE, Cleveland.
PA UL H. TORBEC K, Cincinnati pa s t
J OSEPH A. S IENKIE WIC Z,

COULAM
Dallas

J OHN

pr e s i de nt .
JOHN

P.

HAMBURGER,

na me d c o nt r o l l e r

of

Daytona Beach

T.

St. Paul,
1970 -72. S C M S ,

WOODRUFF,

pa s t na t i o na l d i r e c t o r ,

Promotions and New Positions
ALAN NAN C E,

Augusta, is

no w c o nt r o l -

Detroit,

wa s

D e s o u t t e r , Inc .

C HAR LES W. MAUZE, J R . , Eastern Carolina, ha s be e n na m e d vic e pr e s i d e nt
a nd m a n a gi ng d i r e c t o r

WILLIAMS,

Area.
KENN ET H

RON ALD

ANDERSEN
La Crosse-Winona

of

bu s i ne s s op e r -

a t i o ns , S a r r e i d , L, T , D .

El Paso,
of Un i o n

J ULIAN BORSCHOW,
na m e d

c o nt r o l l e r

C l o t hi ng

me m b e r s h a v e b e e n na m e d a t

C o n t i ne nt a l R u b b e r W o r k s , a

of

Fashion

Co.

Two Erie
ary

ha s b e e n

subsidiIn-

C o nt i ne nt a l C o p p e r & Ste e l
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OANO

ROBERT W. WINTERS, Pennsylvania
■

ROBERT E. FERENZ, Muskegon, has
been prom oted to m an age r o f g en e ral

GARY L. SHERBURNE, Olean - Bradford,
h as b een p ro m oted to gen eral m anager
o f AVX Ceram ics Div.

Timmerman Named National Director
E. Jo y c e Tim m er m an , past presid ent of Orange
County, has b een ap p o in ted NAA n atio n al d irector to fill th e u n ex pired term o f R.G. Bo rn h o fen ,
who h as resign ed . Mrs. Tim m erm an jo in ed NAA
in 1965, affiliatin g with the San Gabriel Valley
Chap ter. Sh e served as p residen t of the Wild West
Area Co u n cil, 1976 -77, an d was a m emb er of th e
Com m ittee o n Pu b lic Relat io n s, 1976 -78. Sh e is
the co n tro ller, Eagle Ma n u fa ctu r in g Co ., In du stry, Calif.
p
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■

president an d co n tro ller, Mid lan d National Bank o f Min n eap o lis.

■

GERARD E. DAHOWSKI, Mid- Hudson, ROBERT M. CHORBA, North Penn, rehas been nam ed vice presid ent o f th e cently has joined Universal Grinding
Wh eel Co., as financial and budget conDutchess Ban k & Tru st Co .
tro ller.
ROBERT A. BENNER, Minneapolis
Nort hstar, and ROBERT G. RIGGS h ave Two Oakland -East Bay m em bers have
formed a partn ersh ip u nd er th e n am e o f been nam ed at Lucky Stores, Inc.
Riggs , Be n n e r & Co . . .. GA R Y E . Po - THOMAS J. GALLAGHER is northern reLACZYK was n am ed con troller, Con trol gio nal accou n ting manager, and ROBData Co r p . . . . H UG H D . McNAMEE ERT S. MACINTOSH was nam ed corpohas been prom o ted to execu tive vice rate accou n tin g manager.

■

HENDRY
Princeton

■

DANKS
New York

■

FORREST L. HAWKINS, Mason - Dixon,
recently was p ro m o ted to c o n tro ller o f
Cum berland Steel Co .

■

DENNIS D. BROCKMANN, Madison, has
been appoin ted division al co n tro ller,
Wick Buildin g Sy stem s, In c.

JAMES L. Ro ss, Memphis, has been
prom oted to sen io r vice p resid en t o f finance, Lead er Fed eral Savings an d
Loan.

OOK

♦ HOW TO VALUE CLOSELY-HELD
BUSINESSES. Learn how professionals determine the market
value of family -owned businesses
— or any business privately owned
by a few people. Many examples
are provided of manufacturing,
wholesale and retail firms as well
as agencies and professional practices. Covers valuation of Subchapter S corporations, partnerships
and trusts.
♦ ONLY SOURCE. This brand new,
hard -bound volume with over 300
pages is the only single source
available on how to appraise closely -held businesses, goodwill and
other hidden assets such as, patents, copyrights, franchises, contracts, customer lists – and more.
EXPERTLYWRITTEN. The authors
are recognized experts on the subject. Glenn M. Desmond, MAI, SRPA,
ASA is a professional appraiser and
has testified as an expert witness
in scores of court cases and tax
appeals. Richard E. Kelley, BA, MBA,
is an experienced financial executive, banker, author and former
Small Business Administration
Deputy Administrator.
HOWTO ORDER. Mail coupon or
call our Los Angeles office at (213)
352.2721/(805) 947 -0118. If not
fully satisfied, return the book
within 21 days for full refund.
■

GIL C. SCHABER, Louisville, was ap pointed treasurer of Perkin s Mo to rs.

605IN 55

0

■

DAVID W. ANDERSEN, La Crosse -Winona Area, was pro m o ted to co ntro ller,
Gateway Tran sp o rtatio n Co .

EMMANUEL BARR1ENTOS, New York,
has been ap pointed contro ller o f John
H. Gr a h a m & Co . . . . G L E N N W.
DANKS was named vice president —intern al au d it f or Cont ine nta l Co ppe r &
Steel In du stries, Inc.... CHARLES A.
GOLDGEIER has been appointed corporate co n tro ller of Scripto, Inc., and has
relocated to Atlanta, G a . . . . A s I M
MUKHOPADHYAY has joined Republic
Co rp . as co n tr oller of th e C olor Lit ho
Div ... . S TEP HEN H. SHAPOFF has
jo in ed Coleco Industries, Inc. , a s c ontroller.

■

HAROLD D. DIMOUSH, Kansas City,
has been pro mo ted to corpo rate con troller, Forum Restau ran ts, In c.

NOW10VALUE
ABUSNESS

BOBBY C. BRANNON, New Orleans, has
been elected vice president of the Alton
Och sn er Med ical Foundation.

■

DONALD J. GEELHOED, Grand Rapids,
is now finance officer fo r th e City of
Ken twood.

acco u nting, Clarke Division, Clarke Gravely Co rp .

