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Miller Comprehensive CPA Review, Inc., 757 Third Avenue -New York, NY 10017 -Phone collect (212)BM -3518
Please reserve a place for me in the section(s) designated belo w :
I

Full Seminar (Meets Tuesday and Thursdays,
August 1- October 26).
SEPARATE SECTION S & COMBINATIONS

C Theory & Practice(MeetsTuesdays,August 1-

REGULAR
SPECIAL
CO ST
INTRO. RATE.
$750

$525

$425

$350

C Audit ing (Meets Thursdays, August 17- September 14)

$2D0

$175

El Law (Masts Thursdays, September z1-oaufxr zb.)

s225

$200

5550

s m

October 24 and Thursdays, August 3 and 10.)

Theo ry & Practice and either 1i taw or C Auditing

Auditing k Law
s325
s275
0 I do not wish to register at this time. However, please send me the Miller Comprehensive
CPA Revie w and Co mpanion W orkbook, the text book mat erial inc luded in the pric e of all
Seminar options. To purchase them separately, 1 am enclosing $87.50. If I'm not fully satisfied, I 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.)

II

Address

I

c'i t

re s e rve my pla c e in the Se mina r s e ctiou(s) indic a te d
, a nd $ 87. 50 for the Se mina r writ te n ma te r ia l
(Miller Comprehensive CPA Review, the Companion Worka b o ve

book and the Diagnostic Test). I understand the $87.50
is re funda ble only if I re turn a ll of the Se mina r written
ma te r ia l i n go o d c o ndi ti o n wi t hi n 2 we e k s a fte r I
rec
eive it. Ta he
$37.50
tim e depos
re fundable
t any
prior itto for
the space
e nd ofrese
ther v2nd
s esisa ti on

Sion of the Seminar. I als o agree to pay one -half of any
ba la nc e due prior to the be lrning of the third session
of the Seminar, and render T ull pa yme nt of a ny bala nce
due at or before the beginning of the twelfth se ssion of

the Seminar. In addition, I understand that should I
re ce ive notice tha t I pas se d a ny pa rts of the la st CPA
exa mina tion, I ma y withdra w from those Se mina r s ec lions without pe na lty.

Signature

Phone Day

Name

I

Enclosed is my check for $125.00, of which $37.50 is to

Apt. k

Date

Evening

Emplo yed by

I

Please indicate the
City where you will attend Seminar
State

Zip

Mail this application, with your check, to receive your written material
immediately.
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I NEW ORLEANS • NEW YORK CITY • PHILADELPHIA • PITTSBURGH • SAN DIEGO •
I
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PRESIDENT'S PERSPECTIVE

Close Encounters
for a Trained Mind
During this month, Certificate No. 1,000 will be issued to a successful candidate
in the Certificate in Management Accounting (CMA) program. We see this event
as a symbol of growing corporate and individual recognition of the value of NAA's
relatively new professional ization plan.
Its outstanding success to date is due in large part to rapid changes taking
place in our socio- economic environment. What we are seeing reflects the joining
together of several broad trends. There is a substantial effort under way to
establish greater standardization of accounting principles and procedures
worldwide. Associated with this effort is new emphasis on the need to upgrade
and professionalize the accounting discipline. And the constantly increasing
demands for change in corporate accountability and disclosure to various public
interest groups are leaving their marks on both the public and private accountant.
It would appear that with these and other rapid changes in accounting
requirements, the Institute of Management Accounting was established at a most
appropriate time. More and more Fortune 500 companies are using the Institute
as a training ground for their accountants; other smaller companies are actively
encouraging their accounting people to participate.
The growth in the number of CMA preparatory courses in a relatively short time
is another strong indication of the wide - ranging impact of our program, When a
support industry springs up as the direct result of the introduction of a new
product, we have reason to believe the product is successful. Our CMA product is
such a success.
Although the program is directed primarily at accountants who are beginning
their careers, some 20% of our CMA holders already have highly responsible
positions in their organizations. We have attracted outstanding men and women
from all areas of our business society.
The CMA idea has influenced college and university curricula. It is used by
accounting staff recruiters and employers as one means of evaluating potential
employees. Successful completion of the certificate requirements is listed more
and more often as a prominent item in the resumes of accountants aspiring to
new positions.
I believe the Certificate in Management Accounting program represents one of
our Association's most significant accomplishments. It was set up on a strong
professional base and it's getting stronger and more professional. It is becoming
a powerful force in the field of management accounting.

R. LESLIE ELLIS
President, 1977 -78
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INFORMATION NEEDS OF BANKERS
By Keith G. Stanga and James J. Benjamin
Bankers are important u sers of external accounting information. Their needs, as evidenced
by their responses to the authors' questionnaire, are very clearly revealed when the results
are analyzed.

Cover:
Caterpillar D10 tractor
reclaims land in a
surface coal mine near
Clearfield, Pa. The
earthmoving company
has an extensive
training program for
management
accountants. See page
55.

22

REPLACEMENT COST DATA: WHAT DO YOU DO WITH IT?
By James J. Vincenzo
In considering the requirements for obtaining replacement cost data, the author begins by
asking: "So what ?" But he goes on to show that the data may have great value if we use it
to determine the return on capital employed, the rate of capital turnover, and what price
increases must be made over a period of time to compensate for inflation.

Photo courtesy of Caterpillar
Tractor Co.
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WHAT SHOULD THE MANAGEMENT ACCOUNTANT KNOW?
By Homer R. Figler
For most people, management skill can be acquired only over a period of years. Although
there are those to whom such skill "comes naturally," the overwhelming majority of
effective managers learn to manage only through training and practice.

30

TO BE OR NOT TO BE: A BUILDING
FOR INVESTMENT CREDIT?
By Michael M. Billion
The investment credit, whenever it is applicable, is an important form of tax relief for
industry. In the case of structures that may or may not appear to be buildings, the
applicability of the credit depends on the reasoning of the Internal Revenue Service and
the courts.

35

HOW A BANK PERFORMS A CUSTOMER
PROFITABILITY ANALYSIS
By Jack B. Levine
The proper allocation of resources is important in every form of enterprise, but in a bank it
is even more critical. Many banks are now, for the first time, beginning such allocation
through customer profitability analysis.

44

ACCOUNTING FOR LEVERAGED ESOPS:
EMPLOYEE BENEFIT OR FINANCING TOOL?
By Patrick A. Hennessee and J.W. Giese
This article discusses the apparent inconsistencies that exist in the recommendations
made by the Accounting Standards Division of the AICPA for employee stock ownership
plan accounting and reporting.
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HERE COMES FLEXTIME
By Glenn J. Schnur
We pride ourselves on keeping informed of technological advances and managerial
innovations in running our businesses. But can we really consider ourselves up -to -date if
our very basis of enterprise —the working day —is bound up by convention in a nine -to -five
straitjacket? Here comes Flextime.

55

BRINGING UP MANAGEMENT ACCOUNTANTS
By W arner V, Stoughton
For more than 30 years Caterpillar Tractor Co. has conducted a comprehensive
professional accounting and recruitment program that has provided the company with
most of its accounting management needs. Here's how the program works and some of
the conclusions drawn from the experience.

60

THE DISTRIBUTION CHANNELS DECISION: A
PROBLEM OF PERFORMANCE MEASUREMENT
By Douglas M. Lambert
Cost information for distribution cost tradeoff analysis is generally available from corporate
accounting systems but is not available to managers who make the distribution channels
decision. This is one of the conclusions in a new research report sponsored by NAA and
the Society of Management Accountants of Canada. The researcher, Mr. Lambert,
summarizes some of the conclusions of the report.

64

"HOW WE USE NAA'S SELF -STUDY PROGRAM"
The NAA SSP programs are being used in innovative formats by an Oregon company and
a Minnesota chapter.
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TOPICAL INDEX TO ARTICLES, VOL. LIX, AND
NAA RESEARCH PUBLICATIONS

DEPARTMENTS
LETTERS to the editor
DATA SHEET items of interest for the businessman
MANAGEMENT ACCOUNTING PRACTICES
CHAPTER /MEMBER NEWS all about chapters and mem bers
NEW PRODUCTS/ SERVICES a look at the m arketplace

Views expressed herein are authors' and do not represent Association policy unless so
stated. Reprints of articles appearing in any issue of MANAGEMENT
ACCOUNTING are available from NAA's Special Order Department.
MANAGEMENT ACCOUNTING, Vol. LIX, No. 12. Published monthly by
National Association of Accountants, 919 Third Ave., New York, N.Y. 10022. Price $2.00
per copy. Second class postage paid at Lancaster, Pa.
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That's what our people want too!
This is w hy we say the s ooner you fire us , the happier w e
will be.

A regi st er ed
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Buying your first computer ?
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It can be a tough decision'.
Here's wh y.
As an expert in your own field, you probably aren't a
computer expert. But you have the big responsibility
of making a computer decision ... one involving lots
of do llars and time.
You 're at a di sad vant age. Sales men nat ural ly pu sh
th ei r p ro du ct s . Ot her u sers defend th ei r compu ter
choices. Consultants even have their biases. This is
why buying your first computer can be such a tough
decis io n.

Sen d for your copy of "BUYING YOUR FIRST
COMPUTER" from the Centurion people.
- - - - - - - - - - - - - - - - - - - - - - . - - I
I Rus h me your bookle t: "BUYING YOUR
I FIRST COMPUT ER." I'm e nc losing $1,00
I

I

The C entu rion peo ple understand t his.

Name

We have a booklet for you. It cuts through the fog of
co mp u t er j argo n an d h el p s yo u focus on criti cal
is s ues . . .
• Some techn ical aspects you s hould know.
• What a co mpu ter can and can't d o.
• How to make yo ur compu ter profitable.
• A pract ical plan for selecting your comp uter
co mp an y.

T itle
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I

to c ove r printing a nd dis tribution.
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Firm

1

1

I Address
C ity

I

I
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State ----

Se nd to:

>"

Zip

Ce nturion C ompute rs
I
12505 North C entra l Expres sway I
Da lla s, TX 75243
I

L - - - - - - - - - - - - - - - - - - - - - - - - - -

I

Centurion is a product of Warrea Co mp ut er
Corp orat ion

LetterS

TO THE EDITOR

Support for the FASB?

cause business lives in a competitive
Having followed the FASB's cam- world. All firms have to think more of
their own interests than they do of inpaign to establish its authority, in MANAGEMENT ACCOUNTING and elsewhere, dustry interests or the abstract interests
I have concluded that the strategy fol- of business in general. Where I have
lowed by the FASB and its most out- worked, companies have ranged from
spoken supporters simply is not realis- reluctant to downright unwilling to sacrifice their own goals to the cause of pritic.
vate enterprise, or any other. And even
In simplified form, this strategy has
if most business firms were willing to
been to assert that the FASB is the last
chance of the private sector to have a accept the sort of self - denial desired by
the FASB, it would take only a few disdeciding role in the setting of accountsenters
to upset the situation.
ing standards. Therefore, it is the duty
Beyond that, in a world where poliand self - interest of all companies and
tics is important, nobody really elected
accounting firms to provide full support
the FASB. Ironically, the process that
of all FASB decisions. While not disputwas intended to increase the Board's leing some of the logic of this strategy, I
gitimacy within the accounting profesam convinced that it is destined to fail.
sion—
including non -CPAs in the selectThe FASB seems to rely primarily on
ing
body
and the Board itself —may end
the correctness of its position, fortified
up having the opposite effect on the
by support from important segments of
world at large. The responsibility has
the accounting profession. However, it
been taken away from what (like it or
does not appear to be able to cope with
not) most of the public regards as the
opposition from outside the profession.
core of the accounting profession —the
Also, it has not offered convincing arguCPAs —and given it over to what is esments why individual firms should not
sentially an ad hoc body, chosen by a
seek political relief from decisions
group whose credentials are easier to
which they consider particularly onerdefend inside the profession than outous or damaging to themselves, nor has
side.
it created effective sanctions against
such action.
Roger D. WoRstadt
FASB Statement No. 19, Accounting Annandale, Va.
for Oil and Gas Production, provides a
case in point. (Those with long memories will recognize a replay of the invest- Amortize Indefinite Intangibles Over
40 -Year Period
ment tax credit issue under the Accounting Principles Board.) IndepenI was somewhat surprised when readdent producers see "successful efforts" ing the article "Human Resource Acaccounting under Statement No. 19 as a counting for Professional Sports
threat to their financial relationships. Teams," by Louis F. Biagioni and Pekin
Other firms, just entering the business, Ogan, in the November 1977 issue, to
would undergo significant financial find the authors stating, in their otherharm. These producers have appealed wise excellent article, that "... intanto Congress and have found sympathet- gible assets with an indefinite life are
ic ears there.
not amortized until such time that it apI have heard serious arguments that pears they have lost some or all of their
the independent producers are just plain value." The authors go on to cite Acwrong on Statement No. 19, as if that counting Research Bulletin Number 43,
were relevant. It is not. What is relevant Chapter 5, as the authority on this matis that the independent producers be- ter. However, the definitive pronouncelieve that they have an important stake ment on intangibles is APB Opinion
in the outcome, and they are willing to No. 17, issued in 1970. Opinion No. 17
seek political help to win their case.
specifically requires that both types of
Why does this happen? It happens be- intangibles, those with a definite life and
6