■

dustries. PAUL T. STEFANOWICZ is d ivision controller an d NORBERT T.
CHRZANOWSKI, manager --cost accounting.... THOMAS C. GUELCHER
has been pro m oted to d irecto r o f co rpo rate f inanc ial se rvice , Ham m erm ill Paper Co.

VALUATIONPRESS,INC.
50 Financial Center, Llano, CA 93544
copies of BUSINESS
VALUATIONHANDBOOK at $39,50 ea.

Please send

California residents add 6% tax.
Name - -

—

-

-

Phone
Street

}

City, State, Zip
Check enclosed
CARD NO.*

Mestercharge [] Visa

EXP,DATE

Signature
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New! 1978
Accounting
and Finance
Salary Survey

Northeast,

wa s p r o m o t e d to s e c re ta ry -

E. PROC TOR, Piedmont Greensboro, re c e nt ly wa s p r o m o t e d to
vic e pre s i de nt of N o r t h C a r o l i na N a ROBERT

M,

Princeton,

HENDRY,

pa s t
na t i o na l di r e c t o r , ha s be e n a p p o i nt e d

of fi na nc i a l

di r e c t o r

p l a nni ng, C a t ho l i c

Me d i c a l C e nt e r .
ROBERT

Area,

E.

Raleigh- Durham
of

r e c e nt l y wa s na me d c o nt r o l l e r

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. Ifs 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.

Raritan Valley,

wa s p r o m o t e d

to vic e pre s i-

mo t e d to

L. TOROK, Reading, wa s
c o ntr o l l e r ofGr e a t Va l l e y

MIC HAEL H. MILLS,

Reno Area,

re c e nt l y wa s p r o mo t e d t o c o nt r o l l e r , Ha r -

Rochester,

ha s

ma n a ge r , c os t

ac-

STORON,

be e n p r o mo t e d

to

c o u nt ing a nd f i na nc i a l a na l y s i s , R oc he s -

of

Sc hl e ge l C o r p .

R. V. YOHO,Sacramento,

If unable to call, write:
Source Finance, Department Al2.
100 South Wacker Drive
Chicago, Illinois 60606
When writing. please be sure to
indicate position title.

.' Source Finance

Co.

RIC HARD L. WEM PE N, Sangamon Valle y , is c o nt r o l l e r , G r a i n S ys t e ms , Inc .
EUGE N E D. MINKLER ,

Seattle,

re c e nt ly

wa s p r o mo t e d t o E D P a u d i t ma n a ge r ,
Pa c if i c N o r thwe s t B e l l .

South Birming-

PHILIP

C.

ham, is

no w t a x ma na ge r a t C o o p e r s &

BENEFIELD,

Ly b r a nd . . . . E A R L N IVE N i s s e ni o r s y s t e ms a na l y s t , A l a b a ma P o we r
VINCENT

Co.

R. LAPOSTA, Springfield,
ma na ge r of ge ne r a l

na m e d

Upper Finger Lakes,

B. LAWSON, Virginia Peninsu-

re c e nt ly wa s na me d a s s is ta nt c o n-

t r o l l e r , Ha r r i s o n & Le a r , Inc .
me mb e r s we r e n a m e d

a t Smit h - Ste rna u O rga niza ti on. J A C K

T.

Hu N N wa s p r o m o t e d to e xe c u ti v e v i c e
vic e pr e s id e nt.
JAMES F. GREANEY, J R. ,

Waterbury,

CRAIG E. HOFFMAN,

Waterloo -Cedar

ha s b e e n p r o mo t e d to v ic e p re s i -

de nt — t r e a s u r e r , C e da r F a l l s S a v i ngs &
Lo a n.

Western
Carolinas, re c e nt ly jo i ne d D a n R i v e r
C o t t o n Co. a s a d mi n i s t r a t o r of inv e nt o ry c o n t r o l . . . . V A N C E P. KENNEDY
wa s na me d di r e c t o r of pe r s onne l for
R u d o l p h P e nl a n d Co.
L.

ENGEBRET SON,

pa s t p re s id e nt ,

na nc i a l a c c ou nt i ng, A e r oj e t S e r v i c e

be e n

la,

DA VID

ol ds C l ub .

re c e nt ly wa s p r o m o t e d t o ma na ge r , fiFor your Free 1978 Accounting
and Finance Salary S urvey call
the S ource Finance office
nearest you.
Atlanta
404/325.7000
Walt Stroman. CPA /MBA
Boston
617!482 -7850
Sandy Salmela, CPA /MBA
Chicago
312/372 -9192
Rich Nowak, CPA
Dallas
214/630 -3410
Jim Fowlkes, CPA
Denver
3031770 -6210
Dick Masek, CPA
Detroit
313i963-7464
Bill Mueller, CPA
Fort Worth
817/338 -4750
,John Catterton. 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. CPA -MBA
Southfield, MI
313/352 -8860
Bob Luter. MBA

PAMELA

Falls,

te r D i vi s io n

FAC ER,

c a n S a v i ngs & Lo a n A s s n.
proSa v -

ings As s n.

ROBERT J .

B.

ha s j o i ne d A nt i c a l C he mi c a l s , Inc . , a s

ha s b e e n e l e c t e d v i c e p r e s i d e nt , A me r i -

de nt , f i na nc e , D e v r o C o r p .
RONALD

DA VID

pr e s i d e nt , a nd J O E L HIRSC H to s e ni o r

RO BE RT J . MERC IER,
re c e nt ly

C o mp r e s s o r s , Inc .

Two Washington

ULLMA N,

Natvar Corp.

Call for your Free
copy today!

Div., W o r t h i n gt o n

c o nt r ol l e r .

ti o na l B a nk .
ROBERT

c o u n t i ng a t t he A i r P o w e r a n d C o ns t r u c t i o n E q u i p m e nt

t r e a s u r e r , S p r a gu e & He nwo o d , Inc .

ha s
ac -

In Memoriam
E. J . BA RR, 82,Member -at- Large, USA,
1935. Eme r it u s Li f e As s o c ia t e .
C LARENC E F. BRINKMAN, 65, Indianapolis, 1956.
FRANK S. C ALKINS, 80, Richmond,
1948. E L A .
RAYMOND H. CARSON, 58,Westmoreland County, 1977.
E.W. DO E LL, 63, Western Carolinas,
1954.
HA R R Y L. D UR RIE , 50,Eugene- Springfield, 1975.
W.K. FER Ri s , 56, Connecticut Gateway, 1959.
R,W. GER BE R, San Antonio, 1974.
W. ALB ER T G E T Z, 73, Richmond,
1940. E L A .
J EROME E. GROSS, 67, Racine- Kenosha
past. pr e s i de nt , 1948, S t u a r t C a m e r o n
M c Le o d S o c i e t y . E LA .

David P. Fry, Jr. (1907-77)
David

P. Fr y ,

J r . , a p a s t na t i o na l d i r e c -

tor f r o m Philadelphia, w h o s e r ve d a s
N a t i o na l C ho r i s t e r a t N A A A n n u a l
C o nf e r e nc e s , di e d la te la s t ye a r.

Mr.

F r y , w ho wa s a n a c t i v e S t u a r t C a me r o n
M c Le o d S o c i e t y me m b e r , wa s v e r y we l l
k no wn t hr o u gho u t t he A s s o c i a t i o n.
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Bailey, Ulrich and McKee
Win Beyer Medals for CMA Scores
Andrew D. Bailey, Jr., associate professor of
accounting at Purdue University, achieved the
highest scores of those completing the Certificate in Management Accounting examination in
December 1977, He will be presented the Beyer Gold Medal.
Thomas A. Ulrich, professor of accounting
and finance at Shippensburg State College, will
be presented the Beyer Silver Medal for
achieving the second highest grade on the examination.
Thomas E. McKee, associate professor at
East Tennessee State University, will be awarded the Beyer Bronze Medal for the third highest
score on the CMA examination.
The Beyer Medal winners were announced
by the Institute of Management Accounting,
Ann Arbor, Mich. At the same time the Institute
announced the names of ten other CMA candidates who will receive Certificates of Distinguished Performance for their outstanding
grades on the examination. They are:
Dee Allen Andersen, General Mills, Inc.,
Plymouth, Minn.
John F. Devietti, California State University,
Los Angeles, Calif.
Ardeshar D. Dutia, NCR Corp., Kettering,
Ohio.
Neil L. Hazard, Coopers & Lybrand, Chevy
Chase, Md.
David W. Lendt, General Mills, Inc., Minneapolis, Minn.
W. Thomas Lin, University of Southern California, Torrance, Calif. He is a member of the
Los Angeles Chapter.
Earl K. Littrell, Willamette University, Salem,
Ore. He is a member of the Salem Area Chapter.
Richard A. Newberry, Playboy Enterprises,
Downers Grove, III. He is an NAA member.
MANAGEMENTACCOUNTING /MAY1978

NEW,

r.

Institute of
Management
Accounting

Thomas J. Snyder, Touche Ross & Co., Oakmont, Pa.
George W. Uri, Irelan, Uri, Mayer & Sheppie,
CPAs, San Francisco, Calif.
Dr. Bailey, 36, who has a Ph.D. from Ohio
State University, is one of the authors of an
article In this issue Of MANAGEMENT ACCOUNTING. The article is titled "Data -Base Management, Accounting, and Accountants." He also
has published articles in the Journal of Accounting Research, Accounting Review and
The Journal of Financial Management. Prior to
his joining the faculty of Purdue, he was employed at Touche Ross & Co. Next year he will
be visiting professor of accounting at the University of Queensland, Brisbane, Australia.
Thomas A. Ulrich, 34, earned a B.A. degree
in chemistry; then shifted to accounting and finance and earned a Ph.D. degree at Michigan
State University. He has published articles in
the Journal of Accountancy, National Public
Accountant, and the Journal of Organic Chemistry. One of the projects he is working on now
deals with business ethics and social responsibility of accounting majors versus other majors.
Thomas E. McKee, who served as assistant

BAILEY

ULRICH

McKEE

program director for the East Tennessee Chapter of NAA, earned his Ph.D. at Georgia State
University. He has published articles in The
Ohio CPA and the Atlanta Economic Review
and also has submitted articles to MANAGEMENT
ACCOUNTING. A CPA, he has been employed by
Price Waterhouse and also was a private consultant in Atlanta before assuming his present
position.
The Gold, Silver and Bronze Medals are
awarded to the three candidates achieving the
highest scores on the CMA examination. The
awards are sponsored by Touche Ross & Co.,
in honor of Robert Beyer, retired managing
partner of the firm and past national president
of NAA.
The 13 top CMA candidates will be honored
at the NAA Annual Conference in San Francisco, June 21 -24. There were 220 successful
candidates on the December 1977 examination. Those satisfying the experience requirement will be presented the CMA.
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SEC: More on ASR 190
The SEC promulgated Staff Accounting Bulletin No. 20, a series of interpretations by the Commission's staff
intended to provide guidance in the
disclosure of replacement cost data
under Accounting Series Release No.
190. Through a series of hypothetical
questions and answers, the staff
points out that registrants may
change the methods or assumptions
used to develop estimates of replacement cost information from those
used previously —if they conclude
that other methods or assumptions
provide more appropriate or less
costly (while still acceptable) estimates. The release also describes
the type of disclosure that should be
made in such circumstances.
The Commission's release, Industry
Segment Determination (No. 335910), consists of interpretations,
guidelines, and administrative determinations by the staff regarding the
breakdown of a firm's business into
industry segments. The release addresses aspects of implementing
both FASB Statement No. 14, Finan-

cial Reporting For Segments of a
Business Enterprise, and the Commission's own segment reporting requirements adopted December 1977.
The release acknowledges the subjective nature of classifying a business into industry segments and that
"to a considerable extent, segment
determination depends on the judgment of management." It states, however, that "management should go
through the industry segment identification steps outlined in paragraph 11
of Statement No. 14, keeping in mind
that information on a less- than- totalenterprise basis is necessary for an
evaluation of the risks and return on
an investment." The release offers
guidance on segmentation in general
and discusses characteristics specific
to industries involved in electrical and
electronic products, forest products,
chemicals, and drugs.
B8

British Offer Inflation
Accounting Plan

DATA SHEET
Continued from page 9

The Accounting Standards Committee has published Inflation Account-

ing—An Interim Recommendation CPAs Plan Changes in Section
and has solicited comments upon it.
The ASC is an umbrella group that
represents The Institute Of Chartered
Accountants in England and Wales,
The Institute of Chartered Accountants of Scotland, The Institute of
Chartered Accountants in Ireland,
The Association of Certified Accountants, The Institute of Cost and Management Accountants, and The Chartered Institute of Public Finance and
Accountancy. Recognizing an urgent
need to indicate the extent of distortion reflected in historical cost -based
financial statements because of rapidly- changing price levels, the Committee is recommending that "published financial statements of companies listed on The Stock Exchange
should include a prominent separate
statement showing the financial results as amended by the adjustments
described below." The adjustments
referred to deal only with the income
statement and relate principally to depreciation and cost of sales.