those with an indefinite life, be amortized; the former over its definite life
and the latter over a period not to exceed 40 years.
Jack O. Hall, Jr.
Associate Professor of A ccounting
Western Kentucky University
Bowling Green, Ky.
For Periodic ZBB
It was interesting to read and contrast articles in the November 1977 issues Of MANAGEMENT ACCOUNTING
and Hospital Financial Management regarding zero -base budgeting (ZBB). The
benefits and costs of ZBB were well explored in the MANAGEMENT ACCOUNTING article, "Zero Base Budgeting," by Philip M. J. Reckers and A. J.
Stagliano. Both articles provide a good
background and are timely, considering
the current wave of ZBB projects and
management converts.
I am very surprised, however, that
the articles discuss the subject as if ZBB
were a method to be adopted and used
into perpetuity. On the contrary, my experience (both as a user and an observer) has indicated that the greatest benefit can be derived from ZBB as a periodic effort rather than a continual application. A wealth of valuable information
is provided by the in -depth evaluation
required to prepare an itemized budget,
and the subsequent evaluation of that
budget at the completion of the operating cycle. Such a procedure, applied
once every three to six years or twice
consecutively during a seven to ten year
period will, I believe, maximize benefits.
However, to go back to "square one"
and re -think all corporate budgets for
the annual operating cycle is needlessly
time - consuming and, in my opinion,
generates data so voluminous it may
never be used.
Under the constraints of periodic
ZBB, a comparatively small accounting
or budgeting department can provide
more effective and appropriate data to
management by applying ZBB to different manufacturing or operating units
Continued on page IZ
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. . . wit h a c c o unt s
receivable and
accounts payable
cash management
systems.
✓ t

_
Yo u' v e` 00 0

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.
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EXCELLENT EXPERIENCE FOR 1977 PERMITS ANOTHER
REDUCTION IN COST TO PARTICIPANTS AND A NONMEDI CAL ENROLLMENT IN 1978

NAA
LIFE

The semiannual premium due July 1, 1978 will be reduced by 80 percent
for those members insured on or before July 1, 1977. This is the fifth
consecutive year that the NAA Life Insurance Trust has reduced the
semiannual premium due on July 1. Comparable reductions were 75
percent in 1977, 50 percent in 1976, 43 percent in 1975, and 100
percent in 1974.
Present economic trends have generated a need for increased amounts
of Life Insurance to provide security and a sense of well being. In
response to this need, during the June 1978 solicitation all eligible
members under age 65 who are not currently insured will be permitted
to enroll for $15,000 of coverage for themselves and $5,000 of coverage
for their spouse without submitting medical evidence of insurability. This
allows you to purchase valuable insurance protection for yourself and
your family at a cost considerably below that for similar individual type protection.

N
I SURANCE
TRUST

H O W T O APPLY FOR COVERAGE

During the month of June, you will be receiving a brochure in the m ail
describing the program, underwriting requirements, and instructions on
how to apply. If you are not presently participating in the plan, now is
your opportunity to join the 25,000 members, spouses, and eligible
children who are already covered. If you are presently participating in
the plan, now is your opportunity to increase coverage for yourself and
your spouse.

Members

Dependents Combined

100.00

—

Contributions by Participants . . . . . . . . . . . . . . . . . . . $6,535,279 $1,171,262 $7,706,541
848,200
5,145,517
Paid Claims . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,297,317
213,333
Pending Death and Total Permanent Disability ......... 213,333
260,103
37,958
A c c r u e d C l a i m L i a b i l i t y . . . . . . . . . . . . . . . . . . . . . . . . . . 222,145
3,569
14,736
C o n v e r s i o n C h a r g e s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,167
I n c u r r e d C l a i m s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,743,962
889,727
5,633,689
Total Expense Charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 996,408
P r e m i u m S t a b i l i z a t i o n F u n d E xc l u d i n g In t e r e s t . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,076,444
Total Charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7 , 7 0 6 , 5 4 1

%

FINAN CIAL REPORT FOR THE PERIOD JULY 1, 1968 TO JANUARY 1, 1978

PREMIUM STABILI ZATION FUND
To t a l C o nt r i b ut i o ns t o F u n d . . .. . . .. . . . .. . . .. . . .. . $ 2, 7 8 6, 2 4 6
Interest Earned on Fund . . . . . . . . . . . . . . . . . . . . . . . . . . 3 3 5 , 3 3 7
$3,121,583
Returned to Policyholders as
Pre m i um Di sc o u n t . . . .. . . .. . . . .. . . . .. . . . .. . . . $1 , 7 0 9, 8 0 2
Balance in Fund Before Discount on
Semiannual Premium due July 1, 1978 ............ $1,411,781
NAA INSURANCE COMMI TTEE
Michale P. Granieri, Chairman
Vincent A. Piucci
Jack W. Gibson, Secretary
Wade B. Salisbury
Underwriter and Administrator
Connecticut General Life Insurance Company
Hartford, Connecticut 06152

73.10
12.93
13.97
100.00

Data Sheet

future cash flows, not the selection of an accounting method or the results of one accounting method opposed to another." Robert E.
Field, Price Waterhouse & Co.: "Failure to support FASB Statement 19 will seriously impair, if
not destroy, the effectiveness of the FASB"

Robert F. Randall, Editor
Sprague Is FASAC Executive Director

SEC's Oil -Gas Hearings
The fight by some lobbyists to overturn the Financial Accounting Standards Board's controversial decision on accounting for the development of oil and gas resources now is centered
in Washington. In FASB Statement No. 19, the
Board prescribed a form of the "successful efforts" method of accounting as the single
method to be used by oil and gas producing
companies. Attempts to reverse this decision
have included actions in Congress, the Justice
Department, and Federal Trade Commission,
as well as the Department of Energy. In nine
days of hearings, the Securities & Exchange
Commission heard testimony both supporting
and attacking Statement No. 19. The newly created Department of Energy opposes the
standard because it believes that adoption of a
requirement for successful efforts accounting
may lead to a reduction in exploration efforts, In
defending the Board's ruling, FASB Chairman
Donald J_ Kirk told the hearing: "The successful efforts method is a more accurate measure
of the operations and economic performance
of an individual oil and gas exploration company in a given accounting period than is the full
cost method_ ... A principal defect of the full
cost method, a concept of accounting unique
to the oil and gas industry, is that it obscures
risks and conceals failures by treating the costs
of abandoned properties and exploratory dry
holes as assets."
Some excerpts:
Randal B. McDonald, Arthur Andersen & Co.:
"From a historical cost standpoint, it has been
and continues to be our view that the full cost
accounting method provides the most meaningful accounting for oil and gas exploration
costs. ... W e believe that successful efforts
accounting, particularly as it relates to new entrants into the industry and companies significantly expanding their exploration efforts, will
result in reporting misleading financial information to investors." Stanley P. Porter, Arthur
Young & Co.: "Private placements of long -term
debt or equity securities and bank borrowings
are based upon reserves of oil and gas and
MANAGEMENT ACCOUNTING /JUNE 1978

William D. Sprague has been appointed executive director of the Financial Accounting Standards Advisory Council. He will serve on a full time basis with the responsibility for FASAC's
day -to -day operations, its long -range planning
efforts, and for liaison with Council members
and the FASB. A partner with Arthur Andersen
& Co. for 23 years, Mr. Sprague recently served
as editor of the CPA Journal, adjunct professor
in the Graduate School of Business, Fordham
University, and also had undertaken a number
of consulting assignments.

Sen. Eagleton Focuses on Accounting
As Metcalf Subcommittee Is Abolished
Following the death of Sen, Lee Metcalf, the
Senate leadership has disestablished the Subcommittee on Reports, Accounting, and Management and transferred responsibility for accounting matters to the Governmental Efficiency and the District of Columbia Subcommittee.
This subcommittee is chaired by Sen, Thomas
Eagleton (D -Mo.), who has sent a questionnaire to each of the national accounting firms,
the Cost Accounting Standards Board, the
FASB, the American Institute of CPAs, and the
SEC, following up on the earlier hearings.

AICPA OKs Advertising
CPAs may now advertise, so long as the informational message is not "false, misleading or
deceptive," under a new amendment to the
AICPA's bylaws and code of ethics approved
by more than a two - thirds majority of the Institute's members. In other changes approved by
the Institute's members, nonpracticing -CPA
members will be permitted to serve as officers
of the Institute and as members of the Joint
Trial Board, members are prohibited from practicing public accounting while engaged in any
occupation creating a conflict of interest in rendering professional services, and a practitioner
may offer employment to a member of a staff
from another CPA firm without first notifying
that firm.
Continued on page 68

Management
Accounting
Practices
Louis Bisgay, Editor

MAP Supports Objectives
Of Financial Reporting
The Management Accounting Practices Committee has given its support to the Financial Accounting Standards Board's Objectives of Financial Reporting (MAP, March 1978). In a letter to the FASB, the MAP Committee said that
the "Objectives —form a useful basis for the establishment of a conceptual framework for financial accounting and reporting." The MAP
Committee endorsed both (1) the establishment of a new series of Statements of Financial Accounting Concepts to provide a frame of
reference for its Standards and (2) the expansion of "Objectives" to encompass the reporting of financial information either within or outside the formal financial statements.
The Committee was less enthusiastic about
the other segment of the exposure draft, Elements of Financial Statements of Business Enterprises. It agreed with the exposure draft's
stress on earnings measured on an accrual basis and recognized that certain key definitions
proposed by the Board and by the Committee
indicate no apparent substantive conflict, but,
the Committee pointed out, "from a conceptual
viewpoint, the selection of definitions that seem
to reflect the Asset /Liability view is inherently
at variance with an emphasis on accrual -based
earnings measurement." Accordingly, the MAP
Committee suggested that the Board consider
delaying final approval of the definitions and,
after further deliberation, issue them separately
from the "Objectives."

MAP Endorses FASB Statement
On Reporting by Nonpublic Companies
Last month this column reported on an FASB
proposed statement that would suspend the
applicability of APB Opinion No. 15 (Earnings
Per Share) and FASB Statement No. 14 (Seg10

ment Reporting) to financial statements of nonpublic enterprises. The MAP Committee has
since endorsed the Board's proposal (subsequently adopted by the Standards Board),
pointing out that the reporting of earnings per
share and segment information "often are of
little value as regards small or closely held enterprises and represent unusual burdens to the
reporting companies." The comment letter noted that a minority dissented for reasons that
include an interest in having the FASB first attend to a major agenda project that addresses
the broad issue of differential disclosure needs
before it takes action on the two specific matters in question.

FASB Opts for Supplemental Disclosure
Of Impact of Inflation
The FASB decided that any major changes in
measurement concepts needed to show the effects of inflation on business enterprises
should be introduced as supplemental disclosures rather than by changing basic financial
statements. The Board has directed its staff to
undertake work on both measurement concepts and possible types of supplemental disclosures of inflation effects consistent with
those concepts.
Supplemental disclosure will provide an opportunity for preparers, auditors and users of
financial statements to gain experience under
less rigid guidance than would be required if the
changes were to be made immediately in the
basic financial statements. The experience
gained could provide a basis for a subsequent
decision by the Board to change from the traditional historical cost model, or it could suggest
that no changes should be made.