For SEC Practicing Firms

Pressures from Congress and the
SEC are spurring the AICPA to plan
some changes in the structure of the
newly- created section for firms that
audit publicly -held corporations. One
contemplated change would strengthen the role and independence of the
Public Oversight Board, a five -member panel created to monitor the performance and standards of accounting firms that audit publicly held companies. In a related action, the AICPA
announced that Arthur M. Wood, former chairman and chief executive officer of Sears, Roebuck & Co., has
been named to the Public Oversight
Board.

Business /Accounting Briefs

Robert L. May will serve as the first
chairman of the International Federation of Accountants' (IFAG) Auditing
Practices Committee, according to
executive director Robert N. Sempier.
AICPA Proposes Guidelines
Mr. May is a partner in Arthur AnderFor Current Value Disclosures
sen & Co.. _ . Arthur Young & Co. is
actively considering the appointment
The American Institute of CPAs is- of qualified men and women from outsued proposed guidelines for reflect- side the firm to its management coming supplementary current value infor- mittee, Chester B. Vanatta, managing
mation either in financial statement or partner, told the Cincinnati chapters
"piecemeal" format. The proposal is of Financial Executives Institute and
directed at companies that voluntarily NAA at a recent joint meeting. He
disclose the impact of specific price said that John C. Burton, former SEC
changes on their financial condition. chief accountant, has been retained
Financial statement format "implies as a consultant to Arthur Young... ,
that a comprehensive approach for Want to review the effectiveness of
measuring current values" was used your computer security controls? A
throughout. If a piecemeal format is new publication, Audit and Evaluation
used, the current value information of Computer Security, by the National
should be accompanied by "other di- Bureau of Standards airs the latest
rectly related information also on a thinking of experts as expressed at a
current value basis;" e.g., current val- 1977 workshop organized by NBS
ues of plant and equipment plus de- and the General Accounting Office.
preciation on a current value basis. The report is available for a fee from
The proposal does not recommend a Superintendent of Documents, U.S.
specific method for computing current Government Printing Office, Washingvalues but states that the method ton, D.C. 20402. Stock number is
003- 003 - 01848 -1.
used should be disclosed.
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UMMER CATIONEREpl
OFF

TIN )INGE°NOVq

NAA's Continuing Education faculty

CON COURSE
RAM
ROG
P

is making ten courses available to members this summer. We've never offered
courses in that season before, but
there have been many requests to provide an opportunity for summer education. So we've done it!

jut

The courses will be held in Minneapolis,
Minnesota, the week of July 24 -28. At
the Leamington Hotel. It's a fine time
of year. A fine city. A fine series of
courses. It's a fine chance to learn
something new, bring yourself up -todate, or prepare yourself for bigger
career challenges. FIND THE TIME
TO ATTEND!

MINNEAPOLIS, MINNESOTA, JULY 24 -28, LEAMINGTON HOTEL

MONJTUE.

WED.(THU. /FRI.

Developing and Using Standard Costs
Direct Costing and Contribution Accounting
Management Science for Budgeting and Profit Planning
Operational Auditing

Flexible Budgeting and Performance Reporting

THU.IFRI.
Computer Security and Internal Control
Economic Evaluation of Capital Expenditures
Management Accounting for Banks
Zero -Base Budgeting

MON.ITUE.IWED.
Data❑Processing—❑Concepts❑and❑Information
Systems Design

❑ M❑ / A❑ - 5❑ 78

(Please type or print) cREGISTRATION FORM
—❑MINNEAPOLIS

I Name

I

I Title
I

Security No.

I

National Association of Accountants
I 919 Third Avenue
New York, N. Y. 10022
0
I Att: CEP Registrar
(212) 754 -9758

Social

Divisio n, P lant or Of f ice
Co mpany

I
I
I

Street Address
City

I
State

Zip Co de

I

Firm's Principal Pro duct or S ervice

Business Phone

I

❑ ❑NA A ❑M em ber❑( Chap ter)
I Please register me fo r the following Co urses:

II 1Print or type complete name of each Course
2.

(A cco unt No .)

Dates

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

Fee
S

$

2 day Course
3 day Course

Members
230
345

Nonmembers"
255
370

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

Location

Fees

- - - - - - - - - - - -_ - - -J

New Products /Services
A source data entry software package
that permits field -office personnel with
no computer programming experience
to perform sophisticated data entry
tasks has been introduced for the PTS/
1200. In certain cases, data entry functions must be custom programmed, but
for the majority of source data entry
jobs, the pre - programmed, parameter drived PTS /1200 Source Data Entry
System is ideal. In industries such as insurance, utilities, manufacturing and
transportation, where PTS /1200 systems are placed in remote locations, the
entry package gives users a cost -effective added capability without sacrificing
any of the existing PTS /1200 features
like 3270 concurrency remote batch
processing or local report printing. For
information, contact Raytheon Data
Systems Co., Communications Dept.,
MA, 1415 Boston - Providence Turnpike, Norwood, MA 02062.
A totally new, BASIC Compiler for
DECsystem-10 timesharing users is
now available from CallData Systems,
Inc. Designated as "BASCOM," the
new compiler has been developed by
Datability Software Systems, Inc. and
will be marketed by CallData. CallData
Systems, Inc. Dept. MA, 20 Crossways
Park North, Woodbury, NY 11797.
A new, microprocessor controlled high
speed electronic mail system from Rapifax Corp. was introduced at the 1978
Interface Show in Las Vegas. The "intelligent" electronic mail system makes
possible fully- automated hard copy
communications with up to 50 satellite
terminals over ordinary telephone lines.
It offers programmable operations,
complete automation, confirmed document delivery, and a 35 seconds -perpage transmission speed. Designed for
the high document volume electronic
mail user, the new system is expected to
be especially valuable to multinational
and multiple location companies. The
new Rapifax System 50 can be installed
as an overall corporate electronic mail
network. Contact Gary Winkler, Rapifax Corp., Dept. MA 7, Kingsbridge
Rd., Fairfield, NJ 07006.
70

Rapidata, Inc., Department MA, 20
New Dutch Lane, Fairfield, NJ 07006, a
nationwide remote- access computer
company specializing in financial services, has introduced a comprehensive
data processing capability in X2C, the
company's proprietary data management service. X2C's file processing capabilities have also been expanded with
the addition of FORTRAN - compatible
binary files, and other features.

Reynolds & Reynolds' COMPEG 2001

The Reynolds & Reynolds Co. has developed an inexpensive new desk-top sized payroll system utilizing a micro processing unit. E.F. (Pat) Strasser,
president and chief executive officer,
said the system automatically computes
paycheck amounts, all tax and voluntary contributions, net pay and all other
payroll data. Named COMPEG 2001,
the system is primarily designed for
small businesses which do not have
computers or prefer not to use an expensive out -of -house automated payroll
service. For information contact Reynolds & Reynolds Co., Dept. MA, Day ton, OH 45401.

A new software package which enables
public utilities to respond immediately
to customer queries and automatically
handles the paperwork associated with
billing and customer records has been
announced by NCR Corp., Department
MA, Dayton, OH 45479. The NCR Interactive Utility Billing System I is designed for utility operations, either city owned or investor - owned, with up to
16,000 accounts. It handles billing for
water, sewer, and garbage services.
Plantronics, has announced the availability of a new generation of telephone
management systems for the control of
long distance telephone facilities.
Named the WATSBOX II Telephone
Management System, this new series
utilizes a 4 -wire TDM (Time Division
Multiplex) switch which represents
state of the art technology within the
telephone industry. For information,
contact Action Communication Systems, MA, 10300 N. Central Expressway, Dallas, TX 75231.

Plantronics has introduced this new telephone management system.
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NOTICE OF ANNUAL MEETING
Notice is hereby given to all members of the Association that
the Annual Meeting of the National Association of Accountants will be held at the San Francisco Hilton Hotel in San
Francisco, California, on Thursday, June 22, at approximately 10:15 a.m., or immediately following the conclusion of the
opening session, to receive the report of the Nominating
Committee and to transact such other business as may
properly come before the meeting.
New York
May 1, 1978

William M. Young, Jr.
Executive Director

Nominating Committee Report
To Members of the National Association of Accountants:
The Constitution and By -Laws provide
that each year NAA members elect the
President, Treasurer, and 12 Vice Presidents to serve a one -year term. In addition, m embers elect 50 National Directors to serve two years, their terms
to overlap with the 50 directors elected
the year before.
The nominees that we have selected
to fill the offices of President, Vice
President, Treasurer, and National Direc tor are pres ented in the following
pages. They ai•e presented for election
at the Annual Meeting of the As sociation to be held in San Francisco, California, Thursday, June 22, 1978.
This report als o inc ludes nom inees
for the Nominating Comm ittee to report in 1979.

These men and women were selected in accordance w ith the objectives
of the National Service Development
Program. This program is designed to
provide every member who has served
the Association well at the chapter level an opportunity to participate at the
national level. In every case, the nominees have had extensive service at local, regional and national levels. Their
loyalty, hard w ork, and initiative displayed while serving in other positions
lead us to believe that the Association
will benefit considerably by their election.

Respectfully submitted
Nominating Committee, 1977 -78

Nominating Committee
Chairman — GEORGE D. GEE, Kansas City

WILBERT S. ANDERSON, JR., St. Louis DONALD C. JENSEN, Columbus
JOHN C. ARME, Southeast Los Angeles County ROBERT J. JOHNSTON, Portland Columbia
A.P. BARTHOLOMEW, JR., New York LESLIE J. KNOX, Rochester
RICHARD E. BERGOUIST, Waterbury RALPH W. NEWKIRK, JR., South Jersey
ELLEN B. COULAM, Dallas MICHAEL TEACH, Pittsburgh
LAFE P. FOX, Cleveland JAMES H. TOY, Spartanburg Area
JOHN W. WII-_LDE, St. Paul
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Nominee for President
CLEMENS A. ERDAHL
New York; New Orleans (1952). A National
Director, 1966 -68, he was elected a national Vice President, 1969 -70. He served
three terms as Treasurer, 1970 -73, and
subsequently was appointed for a three year term on the Executive Comm ittee.
He served as Chairman of the Committee
on Finance, 1976 -77. He is a Partner, Price
Waterhouse & Co., New York, N.Y.

Nominees for Vice Presidents
ELROY A. BERGOUIST
Portland - Willamette; Portland (1967). A
National Director, 1976 -78, he served on
the Committee on Education, 1974 -75,
and the Com mittee on Public Relations,
1975 -76. He was the Principal on the Pacific Northwest Regional Council, 1977-

CLARK H. JOHNSON

-'
g o t

'

Raritan Valley (1959). A National Director,
1969 -71, he served on the Committee on
Membership, 1968 -71. He is Corporate
Controller, Johnson & Johnson, New
Brunswick, N.J.

78. He is the Owner, P &R Investment Co.,
Milwaukie, Ore.

ROBERT H. CARNEIRO
San Antonio (1962). He served as National
Director, 1970 -72, and was President of
the Texas Regional Council, 1972 -73. He
is Marketing Manager, Basic /Four Computers, Holmes & Shaw, Inc., San Antonio,
Texas.

; -~

JOHN C. KUDZMA

_

y
I

r

i�>�

KIRTLAND FLYNN, JR.
Charlotte Blue; Newark (1952). A National
Director, 1971 -73, he served on the Committee on Chapter Development, 1970 -76.
He was President of the Carolinas Council, 1973 -74, and Chairman, Carolinas

. Alldhoh

�
r

Atlanta North; Atlanta (1955). A National
Director, 1974 -76, he served on the Committee on Membership, 1972 -73. He is
President, Ingle, W hite & Casey, Inc., Atlanta, Ga.