CASB Issues Proposed Rules
The Cost Accounting Standards Board has proposed five standards that deal with the allocation of various indirect costs. The newly -proposed rules are:
Standard 417 - Distinguishing Between Direct
and Indirect Costs.
Standard 418- Allocation of Service Center
Costs.
Standard 419- Allocation of Material- Related
Overhead Costs.
Standard 420 - Allocation of Manufacturing,
Engineering, and Comparable Overhead Costs.
Standard 421 - Allocation of Indirect Costs.
Recognizing that the five proposed standards represent a major undertaking by the
Continued on page 69
MANAGEMENT ACCOUNTING /JUNE 1978

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, the 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 es sing un it .
with 16 thousand characters of applicat ion memory. A typ ewrit 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 double the
memory and storage.
Second, the part you don't see:
It 's Qant el's Client Ac cou nt in g
software, proven in existing installations. Among other things, it lets
you process up to 15 client reports

19780antel

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 ac c urat e write -up s wit hin
flexible formats, and generates an
audit trail. And it enables you to
perso nally generate your own
reports, with a plain - English pro-

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

gramming aid. And, since all of this
software is 100% compatible with
every system we make, you'll never
outgrow your investment.
Finally, the best part of all:
The price. $345 a month leaselpurchase, plus maintenance and software which will vary, and you can
toss out your pencils, say goodbye
to your service bureau, and install
computerized client acc ou nt in g.
Return th e c oup on for d et ailed
information.
I- - - - - - - - - - - - - Send to:
Oantel Corporation •P.O. Box 3517
Hayward, CA 94545
l
i I'd like to investigate your Client
Accounting System. Please send
I me more information.
I Name_
I
I Company:
I Address:
I City: _ _ _ State:_ Zip: _
I
Telephone:
6 /MAi 78
_I

LETTERS
Cont inued from p ag e 6
during different op eratin g cycles on a
rotation al basis, th us pro viding each
unit with th e in form atio n o f ZBB and
allowing time to an aly ze an d use th at
inform ation .
Wi lli a m B. I nce
Tax Specialist
Peat Ma rwick Mit ch ell
Det roit , Mich.

Dom estic vs. Fo reign Com po nent
Processing
Mr. Rich ard J. Nagy 's article,
"Tr ans fer
Price
Accou n tin g
for
M N C 's " in th e Ja n u ary 1978 issue of
MANA GEME NT A C C OUNT IN G of fe rs a n

insightful comparative analysis. In his
article, Mr. Nagy compares domestic
vs. foreign processing of a component
part into the finished product.
The detailed quantitative example
serves forcefully to emphasize the need
for proper analysis. However, since the
analysis is a comparison of (a) domestic
vs. (b) foreign component processing,
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the total (a) + (b) columns in Exhibit 3,
"International profit center" is inappropriate. The question is (a) vs. (b), alternative choices, not the sum of the results of (a) and (b).
Milton F. Usry
Regents Professor of Accounting
Oklahoma State University
Stillwater, Okla.
Tax Trade -Offs
Mr. Henry G. Pansza's article in the
February 1978 issue, "Tax Trade -Offs:
Investment Credit Versus Depreciation," highlighted the need for recognition of the investment credit and depreciation options in making the capital investment decision.
He states that a new business might
consider taking a reverse sum -of -the
years digit method to save the depreciation allowance for later years when it
will do more good. Firms in this situation should not lose sight of the need for
maintaining a favorable cash flow position; accelerated depreciation methods
provide a tax shield greater than the
straight line method and thus, in some

instances, may provide additional cash
for operations. Thus, a new firm should
use Mr. Pansza's methods after ensuring that the firm will exist to enjoy the
remaining years' benefits.
Also while the selection of the most
advantageous depreciation and investment tax credit option can cut tax bills,
I must take exception to the statement
that the option's first -year tax savings is
of critical importance to the investment
decision. An investment which swings
from a favorable to unfavorable position
based solely on the tax option chosen
should probably not be made. Uncertainties in the estimation of projected
operating savings always exist. If the investment's decision criteria are sensitive
to changes in the depreciation or investment credit tax effects, then they will be
sensitive to changes in operating savings
effects. Investment decisions made
based on the effects of accounting manipulations might expose the firm to a
higher degree of risk than necessary.
Steven W. Plummer
Financial Specialist
International Harvester
Fort Wayne, Ind.

IS OFF-THE-SHELF
-`
SOFTWARE
n� �FORYOU?

pap

COST

i� ,
Ava ila bl e on DEC PDP -II & IBM 3601370

At Am eric an Managem ent Sys tem s (AM S) we do things a
little differ ently. AMS pr ovides a soft ware package that is m ore
than off - the - shelf, General Financial System (GFS) is designed
to m eet 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
p ackaged software.
For governm e ntal organizations AMS has develo ped a Local
Governm ent Financial System — utilizing the GFS software
modules. LGFS provides for encum brance accounting, expenditure accounting, revenue accounting, budgeting and full fund
control.
AMS provides the suppor t you need.

American Management Systems, Inc.
ther W ilson Boulevard, A rlingt on, Virginia 22209
1515

Pe te r W. Livengood (703) 841 -6000

12

i3msO

Offices in New York, Chicago, San Mateo
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BECAUSE THERE'S
THE SERVICE BUREAU COMPANY,
YOU CAN TAKE THE HIT& MISS OUT OF
JOB COSTANALYSIS.

What was the value of the material you
greater profit on the jobs you do now, but
used? What did your labor and managerial also to help you plan for and control job
time cost?
costs as you grow.
How would your cost have been affected
Let us help you spot where the problems
if the job was managed in a different way? and opportunities really are. As we do
And how did the final costs compare with
with a variety of applications for more than
your estimates?
4500 companies with annual sales from
The Service Bureau Company can help
one to 50 million dollars, and over 600 of
manufacturers—and construction and
the Fortune 1000.
professional people — answer thousands
So, if you need computer help in weeks
of questions that affect their livelihood.
instead of months, call the company that
We can help you not only to realize a
gave its name to the entire industry.

r-

- - - - - - - -

- - - - - - -

, --I

For a free mpy of our Job Cost Brochure, eliptnd msi1 to
1 The Service Bureau Company, 50o West Putnam Avenue
Greenwich, Conn. 068311. Alin: Mr. D. Guidera.
t
NameITitle
�

I
I

Company
Business Address

I
I City

I
State

z ip

I

Phone
I My�company's�sales�are�0�under�� �over�$500,000�a�year I
I and�we�employ�0�under�� �over�50�people.
0.19 1
L - - - - - - - - - - - - - - - - - - - - - J

THE SERVICE BUZEAU COMPANY
2
L7
C)1979 Control Data Corporation

a data set vices division of
CONTROL DATA COP\ ORATION
500 West Putnam Avenue, Greenwich, Connecticut 06630

SIXSTEPSTO THE
CERTIFICATE IN MANAGEMENT ACCOUNTING
Candidate submits an application for membership
in the Institute of Management Accounting and an
application to sit for the CMA examination. Candidate
arranges for proof of educational attainment and
character references to be sent directly to the Institute.
September 1 is the deadline for new candidates to file the
membership and examination applications. (Candidates who are members of the Institute and who have
taken parts of the examination at a prior offering
should file their examination application by October 1.)

2

Institute notifies candidate of acceptance when
educational credentials and references are received.

Institute sends candidate authorization letters for
requested examination parts and exact address in
selected city where examination will be held.
Notification in early November.

4

Candidate sits for examination on December 13,14,
or 15, depending on number of parts taken.

Institute notifies candidate of examination results in
March 1979.

Certificate in Management Accounting is awarded
to candidates who have passed all five parts and have
fulfilled the requirement of at least two years of
appropriate management accounting experience.

Note that the candidate initiates the action in steps 1 and 4.
The Institute has the responsibility for the other four
FOR INFORMATION CONTACT: IMA, 570 CITY CENTER BUILDING, ANN ARBOR, MICHIGAN 48104

What is

PUR SIN GER

I t there anything
PUR SIN GER

We are a computer integration house.
We buy large quantities,
millions of dollars worth,
of the very best
new hardware
and software
and systems design
and engineering
and training
and services
and operating systems
and maintenance
and financing.

some big computer giant
I fturned
down your credit
for even if he hasn't)

does n't know ipr obab ly n ot much
alsostt arranging for your computer

This little giant won't.
Not if we can possibly help it.
And we probably cart.

to earn its own way.
I I your enterprise can menage
$1.79 an hour,
or thereabouts,
wa will get back to you fast with
some sensible suggestions.
After all,
we wor k wi t h ou t own very long term —
— very low mo nthly p ayment
capital sources. Not yours.

PUR SIN GER
knows lots and lots of things
about helping out. Ways big giants
have forgotten. Or never knew.

PUR SIN GER

11 we can trust you,
You can trust

can do.

PUR SIN GER

We put them all together
and make them work.
And then we support them.
That's what we are:
A SUPPORTING COMPANY!

o
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Pursinger
Co.
Century
Blvd.

W

Los
os A n geles, CA 90045

THIS SPACE HAS BEEN RESERVED FOR YOUR USE
You may use this space to request information of any sort. For example: can we
provide immediate delivery. Or you might ask us confidentially to show you how we
can provide low payment financing for your company. Or you might like us to prove
that $1.78 an hour is something we really can do for yo u. Yo u could ask us to
telephone you for a private conversation. You could ask for the magnificent
PURSINGER 1978 computer book. Just ask:

Please enclose business card,
or your name, company, address, phone.

TNAMONEYIS
FINANCINGBUYOUTS
M

(Etna Money" is financing acquisitions, management buy -outs,
and outside investor purchases — including leveraged buy -outs.
The combined sales volume of companies that financed buy -outs
with (Etna Money exceeds one billion dollars.
Typically the buyer is not a large company with access to
cash or public money. Usually the buyer is a medium -sized company,
a management or employee group, or an intermediate term investor.
Here are a few examples.
PLYWOOD The managers of a plywood plant that
was being phased out had an opportunity to purchase the business —
if they could obtain more capital. Their attorney suggested EEtna
Money.
Using inventory, equipment and receivables as collateral,
(Etna Business Credit approved a $3,500,000 credit line that put the
plant back on its feet — and encouraged area banks to participate.
MINERALS When a mineral processing plant was
put on the market for more than $1,000,000, a customer decided
to buy and modernize it — if he could find financing. His accountant
suggested the solution:
(Etna Money secured by the plant's receivables, inventory
and equipment, enabled the customer to purchase the processing
plant and expand its operation.
FOOD The management of a small company wanted
to purchase several large food processing subsidiaries of a major
conglomerate. Their problem was getting enough money.
A bank mentioned ktna Money.
We provided a $2,300,000 intermediate term loan secured
by plant and equipment, and a $3,000,000 credit line secured by
receivables and inventory.
Result: The company was able to acquire the subsidiaries.

CONSIDERATNAMONEYFORYOURBUY-OUT
If your management team is experienced and the company to be
bought out has assets such as plant, machinery and equipment,
inventory and receivables,
)Etna Business Credit, Inc.
call us. You get action
■ O nr o f th c k -rNA LIFE &CA5UALTYcampamc.
with ktna.
Although certain identifying facts have been changed to protect client confidentially, these are authentic examples of (Etna Money at work.

111 Founders Plaza, P.O. Box 118, Hartford, Connecticut 06101
q)kma Business Credit, Inc.

Information Needs of Bankers
Because commercial banks are the dominant institutions in the financial
sector and most important to the economy, it follows that the
information needs of the bankers who run them deserve careful study.

By Keith G. Stanga and James J. Benjamin
Far too little is currently known about the information needs of the various users of external accounting communications. Moreover, although it
is generally assumed that diverse users have similar information needs which can be largely satisfied by general - purpose financial reports, not
much is actually known about the extent to which
the information needs of the various user groups
are different. Certainly, commercial bank loan officers are important users of external accounting
information; and to date, as reported by Morton
Backer, it appears that inadequate attention has
been devoted to their information needs.
In 1970, Backer reported an NAA- sponsored
study of user reactions to a wide range of external
reporting issues such as inventory valuation methods, depreciation methods, and income recognition.' His study involved in -depth interviews with
72 security analysts and 74 commercial bank loan
officers. During the course of his investigation,
Backer found that "... bankers interviewed reported that they make some credit decisions with
a minimum of financial information because some
borrowers refuse to divulge more. "' Moreover,
Backer found that
".