72

BETTY J. OLDHAM
Cincinnati; Indiana East (1967). A National
Director, 1973 -75, she served on the Committee on Membership, 1975 -76. She is a
Consultant, Richmond Homes, Inc., Rich mond, Ind.

y
a'

Council Accounting Conference, 1975. He
is on the corporate Business Systems
Planning Staff, J.P. Stevens & Co., Charlotte, N.C.
JAMES 0. INGLE

Massachusetts North Shore (1962). A National Director, 1975 -77, he served on the
Committee on Education, 1974 -75. He is
Assistant�to�the�Vice�President�—�Finance,
New England Nuclear Corp., Boston,
Mass.

.V.

� !

,dmilk-

-�
y

�

�

-N

THOMAS M. O'TOOLE
Macomb County- Michigan; Detroit (1968).
A National Director, 1974 -76, he served on
the Committee on Chapter Operations,
1973 -74, and 1976 -77, and on the Commit tee on Public Relations, 1977 -78. He is a
Partner, Touche Ross & Co., Detroit, Mich.
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Nominees for Vice Presidents
EDWARD M. PALUGA

tea

Chicago (1965). A National Director, 197476, he served on the Committee on Publications, 1972 -74, and as Chairman of the
Operations Committee, 1977 Annual Conference. He is a Partner, Erns t & Ernst,
Chicago, III.

`

119,

ANTHONY P.SPAGNOL

EARL E. SPULLER
Niagara (1958). A National Director, 197577, he served as Chairman of the Upstate
New York Area Council, 1973 -74. He is
Senior Accountant, Coated Abrasives,
Carborundum Corp., Niagara Falls, N.Y.

BURNIEL 0. SWARTZMILLER

Pittsburgh (1959). A National Direc tor,
1974 -76, he served on the Committee on
Research,�1975�-78.�He�is�Vice�President—
Finance, The Union Corp., Verona, Pa.

R -`

Nominee for Treasurer

Los Angeles; Des Moines; Columbus
(1955). He served as President of two
chapters and as National Director, 196364, and 1976 -78. He completed terms on
the Committee on Chapter Operations,
1965 -67, and on the Committee on Membership, 1974 -76. He was Vice Chairman,
Committee on Operations, 1975 Annual
Conference. He is Senior Partner, Commercial Consultants, Palos Verdes Estates, Calif.

DONALD H. CRAMER

�a

New York; W abash Valley (1945). He served in various
chapter posts culminating in the presidency of the New
York Chapter, 1966 -67. Elected a National Director,
1968 -70, he subsequently was elected National Vice
President, 1973 -74. He served two terms as Chairman of
the Committee on Research, 1974 -76, was Program
Chairman for the 1976 Annual Conference, and served
two terms as National Treasurer, 1976 -78. He is a Partner, Touche Ross & Co., New York, N.Y.

Nominees for Directors
JOHN G. BAAB

WILLIAM D. BROWN

Ann Arbor (1970). He served three
terms on the Comm ittee on Chapter
Operations, 1975 -78. He is a Partner,
Ernst & Ernst, Jackson, Mich.

Mt. Rainier; Seattle (1968). He served
on the Committee on Education,
1975 -76, and was a Principal, Pacific
Northwest Regional Council, 1976 -77.

a
� '

He is a Partner, Knight, Vale & Grego
ry, Tacoma, Wash.

EDWARD BAKER
Mass. Route 128; Miami (1956). He
served on the Comm ittee on Soc ioEconomic Programs, 1977 -78. He is
Director of Fiscal and Personnel Management, Combined Jewish Philanthropies of Greater Boston, Inc., Boston, Mass.

THEODORE F.BEVEC
Long Beach (1964). He served on the
Committee on Chapter Operations,
1976 -78. He is Division Controller,
Pipe Div.- Southern California, Amer on Corp., Monterey Park, Calif.
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RAYMOND E. BURTON
BAAB

BAKER

BEVEC

South
Birmingham;
Birmingham
(1957). He served on the Comm ittee
on Chapter Operations, 1975 -78. He is
a Partner, Burton, Canaday & Moore,
Birmingham, Ala_

,

GERALD J. CABRAL

'

BROWN

BURTON

CABRAL

Stockton Area charter member
(1969). He served on the Comm ittee
on Chapter Operations, 1974 -77, and
the Com mittee on Public Relations,
1977 -78. He is Vice President, Stock ton Terminal Co., Stockton, Calif.
73

Nominees for Directors
JOSEPH F. CHELENO

JAMES A. FALCONE

New Orleans (1943). He served tw o
terms on the Committee on Membership, 1976 -78. He is a Principal, Pechon, Thorpe, Robbert & Favaloro,
Metairie, La.

Erie (1964). He served on the Commit-

AMBROSE J. CLAUS
Boston (1963). He served on the
Committee on Socio- Economic Programs, 1974 -78. He is a Partner, Arthur Young & Co., Boston, Mass.

tee on Chapter Operations, 1973 -75,
and the Com mittee on Mem bership,
1975 -76. He is Controller, Erie Press
Systems, EFCO, Inc., Erie, Pa.

PRESTON M.GENDLER

i
CHELENO

CLAUS

COKER

Dallas (1956). He served on the Committee on Socio- Economic Programs,
1974 -77. He is Owner - Accountant,
Preston M. Gendler, Dallas, Texas.

DAVID G. COKER

CAROLE ANN GIBBS

Spartanburg Area; W estern Carolinas
(1969). A charter member of Spartanburg Area Chapter, he served on the
Committee on Membership, 1975 -77.
He is Assistant to the Vice President
and Secretary, Arkwright Mills, Spartanburg, S.C.

Hawaii (1970). She served on the
Committee on Membership, 1975 -77,
and on the Committee on Publications, 1977 -78. She is Tax Manager,
Coopers and Lybrand, Honolulu, Hawaii.

DESSALET

DONOVAN

DOWELL

WILLIAM H. GREGORY
Portland Columbia; Seattle (1960). He
served on the Committee on Publica-

SAMUEL R. DESSALET
South Central Minnes ota; North J ersey Shore (1962). He s erved on the
Committee on Chapter Development,
1977 -78. He is Division Controller, National Poly Products, Northern Petrochemical Co., Mankato, Minn.

RICHARD C. DONOVAN

tions, 1977 -78. He is a Partner, Arthur
Andersen & Co., Portland, Ore.
W
DOYLE

r

M

PAUL M. HALL, JR.