. . while the banker can, and very often
does, ask customers for financial data not
contained in financial reports, interviewees
felt that much less of this should be necessary. They pointed out that, at least where
financial statements are prepared by certified
MANAGEMENT ACCOUNTING /JUNE 1978

public accountants, the accountant should
be aware of the bankers' needs for information and should include this information in
his reports when he knows (as he usually
does) that the client will use the reports to
substantiate requests for bank credit. "'
Because commercial banks are the dominant institutions in the financial sector and most important to the overall economy, it follows that the
information needs of the bankers who run them
deserve careful study. One means of identifying
useful accounting information is to conduct inquiries into the preferences of users as to various
types of information that firms might report. Accordingly, a pretested questionnaire was mailed to
a random sample of 600 commercial bank loan
officers throughout the United States. Usable responses were received from 208 of the individuals
contacted (34.7 percent). The bankers were asked
to judge the importance of each information item
on the following five -point scale:
Importance scale
Unimportant
Slightly important
Moderately important
Very important
Essential

Keith G. Stanga is
Associate Professor of
Accounting and
Business Law at The
University of
Tennessee, Knoxville.
He holds B.S., M.S. and
Ph.D. degrees from
Louisiana State
University. Dr. Stanga
is a member -at- large.

Point value
0
1
2
3
4

The importance judgments of the responding
bankers were made within the framework of a
term loan decision (maturity between three and
five years) regarding a publicly -held industrial
17
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Jam es J . Benjamin is
Assoc iate Profe ssor of
Acc ounting at Drexel
Unive rs ity in
Philade lp hia, Pa. He
hold s a B.S. deg ree
from the Univers ity of
Maryland and M.B .A .
and D.B.A. de gre es
fro m Ind iana Univers ity.
Mr. B e njamin is a
member -at- large.

firm. All respondents were instructed to assume
that the dollar amounts of all information items
were material or significant.
The questionnaire consisted of a cover letter, a
set of instructions, and a collection of 79 information items for the respondents to evaluate. Most of
the 79 information items selected for the questionnaire were gleaned from a careful review of many
books and articles in the accounting and finance
literature. In addition, some of the items resulted
from a review of a sample of recent annual reports
of industrial companies. The following two criteria were used to select the questionnaire items:
1. The information item must appear to have at

least some expected importance to informed users of external accounting information.
2. The information item must be either:
a. Currently reported by at least some firms in
their published annual reports, or
b. Seriously suggested by writers in the accounting and finance literature as a proposed
extension in annual report disclosure.
Findings
When the completed questionnaires were returned, an average (arithmetic mean) response
was computed for each of the 79 information
items. The mean provides a single measure which
summarizes the responses and indicates the degree

Exhibit 1
MEANS AND STANDARD DEVIATIONS FOR INFORMATION ITEMS
Rank

Info rm atio n item

Item s of relative ly hig h value
1 Com parative inc om e s tateme nt for the pas t two years
2 Comp arative b alance she et for the past two ye ars
3 Inf orm ation on the majo r d etails of lo ng -term de bt outstanding
4 Com parative state me nt of retained earning s f or the p ast two years
5 His to ric al summ ary o f long -te rm de bt fo r at le ast the mo st re cent five -ye ar pe riod
Ite ms o f intermed iate value
6 Info rm atio n on c onting ent liab ilitie s
7 Amo unt and expec te d so urce s of financ ing planned f or the next f is cal ye ar
8 Historic al summ ary o f ne t sale s f or at least the mo st rec ent f ive -ye ar p erio d
9 Nature and d o llar e ff ec ts of all m ajo r ac co unting change s mad e during the past year
10 Inf ormation on majo r f inanc ial events that o cc urre d sub s e que nt to the d ate o f the
financ ial statem ents
11 Histo rical summ ary of stockholders' equity for at least the most recent five -year
period
12 Proje cted earnings for the next fis cal year
13 Info rmatio n o n major le ase s under which the co mpany is the les see
14 Am o unt of eac h subs idiary' s e arning s f or the past year and the parent company's
share of e ac h am ount
15 Inf ormatio n on m ajo r purc has e co mm itm ents m ade b y the c om pany
16 Projecte d s ales for the ne xt f isc al year
17 Historic al summ ary o f to tal ass ets f or at le ast the m o st rec ent f ive -ye ar p erio d
18 Planned cap ital expend itures for the ne xt f isc al year
19 Com parative fund s s tatem ent f or the p ast two years
20 Histo rical summ ary of cap ital expenditures for at least the most recent five -year
period
2 1 Breakdown of ne t inc om e f o r the pas t ye ar by d ivis io n o r ind ivid ual companies
22 Separate disclosure of depreciation and depletion re lating to plant and equip ment
fo r the p as t year
23 Summ ary o f the ag ing o f ac c ounts rec eivab le at the balance shee t d ate
2 4 Info rm ation on m ajo r lab or c ontracts
25 Current resale value of finished goo ds inventory
2 6 Info rmatio n o n ac c ounting me tho ds in us e whe n alternative m e tho ds e xis t
27 Names and addres ses o f major subsidiaries
28 Names of com pany office rs and dire ctors
29 Inf ormation abo ut f oreign inves tm ents
3 0 Bre akdown of to tal inventory into major c atego ries
3 1 Historical sum mary o f earnings pe r share of com mon stoc k fo r at le as t the most
recent five -year period
32 Backlog o f product orders expressed in sales dollars
33 Inf ormation on majo r cap ital projects for which expend itures were made during
the past year
3 4 Breakd o wn o f total sale s f or the p as t year by divis io n o r individ ual c om p anie s
35 Marke t value of marketable s ec urities
3 6 Inf orm ation o n the major d etails o f c onvertib le se curities o uts tanding
37 Current res ale value of plant and eq uipme nt
38 Bre akdo wn of total plant and e quipm ent into major c ate go ries
39 Inf ormatio n on po licy to e ns ure c ontinuity of m anage me nt
40 Brie f narrative his to ry o f the co mp any
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Mean

Standard
deviation

3.92 8
3.9 04
3.6 73
3.6 30
3.5 58

.2 77
.327
.5 37
.6 39
.6 03

3.49 0
3.48 8
3.4 8 1
3.42 5
3.4 13

.6 37
.6 4 8
.7 02
.6 7 8
.7 1 1

3.3 85

.7 53

3.3 30
3.30 8
3.2 90

.7 2 1
.7 43
.7 65

3.2 79
3.2 4 1
3.24 0
3.23 6
3.2 17

.7 54
.7 49
.8 95
.6 85
.8 45

3.1 97
3.1 83

.7 58
.8 08

3.1 68
3.14 9
3.1 4 4
3.0 87
3.0 68
3.06 7
3.0 34
3.03 4
3.01 4

.7 96
.8 6 4
.7 2 8
.8 4 1
.8 5 6
.8 49
.9 75
.8 13
.8 93

2.9 52
2.9 52

1.025
.7 2 2

2.9 42
2.9 33
2.9 18
2.9 18
2.9 03
2.89 4
2.8 85
2.88 4

.8 0 2
.9 04
.8 8 9
.9 99
.9 1 9
.9 1 6
.8 7 2
.9 5 8
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of importance that the respondents attribute to
each questionnaire item. The means also facilitate
a ranking of the information items according to
relative importance. In addition to the mean, the
standard deviation was computed for each information item. The standard deviation for each item
represents a measure of the variability in importance ratings assigned to the item by the responding bankers.' The larger the standard deviation,
the less agreement exists among the respondents
regarding the importance of an information item.
The 79 information items are ranked in order of
their importance to the responding bankers in Exhibit 1. The mean and standard deviation computed for each item are also displayed in Exhibit 1.

The mean values ranged from a high of3.928 to a
low of 1.707. For purposes of discussion, the information items are classified on the basis of the
relative mean values as being of either relatively
high value, intermediate value, or relatively low
value. Of the 79 information items included in the
exhibit, five items may be considered as being of
relatively high value (mean value greater than
3.5), 55 items are ofintermediate value (mean value between 2.5 and 3.5) and 19 items are of relatively low value (mean value less than 2.5).
In the interest of brevity, most of the items will
not be discussed in detail. Thus, the reader is encouraged to make an item -by -item examination of
the exhibit. This examination should give the

Mean

Standard
deviation

2.8 75
2.84 1

1.00 4
.8 7 9

2.8 17
2.8 12
2,8 03
2.7 95
2.7 88
2.7 79
2.7 40
2.6 83
2.6 63
2.6 44
2.6 35
2.6 30
2.615
2,6 0 4
2.5 87
2.53 6
2.53 4
2.51 2

1.005
,905
1.0 42
1.0 13
,999
.9 16
1.0 36
.810
1.003
,889
.885
.9 54
1.110
.9 34
.8 53
.8 9 1
.8 62
.9 24

2.45 9
2.452
2.394
2.375
2.3 29

.780
,9 21
.905
.9 60
.897

2.2 98
2.2 77
2.2 6 4

.9 62
.8 65
1.087

2.1 83
2.1 55

1.123
.9 73

power
Bre akdo wn of net inco m e f or the p as t ye ar b y c usto me rs se rve d o r ind ustry served
Info rmatio n o n c orp orate soc ial re spo nsibility
Relationship of the com pany's business with key e cono mic ind icators
Historical sum m ary o f the num b e r o f em ployee s fo r at le ast the most recent five year p eriod
76 Inf ormation on major adve rtis ing programs that were conducted during the past

2.1 53
2.14 6
2.1 06
2.00 0

1.3 43
.962
1.01 6
1.0 50

1.995

1.010

year
77 Historical s um m ary o f the num ber of com mon sto ckholders f or at least the most
recent five -year period
78 Breakd own of amo unt expe nd ed on hum an re so urc es during the p as t year
79 Bre akdo wn o f co mmo n stoc kholde rs in the c om pany (e .g ., ins titutio ns , inside rs , and
othe rs )

1.9 28

.8 87

1.832
1.726

1.097
.9 96

1.707

.9 8 1

Rank

Info rm atio n item

4 1 Physic al volume of production during the p ast ye ar
42 Amount of annual co mpensation paid to officers and directors
43 Historical summ ary of divid e nd s pe r s hare o f c o mm o n stock f o r at least the most
recent f ive-year period
44 Inf ormatio n on majo r pro ducts s old by the com pany
45 Info rm atio n on the m ajor d etails o f warrants o r rights o utstanding
46 Inf orm ation on the major de tails o f s toc k iss ue s o uts tanding
47 Sep arate d is closure o f amo rtization of intang ible as s ets f o r the p ast ye ar
48 Bre akdo wn o f expe ns es f or the p as t ye ar into f ixed and variable co mp onents
49 Inf ormatio n on the major d etails of stoc k o ptio ns outs tanding
50 Planned re se arch and de ve lop me nt e xpe nd itures fo r the next fiscal ye ar
51 Desc rip tio n o f m ajo r p lants, mines , o r o the r p rop erties
52 Sep arate disclosure of re searc h and de velopm ent e xpe nse f or the p ast ye ar
53 Inf orm ation o n m anage me nt' s divid end p olicy
54 Se parate d isc los ure of taxes other than inc om e taxe s f o r the pas t year
55 Rate o f gro wth in e arnings pe r s hare fo r at least the m ost rece nt five -year p eriod
56 Bre akd own o f net incom e for the pas t year b y m ajor pro duct lines
57 Separate disclos ure of rent expe nse fo r the past year
58 Bre akd own o f total sales for the pas t year b y m ajor pro duct lines
59 Inf orm ation on major ind us try tre nd s
60 Sep arate disclosure of maintenanc e and rep airs e xp ens e fo r the p as t ye ar
Item s of re lative ly lo w value
6 1 Inf orm ation o n m ajor re searc h activitie s during the past ye ar
62 Separate disclo sure of royalties expe nse for the past year
63 Separate disclo sure of advertising exp ense fo r the past year
64 App roximate share of the marke t f or eac h m ajo r p rod uct so ld
65 Sum mary of s ignif icant f inanc ial s tatis tics fo r the industry
6 6 Inf orm atio n o n the m ethod o log y and standards us ed to e valuate c apital inve stm ent
proposals
67 Planned advertising e xpenditures for the next fis cal year
68 Inf ormatio n abo ut the com pany' s pension plan
6 9 Historical summ ary of the price range of common stock for at least the most
recent five -year period
70 Bre akd own o f to tal sale s f o r the pas t year b y c us tom e rs se rve d or ind us try se rve d
71 Financial state me nts that have b ee n adjusted fo r c hang e s in the d ollar's p urc has ing
72
73
74
75
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"The larger the
standard
deviation, the
less agreement
exists . . . "
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bankers
seem to
attribute more
importance to
forecast
information
than do
financial
analysts. "
"...