DURO

EICHHORN

Kalamazoo; Muskegon (1954). He
served on the Committee on Chapter
Operations, 1973 -75, and 1977 -78. He
is
Vice - President - Finance,
Burroughs Division, Lear Siegler, Inc.,
Kalamazoo, Mich.

PAULINE L. HENRY
Illowa (1968). She served on the Committee on Chapter Operations, 197678. She is Controller, French & Hecht
Division, Kelsey Hayes Co., Davenport, Iowa.

RONALD B. DOWELL
Baltimore (1967). He served on the
Committee on Chapter Operations,
1975 -78. He is a Partner, Main Lafrentz & Co., Baltimore, Md.

FALCONE

KENNETH J. DOYLE

GENDLER

�

,

GIBBS

a

f .

Connecticut Gateway (1968). He
served on the Committee on Research, 1975 -78. He is a Partner, Price
Waterhouse & Co., Stamford, Conn.

RICHARD DURO
Canton (1961). He served on the
Committee on Publications, 1976 -78.
He is Controller, Research and Development Division and Contract Research Division, Babcock & Wilcox,
Alliance, Ohio.

74

CHARLES W. HUXFORD
North Central Indiana; Indianapolis
(1966). He served on the Com mittee
on Chapter Development, 1975 -77. He
is Staff Assistant to the Vice President, Finance, Glass Container
Group, Ball Corp., Muncie, Ind.
JERRY B. JACKSON

GREGORY

HALL

HENRY

Kansas City (1962). He served on the
Committee on Publications, 1976 -78.
He is Partner -in- Charge, Kansas City
office of Touche Ross & Co., Kansas
City, Mo.
ROBERT S. JOSLIN

HOWARD J. EICHHORN
Cedar Rapids (1963). He s erved on
the Com mittee on Public Relations,
1976 -78. He is a Partner, Dee Gosling
& Co., Cedar Rapids, Iowa.

Akron Cascade; Akron (1961). He
served on the Com mittee on Chapter
Operations, 1972 -78. He is a Partner,
Ernst & Ernst, Akron, Ohio.

. r.
HUXFORD

JACKSON

JOSLIN

Nashville (1967). He served on the
Committee on New Chapter Development, 1975 -77, and the Committee on
Chapter Operations, 1977 -78. He is
Controller, IKG Industries, Harsco
Corp., Nashville, Tenn.
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Nominees for Directors
JOSEPH M. KOCH

GEORGE L. NICHOLAS

--

Indiana East; Nashville; Indianapolis;
Detroit (1954). He is a charter member of Indiana East. He served on the
Committee on Education, 1975 -77. He
is a Financial Analyst, W ayne Corp.,

Los Angeles (1965). He served on the
Committee on Chapter Operations,
1975 -78. He is a Partner, Coopers &
Lybrand, Los Angeles, Calif.

Richmond, Ind.

ROBERT J. PROSKE

RONALD J. KOZICH
East Bergen - Rockland; Essex County
(1968). He served on the Committee
on Membership, 1976 -78. He is a Partner, Ernst & Ernst, Hackensack, N.J.

KOCH

KOZICH

KRISSLER

EDGAR H. KRISSLER

y;..,
KUTCH

LAKE

South Central Indiana (1970). He
served
on Columbus,
the CommInd.
ittee on Public
tries,
Inc.,
Relations, 1975 -77. He is a ManagerManufacturing Financial Analysis, Arvin Automotive Division, Arvin Indus-

..

LANIER
E

L

�
MALCOM

MARSH

MATTER

NICHOLAS

PROSKE

REICH

7C
-

z:

Calumet (1965). He served on the
Committee on Mem bership, 1976 -78.
He is Manager, Payroll & Accounting

>r
-� '

go, Ind.
REMINGTON RUTHERFORD

SALZMAN

FRED S. SCHULTE
Austin Area (1969). He served on the
Committee on Chapter Operations,
1977 -78. He is Corporate Controller,
Tracor, Inc., Austin, Texas.

as
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Long Island - Suffolk; Long Island -Nassau (1969). He served on the Commit tee on Membership, 1975 -76, and
1977 -78. He is Treasurer of Power
Test Corp.,
W estbury,
N.Y.East ChicaServices,
Inland
Steel Co.,

QUENTIN E. SAMUELSON

ROBERT L. SINAGRA

LEROY R. MATTER
Harrisburg Area (1962). He served on
the Committee on Chapter Operations, 1975 -77. He Is Controller, Cumberland Bridge Co., Camp Hill, Pa.

GAROLD L. RUTHERFORD
North Texas; Cedar Rapids (1949). He
served on the Com mittee on Education, 1976 -78. He is Manager, Manage -

STEPHEN P. SALZMAN

HUGH L. MARSH, J R.
Pittsburgh; Evansville (1959). He
served on the Comm ittee on Education, 1975 -78. He holds the Certificate
in Management Accounting. He is
General Manager - Internal Audit,
Aluminum Company of America,
Pittsburgh, Pa.

is Vice President of Finance and Administration, Kentucky Pioneer Coal
Co., Louisville, Ky.

ment Services, Commercial Telecom munications Group, Rockwell International, Dallas, Texas.

ROBERT E. MALCOM
Central Pennsylvania; Williamsport
(1968). He served on the Committee
on Education, 1974 -77. He is Professor of Accounting, Penn State University, University Park, Pa.

Piedmont Winston - Salem; Piedmont
(1962). He served on the Committee
o n Socio- Economic Programs, 197778. He is Accounting Supervisor, Government Systems and Commercial
Sales, Western Electric Co., W inston Salem, N.C.
CARL R. REMINGTON
Louisville (1964). He served on the
Committee on Research, 1975 -76. He

W ILLIAM L. LANIER, J R.
W ilmington (1967). He served on the
Committee on Mem bership, 1974 -76,
and Committee on Public Relations,
1976 -78. He is Partner, Cherry, Bekaert & Holland, Wilmington, N.C.

Philadelphia;

I

FREDERICK G. LAKE
Baton Rouge; San Francisco; New Orleans (1967). He served on the Committee on Chapter Operations, 197577. He is Partner-in- Charge, Baton
Rouge Office, Seidman & Seidman,
Baton Rouge, La.

Northeast

North Penn (1972). He served on the
Committee on Chapter Operations,
1977 -78. He is Vice President, Finance, Nationwide Energy Corp., Jenkintown, Pa.