reader some insight concerning the relative importance that the bankers attribute to the various information items. Also, the reader should be able
to acquire more understanding concerning the extent of agreement that exists among the bankers
regarding the perceived importance of each information item. In general, the standard deviations
tend to increase as the means diminish in size.
This indicates that the respondents tend to agree
more with one another on the high value items
than on the low value ones.
ITEMS OF RELATIVELY HIGH VALUE

Examining the individual information items
suggests several significant trends. For example,
all of the information items that bankers regard as
being of relatively high value are historical in nature. Furthermore, three of the five items in this
category are basic financial statements to which
the independent accountant customarily attests.
Interestingly, the comparative income statement
ranks slightly ahead of the comparative balance
sheet in terms of overall importance in the term
loan decision considered in this study. In contrast,
empirical evidence accumulated by Backer indicated that the balance sheet outweighs the income
statement in terms of overall importance to bankers in a short -term lending decision.' Thus, information needs likely vary not only according to
user groups but also according to the specific decisions being made by users within a given group.
Unsurprisingly, however, the two remaining items
in the high value category deal specifically with
historical facts concerning a firm's long -term debt
position.
ITEMS OF INTERMEDIATE VALUE

in

The second category of information items (i.e.,
those considered to be of intermediate value) is
characterized by the presence of many different
kinds of information. In examining the items in
this category, the reader will note that several
items pertaining to financial forecasts are ranked
terms of importance. The questionfairly high
naire included six forecast items, and four of these
items rank in the top 20. These items are planned
financing, projected earnings, projected sales, and
planned capital expenditures (items 7, 12, 16 and
18). A comparison of this finding with other studies suggests that, in general, bankers seem to attribute more importance to forecast information
than do financial analysts.' This is particularly evident in regard to projected earnings figures. Perhaps the financial analysts are more skeptical than
bankers regarding management's ability to present
accurate earnings forecasts. In addition, perhaps
the analysts are more accustomed than bankers to
relying on their own projected earnings data.
The questionnaire included four items pertaining to executory contracts (i.e., those contracts
20

which call for future performance by both contracting parties). Three of these items were ranked
among the top one third of the 79 information
items (see items 13, 15, and 24). One of the executory contract items pertained to leases, an area
that has received considerable attention from the
accounting profession in recent years. The key importance of information regarding major leases is
clearly evidenced in the exhibit. This importance
is also evidenced by the fact that the FASB recently issued a formal pronouncement in this area.
As further shown in the exhibit, information on
major purchase commitments is ranked almost as
high as the lease information in terms of importance in a term loan decision. In addition, because
labor is such an important economic resource in
most companies today, bankers consider it very
important to know information concerning a company's labor contracts. The fourth item pertaining
to executory contracts (i.e., backlog of product orders) was ranked 31st in overall importance. It is
interesting to note that in many cases, firms have
presented backlog information in their 10 -K reports filed with the SEC but have failed to present
the same information in their published financial
reports.
ITEMS OF RELATIVELY LOW VALUE

The final category of information items (i.e.,
those considered to be of relatively low value)
consists of 19 items. Most of the items in this
group are seldom attested to by independent accountants in modern financial reporting. A few of
the items in this category are particularly interesting because of the controversy surrounding them
in the accounting profession today.
Interest by accountants in financial reporting in
units of general purchasing power can be found in
the accounting literature of more than a half -century ago. During the years since that time, accountants have actively debated the theoretical
merits of this kind of information, and they have
devised somewhat elaborate methodologies for
generating the information. The Financial Accounting Standards Board recently had an exposure draft outstanding which, if adopted, would
have required that firms provide supplementary
general purchasing power financial statements.
Exhibit 1 reveals that bankers attribute relatively
low value to financial statements that have been
adjusted for changes in the dollar's purchasing
power (item 71). Interestingly, the bankers are in
relatively little agreement regarding the importance of this information as indicated by the fact
that this item has the highest standard deviation
of all items in the table. Also, the reader should
note that the three current value information
items included in the questionnaire received higher importance ratings than did the general purchasing power financial statements (compare
MANAGEMENT ACCOUNTING /JUNE 1978

items 25, 35, and 37 with item 71). Collectively,
all of these findings suggest that the importance of
supplementary price -level statements may have
been overstated by some members of the accounting profession.
In recent years a number of writers have advanced the position that corporate managers have
an obligation to periodically report to external
parties concerning the extent of their firm's social
involvement. During these years the number of
Fortune 500 companies disclosing various social
activities in their annual reports has increased
steadily.' In 1975, the SEC conducted a public
proceeding to consider the adequacy of current
corporate disclosure of social activities. As a result of this proceeding, the SEC has adopted disclosure amendments that require firms to make, in
SEC reports and in stockholder reports, certain
information disclosures regarding environmental
matters. The SEC rejected suggestions for increased corporate disclosure in other social areas
such as employee safety and equal opportunity
employment. Exhibit 1 indicates that the bankers
regard information on corporate social responsibility as having relatively low value (item 73). Empirical research by the authors in the area of corporate social reporting has indicated that many
bankers feel that in disclosing information on social responsibility in annual reports today, corporate managers tend to limit the disclosures made
to those items that make the firm appear favorable
from a social standpoint. This feeling among
bankers may help to account for the relatively low
importance ratings assigned to this kind of information by the respondents in the present study.
Accounting for human resources has attracted
the attention of a number of accounting writers in
recent years. Most of the attention has been focused upon the development of this information
for internal managerial purposes. However, some
accountants feel that certain financial information
regarding a firm's human resources should be disclosed externally. Although expenditures on human resources are substantial in most companies
today, the bankers indicate that a breakdown of
these expenditures would be of relatively low value when making a term loan decision (item 78).
Conclusions
The objective of the study reported in this article has been to assess the information needs of
commercial bank loan officers when making term
loan decisions. Bankers are important users of external accounting information, and their information needs should be carefully considered by those
seeking to enhance the adequacy of corporate disclosure.
Based upon an analysis and interpretation of
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the questionnaire responses of the bankers who
participated in this study, the following tentative
conclusions are offered:

"Bankers assign
relatively little
value to
information on

1. Bankers assign considerable importance to the
basic historical financial statements as information sources for making term loan decisions. corporate social
The comparative income statement is ranked as responsibilthe most important information item.
it y . . . "
2. Bankers attribute a fairly high degree of importance to forecast information. This suggests
that accountants should continue striving to
improve reporting standards in this area.
3. In general, the bankers assign a fairly high degree of importance to information regarding
executory contracts. This suggests that the accounting profession should concern itself not
only with the accounting and reporting problems associated with leases, but also with other
types of executory contracts such as major purchase commitments, labor contracts, and order
backlogs.
4. Bankers consider general purchasing power financial statements as relatively unimportant.
As noted earlier, other studies have found that
security analysts also attribute little, if any, importance to these statements. Given the paramount nature of user needs in financial accounting, it would seem that the FASB should
carefully reconsider the usefulness of price -level statements before making this information
mandatory in the future.
5. Bankers assign relatively little value to information on corporate social responsibility and
to financial breakdowns of amounts relating to
human resources. These feelings are present despite the tremendous interest shown by many
accountants in these areas in recent years.
Concern for the needs of users of accounting
information should greatly assist the accounting
profession in resolving many of the important issues which currently confront it. These issues include the desirability of expanding the scope of
accounting information to include financial forecasts, general purchasing power financial statements, current values, socially related activities,
and so forth. In evaluating the merits of each new
disclosure, accountants must compare the benefits
with the costs.
❑
'Morton Backer. Financial Reporting for Security Investment and Credit Devi.
sions, National Association of Accountants, New York, 1970.
'Ibid., p. 38.
'Ibid.. p. 57,
'The standard deviation for each information item is simply the square root of
the arithmetic mean of the individual deviations squared The individual deviations are computed in relation to the arithmetic mean of the response values for
each information item.
'Backer. Op. Cit., p. 47.
'See, for example. Stephen L. Buzby. "Selected Items of Information and Their
Disclosure in Annual Reports." The Accounting Review. July 1974,
'See Emst & Ernst, "A Special Study of Social Measurement Disclosures in
Annual Reports," 1974.
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Replacement Cost Data:
What Do You Do With It?
We see the replacement cost data being used in such a manner as
to indicate the future expansion feasibility of affiliated divisions or
companies within a given enterprise.

By James J. Vincenzo

James J. Vincenzo is
Manager of Corporate
Financial Analysis for
Johnson & Johnson at
their Worldwide
headquarters in New
Brunswick, N.J. He
holds a B.S. degree
from Villanova
University and an
M.B.A. degree from the
Wharton School at the
University of
Pennsylvania. Mr.
Vincenzo is a member
of the Raritan Valley
Chapter, through which
this article was
submitted.

22

The Securities and Exchange Commission generated a multitude of problems when it issued ASR
190 in March 1976, which requires certain companies to prepare replacement cost data. To address
these problems, a variety of methods have been
used to obtain the needed data. The task has been
accomplished, data has been produced, and disclosure has been made as required. The results of
these exercises may or may not have been revealing, depending upon the firm's situation. At any
rate, the question being asked is: "So What ?" Or
more explicitly: "Now that we have these data,
what do we do with them ?"
One must agree that replacement cost data did
cost money to produce and, therefore, that which
costs money to produce (whatever that price is)
must be useful for something. (Our sympathy goes
out to those financial analysts who were called
upon by their superiors to "analyze" these replacement cost data.) One of the things that did
happen was the publication, by various investment houses, of net income figures adjusted for
replacement costs. Comparisons of net income as
reported versus net income as adjusted for replacement costs were made ofdifferent companies
within the same industries and various inferences
about member firms were drawn. This should
have come as no surprise to accountants since the
"bottom line" is the most looked at statistic. However, a single measure of performance is never the

answer to effective financial management. An
even more important measure than the net profit
line is the "return on capital employed." For a
firm to succeed, return on capital employed must
exceed its cost of capital.
Return on Capital Employed
We can break down the "return on capital employed" into the product of two ratios, "return on
sales" and "capital turnover,"
ROCE _

NR
CE

where
ROCE = Return on capital employed
NR = Net return (or profit before interest)
CE = Average capital employed
also
ROS =

NR

S
and CT = —
CE

S
where
ROS = Return on sales
CT = Capital turnover
S = Sales
therefore
ROCE =

NR
S

X

S

= ROS

X

CT

CE
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The net return reflects that income earned before deduction of interest expense as tax - affected.
Also, we define average capital employed as total
stockholder's equity plus leverage, where leverage
is a source of capital that normally incurs an interest charge which affects the net income line.
The relationship of net return to capital employed
differs, therefore, from the relationship of net
profit to capital employed. The use of the net return, as opposed to net profit, facilitates comparisons between companies or affiliates since the incidence of a given company's or affiliate's leverage
does not adversely affect its comparison with another entity. Essentially, the net return should reflect that return earned under a leverage -free situation no matter what the actual leverage position
happens to be.
The Adjusted Return on Capital Employed
We further define the following:
AROS = NR— (ICS + DRC)

=

=

where
AROS = Adjusted return on sales
ICS Incremental cost of sales
DRC Depreciation increment due to
replacement costs
and
AC T =

CE + (NRC —NHC)

where
ACT = Adjusted capital turnover
NRC =Net replacement cost of assets
NHC =Net historical cost of assets
From which we obtain
AROCE = AROS X CT
where
AROCE = Adjusted return on capital employed
(replacement cost ROCE)
The logic for this approach lies in the fact that
when we calculate the replacement cost of a firm's
assets, we can look at the increment between gross
historical cost and gross replacement cost as the
monetary amount by which the assets have been
upgraded. We can also look at the increment between net historical cost and net replacement cost
as an added "cost value" tempered by the remaining asset lives. If we consider the latter cost (net
versus net) as a "debit," then we must seek out a
"credit" to balance the accounting equation. Assuming that a firm maintains its working capital
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posture, the "credit" lies on the liability side as an
increment to capital employed.
We now concern ourselves with comparisons
between the return on capital employed (ROCE)
and adjusted returns on capital employed (AROCE), as applied within a multi- divisional /affiliate enterprise. That is, we will develop an internal
framework for analysis
Example
In this example, we will assume that the replacement cost ROCE equations as developed
above will approximate the returns that would be
expected on incremental sales increases generated
by expansion of operating facilities at a given
point in time. They are approximations for several
reasons. Differences in depreciation methods, replacement cost versus actual, and the incidence of
fully depreciated assets are partly responsible for
the problems encountered when comparing replacement cost and historical data. The difference
in depreciation methods generally produces an
upward bias in replacement cost AROCE figures.
Accelerated methods used for actual depreciation
reduce net income compared to similar results under straight -line depreciation.
According to SEC regulations for calculating
replacement cost data, the depreciation method to
be used is the straight -line method whereas for
historical purposes, accelerated methods may
have been used. Further, there are instances
where an asset has been fully depreciated but is
still in operation. In that case, the net book value
of that asset is zero, yet it is still providing continued service. In our example, identical depreciable
lives will be used for both replacement cost and
historical cost depreciation calculations,
Some general observations can be made when
comparing the adjusted or (replacement cost) AROCE to actual ROCE. We can divide the possible
outcomes into two categories:

"The use of the
net return, as
opposed to net
profit, facilitates
compar/sons
between
companies or
affiliates. "

1. Replacement cost AROCE is greater than or
equal to actual ROCS.
2. Replacement cost AROCE is less than actual
ROCE.
Situations falling into the first category would
most likely arise when one or more of the following occurs:
1. The fundamental nature of the business is expected to change.
2. The favorable situation is entirely due to the
difference in depreciation methods within the
comparative data.
3. The assets of the division are relatively new;
book values reflect replacement costs.
4. Prices of replacement assets have remained stable or have declined.
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"In cases where
an asset /s fully
depreciated but
still in
operation, its
net book value
is zero. "

Situations falling into the second category
would most likely occur when one or more of the
following occurs:

example, and assuming a 50 percent tax rate, we
develop AROCE as follows:

1. The fundamental nature of the business is expected to change.
2. The assets of the division are relatively old;
consequently book values do not reflect replacement costs.
3. Substantial price increases have occurred in the
costs of replacement costs.

ROS =

We will focus here only on the second group,
since it represents the most typical of the results
obtained using replacement cost data. However,
we will not cover the case where replacement cost
data reflects a fundamental change in the nature
of business strategy.
Let us consider the case of a five - division enterprise. Exhibit 1 illustrates both the historical data
by division and replacement cost data by division.
To simplify the calculations, we will assume that
the company has no interest expense incurred by
any of its divisions. Using Division No. 2 as an

250

= 10%

2500
2,500

CT =

= 2.00

1,250
ROCE =

.1 X 2 = 20%

AROS =

250 - (30 X 5) = 094
2,500
2,500

AC T =

= 1.61

1,250+ (900 -600)
AROCE = . 094 X 1.61 = 15.2%
These data are illustrated for all divisions in Exhibit 2. Note that for all divisions, except Division

Exhibit 1
DIVISIONAL DATA INPUTS
Division
Sales

1
2
3
4
5

Replacement
cost data

His to ric al co st data
Net
re turn
NR

250
2,5 00
1,000
400
85 0
$5 ,0 00

$ 10
250
100
40
100
$500

Net
assets

Net
assets

CE

NRC

NHC

Incr. cost
of sales
and deprec.
ISC

DRC
+

S
$

Capital
employed

$

400
1,250
500
60 0
850
$3,600

$

300
600
300
200
500
$1 ,9 00

$

30 0
900
400
25 0
80 0
$2,650

-0$3 0
10
6
10
$56

Exhibit 2
RETURN ON CAPITAL EMPLOYED AND CAPITAL TURNOVER

ROS

CT

Re turn o n
capital
employed
ROCE

ARDS

Adjusted
capital
turnover
ACT

1
2
3
4
5

4 .0 %
1 0 .0 %
1 0 .0 %
1 0 .0 %
1 1 .8 %

0.63
2.00
2.00
0.67
1.00

2.5%
20.0%
2 0 .0 %
6.7%
1 1 .8 %

4.0%
9.4 %
9.5%
9.3 %
1 1 .2 %

0.63
1.61
1.67
0.62
0.74

2.5 %
1 5 .2 %
15.8%
5.7%
8.3%

Company

1 0 .0 %

1.39

1 3 .9 %

9.4%

1.15

1 0 .9 %

ROCE
(m inus )
AROCE

CT-ACT

CT-ACT
CT
(p erce nt)

-04.8%
4.2 0/ ,
1 .0 %
3.5 %

-00.39
0.33
0.05
0.26

Return
on s ales

Division

1
2
3
4
5
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Replaceme nt c ost data

His to ric al co st data

Division

Capital
turnover

Adjusted
re turn
on sales

Adjusted
re turn o n
cap . emp l.
AROCE

-020%
17 %
7%
26%
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Change in
turnover
(unf avorab le )

Years to
recovery

API

PDT

N

3%
7%
5%
12 %

(2 0 ) %
(17)%
(7)
(2 6 )

7.5
2.8
1.5
2.7

—

%

1
2
3
4
5

Average
price
increase

—

2.00 -1 . 6 1
— = 2 0
2.00

Division

%

CT—ACT
— =
CT

TURNOVER RECOVERY

%

PDT =

Exhibit 3

—

No. 1, the adjusted return on capital employed,
AROCE, is less than the actual return on capital
employed, ROCE. Also, note that the lower return is due largely to the unfavorable effect of the
capital turnover component. The percent decrease
in turnover for Division No. 2 is given by:

We speculate that replacement cost adjusted
capital turnover is substantially different from actual for most firms. Also, turnover can be much
more affected by replacement cost adjustments
than the return on sales factor. An indication of
significance could be illustrated by determining
the rates of recovery necessary to overcome unfavorable turnover changes. This could be accomplished by sales price increases. We make the assumption here that incremental sales generated by
price increases would not greatly affect the percentage return on sales. That is, price increases
would be offset by incremental replacement cost
depreciation and cost ofsales as well as increased
cost in other areas so as to leave the percent to
sales net income margin relatively unchanged.
Therefore, we need only concern ourselves with
what levels of price increases the respective companies can withstand and compare these against
unfavorable changes in turnover rates.
Suppose we have the following pattern of historical price increases, averaged over a four year
period:
Division
1 (new)
2
3
4
5

Percent
(API)
0
3
7
5
12

If we assume that the market can bear similar
increases in the future, then we can calculate the
recovery period necessary to bring capital turnover back to the "actual" levels. We do this by
solving for the number of years (N):
'
= (I + API)N
(1— PDT)
where
PDT = Percent decrease in Turnover
API = Average percent increase in price
N = Number ofyears to recovery
For Division 2
= (I + .03)N
(1 —.20)
N = 7.5 years
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Exhibit 3 puts the unfavorable turnover changes in perspective via price increases and the period
necessary to recover from their unfavorable effects. Yet, we are left with a feeling that the analysis is somehow incomplete. Are increases of historical prices indicative of the future? It is impossible to answer such a question without taking
other factors into account. We could have readily
substituted forecasted sales volume percentage increases in place of the price increases. And, depending on these percentages, the ranking of the
five divisions would change materially. However,
sales price increases are specifically made (by most
companies) to cover or recover cost increases.
A New Perspective
It is important to recognize that the perspective
provided by the calculations of the recovery periods is based on a single -period statistic. As we
approach the second year of compliance with
ASR 190, we can envision a similar exercise undertaken with new data. We shall have calculated
then two distinct recovery periods by the time this
year's replacement cost exercise is completed. As
time progresses, we could envision a number of
calculated recovery periods. Now we have a new
perspective, and we are in a position to analyze
the recovery period in a time - series framework.
Recovery period numbers that exhibit an increasing trend (they're getting larger as time progresses) would most likely reflect adverse circumstances. Businesses or segments of businesses that
exhibit this pattern or have high recovery periods
would most likely be adversely affected by a sudden technological change introduced by competitors in their business sphere. If replacement cost
data did not reflect any or only a modest degree of
technological change within a given company's
segment of business, and if recovery periods are
high, a substantial technological change introduced by and to the advantage of competitors
would work against the company's competitive
position. We make no claim to know what this
dangerously high recovery level is; we only wish
to point out possible uses of these data.
We made the assumption in our calculations
that the percentage return on sales was to be left
25

unchanged after considering sales price increases.
Under this circumstance, turnover was the only
critical factor. We did this to point out the significance of capital turnover. Naturally, any number
of assumptions could be made regarding the marginal income derived from price increases. Yet,
recall that any marginal income benefit derived by
sales increases is to be put in perspective by its
relation to total sales, or the return on sales.
We see replacement cost data being used in
such a manner as to indicate the future expansion

feasibility of affiliated divisions or companies
within a given enterprise. The emphasis is placed
on the return on capital employed with a focus on
capital turnover. We have highlighted the unfavorable changes created in financial data as adjusted by incremental replacement cost values.
Unfavorable turnover changes are assumed to be
compensated by price increases. We have provided
a measure whereby one can calculate the theoretical
recovery period necessary to recover the unfavorable change caused by replacement costs.
❑

Albert Cohen, 1920 -78
Albert Cohen, senior technical editor of MANAGEMENT
ACCOUNTING, died unexpectedly following a minor operation in April. Mr. Cohen, 57, joined the staff in 1968 as
an associate editor and in 1971 was named to the current
position, Al, as he preferred to be called, had both BBA
and MBA degrees from Nofstra University, and prior to
joining the staff was technical editor at Applied Devices
Corp., College Point, N.Y., and a spec writer for Grumman Aircraft.
One of the principles that Al followed in editing
manuscripts for MANAGEMENT ACCOUNTING was respect for the author and what he was saying. This respect
and his overall professional integrity permeated his approach to editing. A bachelor for most of his life, Al had
the great good fortune to meet and marry another staff
member, Dorothy Innella, and enjoy a few years of married life before his untimely death. A great shock to
NAA staff members, his death leaves a void that now can
be filled only by fond memories of his good humor and
thoughtfulness to his friends.
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What Should the
Management Accountant
Know?
Although it is recognized as such by far too few, management is a
professional field, has a body of knowledge (even if not defined by
law), and, to be mastered, requires a great deal of study and effort.