GRADY J. REICH

Mid - Hudson (1967). He served on the
Committee on Chapter Operations,
1976 -77. He is Director, Krissler Business Institute, Poughkeepsie, N.Y.

THOMAS K. KUTCH

Suburban

SAMUELSON

SCHULTE

SINAGRA

Norwich; New Haven (1963). He
served on the Committee on Membership, 1977 -78. He is Treasurer and
Controller, Robertson Paper Box Co.,
Inc., Montville, Conn.
75

Nominees for Directors
I

ELLIOTT L. SLOCUM

LEROY A. SUNDBY
St. Paul (1963). He served on the
Committee on Public Relations, 197678, and as Chairman, Minnesota
Council, 1977 -78. He is a Partner, Haskins & Sells, St. Paul, Minn.

Atlanta Central; Atlanta (1969). He
served on the Committee on Research, 1975 -78. He is Associate Professor, Department of Accounting,
Georgia State University, Atlanta, Ga.

JAMES N. SMITH
Piedmont Winston - Salem; Piedmont
(1967). He served on the Committee
on Chapter Development, 1975 -78. He
is Partner -in- Charge, Winston -Salem
office, Ernst & Ernst, W inston - Salem,
N.C.

SLOCUM

3

JACK STEDNITZ
San Jose (1962). He s erved on the
Committee on Chapter Operations,
1974 -77. He is a Certified Public Accountant with Brooks, Stednitz &
Rhodes Accountancy Corp., San
Jose, Calif.

STEWART

SMITH

, r

STEDNITZ

JOHN SZAFRANSKI
Detroit (1960). He served on the Committee on Public Relations, 1976 -78.
He is Second Vice President, Comptroller's
Administration,
National
Bank of Detroit, Detroit, Mich.

,.
\s

� !
SUNDBY

I

V

.

SZAFRANSKI

HALG.TIERNEY
Sabine (1969). He served on the Committee on Membership, 1974 -76. He is
Supervisor—�Budgeting and Reporting, Project Accounting, Gulf States
Utilities Co., Beaumont, Texas.

CHARLIE H. STEWART, JR.

EDWIN A. WOODWARD

Mid - Florida (1971). He served on the
Committee on Membership, 1976 -78.
He is Vice President, Financial Planning and Reporting, Tupperw are International, Orlando, Fla.

Roaring Fork Colorado; San Diego
East; San Diego (1971). He served on
the Committee on Membership, 197577. He is a Partner, Woodward & Hut cheon, Glenwood Springs, Colo.

r ,a
TIERNEY

. J

f

WOODWARD

Nominees for NAA
Nominating Committee
to Report in 1979
Chairman�—R.�LESLIE�ELLIS,�Lancaster
JOHN S. BILLINGS, Peninsula -Palo Alto
DAVID L. BODENHAMER, Piedmont Winston -Salem
ROBERT J. BORGMANN, Phoenix
LESTER M. BREWER, Houston
GERALD W. DEVLIN, New York
LAFE P. FOX, Cleveland
GEORGE D. GEE, Kansas City
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DORA R. HERRING, Northeast Mississippi
ROBERT R. MEYER, Philadelphia
ROBERT L. ROSENBLATT, Boston
ROBERT E. STOCKMEYER, Evansville
CALVIN A. VOBROUCEK, Peoria
WILLIAM W ARSHAUER, JR., Montgomery Prince Georges
GLEN E. WOODSON, Canton
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. . . wi t h a c c o u n t s
receivable and
acco unts pay able
ca sh man ag emen t

systems.
r

You get improved
control of your cash flow
plus increased flexibility with
Accounts Receivable and Accounts
Payable cash management systems from
Software International.
Accounts Receivable is data -base designed,
using advanced file - handling and on -line
techniques for maximum control and flexibility
in processing cash payments.
Accounts Payable gives users positive and
timely control over cash disbursements, coupled with accurate and rapid reporting at
both detail and summary level.
Regardless of the Software International
System you install, you get the training, support and documentation that's made our application packages the choice of financial and
accounting professionals around the world.
Turn your cash flow problems over to our
cash management systems for better control. Only from Software International.

`

r

9 00 ❑

You've
turned me on, Software
International. Please send me
more information aboutLARGE❑COMPUTER❑SYSTEMS❑—
for users of IBM, BURROUGHS,
DEC, HONEYWELL, UNIVAC and
ICL computers.
Financial
General Ledger and Financial
Reporting
❑ ❑Accounts❑Payable
❑ ❑Accounts❑Receivable
❑ ❑Fixed❑Asset❑Accounting
'
'

Manuf acturing
❑ ❑Material❑Requirements❑Planning
❑ ❑Master❑Production❑Scheduling
❑ ❑Capacity❑Planning
❑ ❑Shop❑Floor❑Control
❑ ❑Purchasing
Comprehensive Report Generator
❑ ❑FILETAB

❑ •I

MA578

SMALL❑COMPUTER❑SYSTEMS❑—
for users of System /3 and other
IBM, Burroughs, Univac 9030,
Honeywell 62. HP 3000, DEC,
Interdata and most popular
business minicomputers.
❑ ❑General❑Ledger❑and❑Financial
Reporting
❑ ❑Accounts❑Payable
❑ ❑Accounts❑Receivable
❑ ❑Fixed❑Asset❑Accounting
Name

I

'
'

Wile

Company
Address
city

State

Zlp

Computer System
phone

Elm Square. Andover. Mass. 01810

L

Opp

'

(617)475 -5040

Atlanta (4041252.9880 New York 19141 332.0040 Washington. D C (3011 770-6460
Philadelphia 13021 995 -7101 Chicago (312) 729-7410
San Diego(7141292 -9833 Toronto
Houston
Columous, OH 16141 773 -2167 San Francisco (4151 433-5797

One of the best
known accountants
doesnt do
accounting.
Robert Half is a Certified Public
Accountant. But he hasrl 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 off ices are staffed by CPAs, CAs, Controllers, Bankers and Systems
Engineers. They're specialists... they're professionals ... they know their market
and they know their people. Robert Half does what he does best ... finds
competent financial and EDP personnel for employers throughout the world.
There are 55 Robert Half offices in the United States, Canada and Great Britain.
Look in the White Pages.

MIRCMMT N
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PERSONNEL 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
MILW AUKEE • 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