By Homer R. Figler
"The training of a management accountant stresses, properly enough, accounting. To become a
professional accountant, the student must acquire
a good grounding in that broad body of knowledge in which he will function as a professional
throughout a major portion of his career. If, however, he is ever to advance in the accounting department of an organization, he will have to assume management responsibility. Although it is
recognized as such by far to few, management is a
professional field, has a body of knowledge (even
if not defined by law), and, to be mastered, requires a great deal of study and effort.
The management accountant performs a number of vital functions but is usually properly
trained for only one of them. These basic functions include accounting (broadly defined), translation of accounting data and conclusions into
terms useful for management decision - making,
participation in management decision - making,
and the management of subordinate personnel.
It is recognized that a few management courses
are available to the undergraduate and graduate
student in accounting. In my experience though,
these are inadequate for the responsibilities the
management accountant will assume when his caMANAGEMENT ACCOUNTING /JUNE 1978

reer begins to emphasize more heavily the "management" portion of management accounting.
It is further recognized that it may well be impossible for the accounting student to include the
training suggested here in either his basic undergraduate or graduate curriculum. This point is not
in contention; rather, my point concerns the
knowledge the management accountant needs and
should begin accumulating early in his career. In
fact, such knowledge need not necessarily be a
part of his college curriculum.
Understanding the Problem
There are, I feel, several fundamental points essential to a proper understanding of this problem
and its suggested solution.
MANAGING PEOPLE
The talents and abilities that are required for
the successful learning and practice of accounting
are quite different (if not diametrically opposed)
to those required for the management of people.
There are some few individuals who are able to
function in both fields with considerable effectiveness, but these are the exceptional few. In general,
the management accountant who does not take
specialized training and then work at practicing
what he has learned, will be a poor manager.
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"Graduate
programs to
management all
too often fail to
touch
sufficiently on
the day-to-day
activities of
management. "

ACQUIRING SKILLS
Although the scope of the management accountant's college training has broadened in recent years, it is still fundamentally narrow in perspective. It also lacks sufficient emphasis on those
matters (other than accounting and auditing) that
will be required if the individual is successful and
earns advancement into the ranks of management.
Where courses in management are included in
the basic management accounting curriculum, the
emphasis is, in most cases, insufficient to provide
the groundwork needed for eventual utilization.
Further, the courses are often overly academic
and lacking in direct applicability to the task of
managing the multitude of personalities and talents that a manager of other professionals must
perform. Many of the skills and abilities, and
much of the knowledge required for successful
performance as a manager are not included in the
management accounting curriculum at all.
Because of the nature of the required knowledge and skills, college can provide only a foundation in the training of the management accountant. The proper preparation for management
should be a continuous process beginning with the
freshman year in college and ending with retirement.
Basic Problem
An initial reaction to the foregoing could be
"What does he mean, 'We need training programs,' there are so many training programs
available now that if someone wanted to, he or she
could go to school continuously all year long and
take courses in almost everything under the sun.
Moreover, with all of the training that goes on
there is little apparent improvement in management effectiveness." Unfortunately, this statement
is true.
The reasons for the ineffectiveness of much
management training are simple and straightforward. First of all, graduate programs in management, even though they consist of well- coordinated curricula, too often focus on broad issues and
fail to touch sufficiently on the day -to -day activities of management where success or failure are
earned. Even self - selected courses in management
(seminars, workshops, and the like), although
more practical in focus, are seldom coordinated
into a total program. These courses also frequently suffer from instructor incompetence. (An effective and successful "doer" is not always a good
"teacher. ") Furthermore, most seminars and
workshops give credit for attendance and in no
way attempt to measure learning.
Assuming now that the student of management
accounting has succeeded in getting a reasonably
solid academic background, there remains a further hurdle. Skills and knowledge acquired in the
vacuum of a training environment are frequently
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destroyed when the student returns to the real
world of his workplace where no change has occurred and the environment is hostile to the use of
his newly - acquired skills and knowledge.
Finally, it is difficult to measure improved management effectiveness except over the long -term
and even then, many times this is accomplished
only by using subjective indices.
Unfortunately, poor management is not always
readily discernible. Although management incompetence is generally visible when a crisis occurs,
the real price of poor management is usually
found in loss of productivity, unconscionable costs
that are so long- standing as to be accepted as standard, and profits that are substantially below
those that could be achieved.
Incidentally, companies frequently attempt to
increase profits by turning to incentive programs,
wherein management is given "a piece of the action" for producing profits beyond a particular index. Although such programs do have some value, good management itself has even more: it produces still higher profits and maintains them over
longer periods of time even in the face of many
adverse business conditions.
What Should a Manager's Training Be?
Training for management takes a long time. In
fact, it should probably begin five to ten years before the management accountant assumes substantial management responsibility and authority.
The programming of this can be amazingly simple
and, with planning, can be done despite all the
objections usually raised against it.
Some theoretical foundation in basic principles
of management is essential, but the major emphasis should be on the down -to -earth concepts of
what management is really all about. The management accountant, if he is to function effectively,
must be able to translate accounting and other
financial data into terms useful to management. In
the final analysis, this requires an understanding
of management — especially if the management accountant is to participate in management decision- making rather than merely supply data to
management for their decision - making.
A second aspect of the study of management
principles also involves formal course work. Specifically, I believe that every manager or manager trainee should have a minimum of one course
each in philosophy and logic. Perspective and
clear thinking are easily lost in the confusion that
the manager faces daily. Exposure to the thinking
of the world's philosophers is essential.
Besides the theoretical and academic aspects,
the management accountant's training should
stress the following practical topics.
1. Knowledge of Human Nature--Despite any
opinion to the contrary, a manager manages
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people. It may sound simplistic, but it is nonetheless true that the manager who understands people (human nature) is going to be a
better manager than the manager who does
not understand people.
2. Leadership and Motivation —A manager is a
leader whose personal style will be most effective if it is consistent with his personality and
if he is able to acquire and use a variety of
leadership techniques. There are very few
courses taught in leadership and almost none
that recognize both the individuality of style
and the situational nature of successful leadership.
In simplest terms, motivation is the force
that drives people to act. The manager's job is
to find it, stimulate it by providing a fertile
ground in which it can grow, and guide it into
productive channels.
3. Communication— Possibly the largest single
problem in the business world today is that of
poor communication. The reception and
transmission of information is a very simple
process, but we have learned to complicate it
to the point where it is amazing that any communication occurs at all. Any businessman today can testify that few college graduates
know how to express themselves clearly in
writing, and one -shot courses in writing skills
are not the answer.
4. Delegation —A manager can be effective only
if he can delegate responsibility and authority
to his subordinates. Doing this successfully
will free him to do his job and will serve as an
invaluable training too] for those under his direction. Most managers, however, prefer to
"assign tasks" and rarely delegate.
S. Decision- Making —A decision is simply
choosing a course of action. The elements involved in making decisions, however, are infinitely complex and are difficult for the average person if he does not have training and
practice.
6. Setting Priorities —Given a choice among several tasks, the average person will gravitate to
the least demanding and the one with which
he is most familiar. With exceedingly rare exceptions, all tasks can be set in an order of
priority, and the successful manager will learn
to do so, so that he can spend his time on
those tasks that are most important.
7. Ethics —A brief review of the daily paper will
provide ample justification for including a
study of ethics in the training of all managers.
8. Counseling Skills — People are not perfect.
One of the primary functions of a manager is
to develop his subordinates, and to do so he
must be skilled in counseling.
9. Time Management —Time is the manager's
most precious commodity. He will never have
MANAGEMENT ACCOUNTING /JUNE 1978

enough and must learn to use what he has as
wisely as possible. To do so will involve planning, setting priorities, self - discipline, delegation, and learning to say "no."
10. Secretary and Dictating Equipment —A secretary can be a typist, a detriment, or a major
factor in the success of a manager. Using a
secretary effectively requires training and
practice.
A surprisingly large number of managers
and executives are unable to use dictating
equipment effectively, and, moreover, refuse
to learn. The benefits of such equipment are
too long to list here. Those benefits will be
best realized if the individual is trained in
proper equipment usage.
11. Personal Career Development —It is the rare
individual who can look at himself with sufficient objectivity to plan and control the development of his career. If this is not provided by
the management accountant's organization,
he should seek such assistance from a supervisor for whom he has respect and to whom he
can relate easily. It is unlikely that a seminar
in career planning will provide a great deal of
personal help, but it will instruct the prospective manager in the elements of the process
and thus provide a frame of reference by
which he can measure his own program.
12. Physical Fitness —Good health is necessary to
successful performance in any field. A program of physical fitness should be included in
the training of every manager until it is
learned to the point of a habit.
13. Personal Life Planning —For many years we
have known that a person is a whole being,
whose off-the-job life affects his job performance, and conversely, whose job experiences
affect his personal life. For the average person, the demands of management and executive responsibility are such that many problems can be avoided, if he plans his life well,
off and on the job.

"A surprisingly
large number of
managers are
unable to use
dictating
equipment
effectively, and,
moreover,
refuse to learn. "

The concepts and practice of planning do not occur automatically, and the planning process itself
should be studied as an academic endeavor. Once
the concepts have been learned, the practical
processes of planning should be acquired, and it is
most likely that this will be done in a practical onthe-job setting.
Conclusion
Some effective management accountants are
born that way, but most can achieve effectiveness
only by training and guidance. A well- coordinated
and conducted program that contains the elements listed above will go a long way toward producing a management accountant who will be an
effective member of the management team.
❑
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To Be or Not to Be:
a Building for Investment
Credit?
If the responses to these inquiries are positive, the facility should
qualify�for�investment�credit�—even�though�it�looks�like�a�building.

By Michael Billion

1. Essentially an item of equipment or machinery,

Ever since the introduction of the investment
credit, in October 1962, questions have been
raised as to whether or not a given structure was
eligible for this form of tax relief. According to
the regulations, a building is a structure which
encloses space within its walls, is usually roofed,
and which functions to provide working, office,
parking or display space.' If the structure is a
building, then it is not eligible.
Section 48 of the Internal Revenue Code defines
that class of property, other than personal property, which qualifies for investment credit as "other
tangible property." 2 Such property qualifies for
investment credit if it is not a building or the
structural components of a building, and if it is:

2. A structure housing property used in manufacturing production , or extraction if so intimately

or

f�
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Storage F acilities

1. Used as an integral part of manufacturing, production , or extraction , or of furnishing transportation, communications, electrical energy,
gas, water, or sewage disposal services.

Revenue Ruling 66 -89 was an attempt by the
Treasury Department to define those classes of
farm improvements which qualified for investment credit .' A qualifying storage facility was defined in terms of function and permanency of
function . It was a facility used in farming which
could not reasonably be converted to another use.
A structure of this type was to be distinguished,
however, from a building—a structure which contained space within which a farmer worked.
As so defined, a storage facility could become a
building for investment credit purposes given multi -use capacity or the presence of working space.

2. A sto rag e facility f o r fu n gible goods used in
co n nectio n with the elab orated activities.

In one such situ ation , the taxpa yers ere cted two
quonset -type structures for grain storage on their

3. A research facility used in connection with
those activities.

farm.' Since constructed, they had been used approximately 90 percent of the time for storing
grain . At other times, however, they had been
used to store fertilizer, seed, and farm equipment.

In accordance with the first class of qualifying
property as noted above, a structure is excluded
from classification as a building if it functions as:
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related to the equipm en t housed that it can be
expected to be replaced when the equipment
housed is replaced.'

Neither structure had any special equipm ent within or incorporated into it. They did, however,
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have floors specially designed to be moisture free.
The court reasoned that because of the relative
ease with which they could be converted to alternative use, these structures were not restricted in
function. Accordingly, it found that they were
buildings and ruled for the Commissioner.
A more involved case was resolved by employing both tests.' The taxpayer had taken investment credit for tobacco storage sheds constructed
and used for the storage and aging of his tobacco.
Each shed was equipped with ventilation equipment constructed through the roof and side walls.
They had sprinklers, fire control, and bug control
devices but were not insulated and had no plumbing. Each shed had an aisle for forklifts used in
loading and unloading. As such the sheds were
specially designed for tobacco aging and used exclusively for that purpose. Employees entered the
buildings either for maintenance or to load or unload the tobacco stored. There was no other work
performed therein. However, there was evidence
introduced which demonstrated that the sheds
could be converted to limited alternative uses.
The only issue to be determined was whether
the sheds were buildings or whether they were
storage facilities. The court determined that controversy by applying its modified two -fold test of a
storage facility: (1) whether the facility can be reasonably adapted to alternative use or (2) whether
it provides storage space only, not working space.
With regard to the first test, it noted that reasonable adaptability had not been defined; it turned
its decision for the taxpayer. It found, as in a previous case, that the building had no other function
and that as constructed the structure had limited
adaptability.' In the second test, the court was not
concerned with the mere presence of working
space, but with the presence of general working
space. Finding that the working space was only
incidental to the storage facility, rather than general working space, the court determined that the
sheds were storage facilities and found for the taxpayer.
Research Facilities
The regulations state that a research facility
used in connection with manufacturing, production, or extraction in the areas previously mentioned qualifies for investment credit.' Examples
of qualifying property are a wind tunnel and a test
stand. Since qualifying storage facilities and qualifying research facilities are described in terms of
the same test, that they be used in connection with
manufacturing, production, or extraction, the test
to be applied to determine a qualifying research
facility is, arguably, the same as that applied to a
storage facility, function and permanency of function.' Since this class of structures has not been
the subject of rulings and litigation, the area is
seemingly not a subject of controversy.
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Special Use Structures
Consider finally the special use structures
which do and do not qualify for investment credit.
As used herein the term will be defined to mean
those structures classified in IRC Section
48(a)(1)(B)(i). These structures are examined for
qualification for investment credit by tests of function and appearance rather than by the tests of
function and permanency of function employed
for storage facilities.

"If it looked like
a building,
apparently it
was a building. "

EARLY TESTS — APPEARANCE
Advice was requested whether a "mushroom
house" qualified for investment credit." The
structure was described as a structure specially
designed and constructed to meet the special temperature, humidity, and darkness requirements for
growing mushrooms. Indeed, the sole purpose of
the structure was for growing mushrooms. It
could not easily be converted to an alternative use.
It was agreed that persons entered the structure
only for the purpose of hastening the growth of
the mushrooms. The IRS merely quoted the regulations which defined "building," stating that the
structure was a building as so defined, and without any further explanation dismissed the thought
that such would qualify for investment credit.
Later advice was requested whether an integrated hog- raising facility qualified for investment
credit." The structure was an elliptical steel building which housed equipment sufficient to provide
for the raising of hogs from birth to market. There
was no mention of any work performed within by
employees. The IRS ruled that the structure was a
building regardless of the special design because
such special design was not a conclusive test
which distinguished it from its broader function
which was to enclose space.
Although in the first ruling, the decision may
have turned upon the amount of human labor
which was conducted within, both rulings demonstrate the early attitude that the word building as
defined was to be held to its common meaning;
and hence, the test for investment credit at that
time was appearance. In other words, if it looked
like a building, apparently it was a building, and
therefore, it did not qualify for investment credit.
FUNCTION TEST
Subsequently, the IRS defined a test for qualification for investment credit in terms of function.
The IRS was called upon to determine the availability of investment credit for craneway structures.12 These structures had open sides, dirt
floors, roofs and were equipped with overhead
cranes. In this instance, the test was for function
rather than appearance. Applying that test, the
IRS determined that the structure was a building
because it provided shelter and working space.
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"The IRS
determined that
the kilns
qualified for
investment
credit; the
control rooms
did not. "

Furthermore, the structure did not function as
part of the machinery or equipment. The crane ways were not integrated into the structure and
their removal could be accomplished without replacing or abandoning the craneway structure itself.
The controversy over what type of structure
qualified for investment credit continued. Apparently there was much controversy and the intent
of Congress was being so thwarted that Congress
felt compelled to provide further guidance." In its
clarifying statement, the Senate committee stated
a building was:
".

. . not to include a structure which houses
property used as an integral part of the manufacturing or production activity (or other
activity referred to in Section 48(a)(1)(B)(i)
if the use of the structure is so closely related to the use of the equipment it houses that
the structure clearly can be expected to be
replaced when the property it houses is replaced. Factors which would tend to indicate that a structure is closely related to the
use of the equipment include the fact as to
whether the structure has been designed to
provide for the stress and other demands of
the equipment which the structure houses
and the fact as to whether the structure
could not be economically used for other
purposes." "
The example cited, of such a special integrated
structure, was a unitary hog system which included automatic feeding systems, special airflow
units, slatted flooring, pens and partitions. 15 The
Senate's test was functional —the structure was
merely a cover for the specially designed system
as demonstrated by the fact that there was no
practical alternative use for the structure. The regulations under this section were consequently revised to read as they do currently. 16
Machinery or Equipment
Revenue Ruling 71 -489 determined that refrigeration and freezer structures used in the final
processing of milk, milk products, and ice cream
qualified for investment credit." One structure
was portable and was contained within the taxpayer's factory. The other was a block structure
independent of the plant. In both cases the labor
done within the structure was limited to stocking
and unstocking. In the ruling they were considered to be large refrigerator- freezers which were
essentially items of equipment or machinery qualifying for investment credit under Sec. 1.48- 1(e)(1)
of the regulations.
A similar solution was attained in Revenue
Ruling 69 -557. The Service was requested to determine whether dry-kilns qualified for investment
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credit. 18 The structures were divided into chambers. Each chamber contained heating coils, circulating fans, moisture - removing ducts, and forced
air ventilating fans. Each had a sensing unit in the
chamber which, when it detected excessive humidity within the chamber during the drying
process, opened louvered vents to exchange out side air for the air within. There was no labor
performed within the chambers except for repairs
or adjustments. There were control rooms located
external to and butted against the kilns. The IRS
determined that the kilns qualified for investment
credit; the control rooms did not. According to
the Service, the kilns were not buildings. Rather,
they were akin to the shells or chambers of an
oven, and as such, inseparable. Thus, they were
essentially items of machinery or equipment.
Note the reasoning that the kilns were basically
covers for the equipment inside. This same type of
reasoning was applied in Senate Report 92-437
which explained that a unitary hog system, whose
structure was integrated with the equipment
housed within, qualified for investment credit.
This suggests that an argument can be made for
a structure which encloses an environment, e.g., a
greenhouse. In addition to arguing that it is integral to the equipment within, perhaps it could be
argued that the structure, as merely a cover for
the equipment within, is itself essentially equipment or machinery.
Integrated Structures
The petitioner considered the applicability of
investment credit to his greenhouse." They were
specially designed glass structures, so engineered
to provide a proper environment. Louvered windows in the walls would open automatically to
admit cool air if required. Likewise, if the sunlight
outside became too harsh, the petitioner could
dust the glass tops with whitewash. When no
longer needed, integrated washing equipment
cleansed the external surface of the whitewash.
Heating, feeding, and cooling equipment independent of the structural devices were employed to
further regulate the environment. The petitioner
had five greenhouses. Only one of these was used
for planting and preparing the plants; the others
were used as growing areas. After preparation, the
plants were left in the same area for ten days. Following that period in the subsequently modified,
humidified, and warmed environment, they were
moved into one of the growing areas. In the other
four greenhouses the climate was correspondingly
maintained and the workers moved through the
buildings as required to attend to the plants. Approximately one -half of petitioner's 86 workers
spent their working hours inside the structures.
This fact proved to be fatal to the taxpayer's case;
it was the point on which the decision turned
against him.
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The petitioner contended that "building" as
used in Section 48 did not contemplate the ordinary usage of the term. Rather, he contended it
was a technical term which excluded such specialized structures as greenhouses. The court responded that "building" was to be given its common meaning. Thus, a building was a structure
which: (1) provided working space and (2) in
which there was frequent and regular human occupation. The type of structure which was excluded, reasoned the court, was a mere processing
chamber which would be entered by workers only
infrequently and then only for the purpose of
maintaining, starting, or removing goods. The
greenhouses in question provided working space
for a substantial number of workers in conjunction with their function of maintaining a proper
environment, and thus were buildings.
Following this case, there were seemingly two
types of integrated structures —one whose function was to provide working space, a building, and
one whose function was to provide an environment; the latter being a processing chamber
which, though supported by laborers, had such
support for infrequent maintenance, or the initiation or extraction of the product.
Although a greenhouse was not such a "processing chamber" which qualified for investment
credit, subsequent litigation was to define the concept. The courts dealt with precisely such a structure after another petitioner was denied investment credit for its six whiskey maturation facilities."'
Because whiskey matures in oaken casks over a
four -year period in the proper environment, the
taxpayers constructed a facility designed to support the maturation process. In order to provide a
stable environment, the facility was designed with
automatic heating and cooling equipment. Since
the maturation process was, given a stable environment, a self - sustaining process, workers only
entered the structures to add barrels of raw distillate, remove the matured whiskey, inspect barrels
for leaks, and occasionally test the whiskey.
Especially noteworthy were the structures
themselves. Their interior was honeycombed with
spaces, "ricks ", which held the whiskey during
the maturation process. These "ricks" extended
vertically to support the roof. They also supported
the sidewalls. Although as described, the structure
was apparently "... so closely related to the use of
the property housed that it would be expected to
be replaced when the property it housed was replaced," I the IRS contended that structures were
not qualifying property because: (1) they were
specialized buildings rather than storage facilities;
(2) they were not items of equipment; and (3) they
were not enclosures which had to be retired contemporaneously with the equipment that was
housed within them.
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The court rejected all three arguments advanced by the IRS. First, it likened the structures
to kilns which had been determined by Revenue
Ruling 69 -557 to be machinery or equipment
qualifying for investment credit." It further found
that the structures were storage facilities and thus
eligible.
Upon examining the maturation facilities as to
their function and use, the court determined they
were not buildings. To this court the functional
test was whether the structure provided working
space which was more than incidental to the principal use or function of the edifice.23 Applying this
test, it found that the work performed by the employees, loading and unloading, and maintenance
and repair, all of which were infrequent, was not
substantial enough to make the structure a building.

"The court
stated it was
difficult to
define the
quantum of
working space
which made a
structure a
building. "

Magnitude of Labor Performed
A farmer had taken investment credit for his
egg producing facilities. "' Each facility was a
structure of corrugated metal which housed approximately 20,000 chickens. In order to provide
the proper environment, there were specially designed walls to control ventilation and multiple air
coolers. Although each day two of the petitioner's
employees spent two and one -half hours gathering
eggs, and one employee spent an additional 70
minutes cleaning and feeding, the court found for
the taxpayer. The court stated that it was difficult
to define that quantum of working space which
made a structure a building. It found that the
work being performed was merely collection and
maintenance. Since these were merely ancillary to
the production performed within by the chickens,
it reasoned, the structure was not a building because it did not provide working space within.
Furthermore, the court, quoting Senate Report
92437, found that the facility was one integrated
unit. Thus, although it appeared to be a building,
it was not a "building" and it was so functionally
integrated to the equipment within that it qualified for investment credit.
One must note especially the observation in the
vigorous dissent of Judge Dawson, of the above
court, that the majority discounted the amount of
activity conducted within by characterizing it as
ancillary." From the dissent, it might appear that
some quantum of "ancillary" human activity
within the structure would cause it to be treated
as a building.
When the companion case to the greenhouse
case described above reached the court of appeals,
the court considered the applicability of investment credit for greenhouses in which approximately one -half of the petitioner's 20 to 25 employees spent the entire working day harvesting
and caring for the plants within. "' Again the test
was whether the structure functioned as a build33

Conclusion
Although the cases which have been litigated
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regarding specialized structures have had the
common issue of human involvement, to qualify
for investment credit it is not sufficient that the
structure is not a building as defined by the absence of working space within. The structure must
somehow also be integral to the equipment housed
within -it must be akin to a cover.
In deciding whether a structure qualifies for investment credit, inquire whether the structure is a
storage facility, a research facility, or a facility integral to the equipment housed within (to include
structures essentially equipment or machinery)
and whether it is employed in manufacturing, production, or extraction in the qualifying fields. If
there is human labor performed within the structure, determine whether it is ancillary to as opposed to primary to the production within. If the
responses to these inquiries are positive, the facility should qualify for investment credit -even
though it looks like a building.
❑
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"To qualify for
in vestment
credit, the
structure must
be akin to a
cover. "

ing. However, it was redefined not in terms of the
quantum of human activity but in terms of the
nature of such activity. The test applied was
whether the structures provided working space for
employees that was more than merely incidental
to the principal function or use of the structure.
Upon applying this test to the facts, the taxpayer
was allowed investment credit.
Based on the foregoing, the current test of
whether or not a structure is a building is the
function test. However, in another case, the court
stated its disapproval of employing the functional
test alone to determine the applicability of investment credit." Where the petitioner was allowed
investment credit for covered loading docks and
for covered inspection lanes, on the decision of a
lower court which applied the functional test to
the "specialized" structures, the court of appeals
reversed. It reasoned that because any building
contributes to the performance of the functions
within, the appearance test must be employed
with the functional test to eliminate such buildings from those structures which qualify for investment credit.
The proper decision in this case could have
been reached by employing the functional test
alone. The structures in question functioned to
provide working space for mechanics and dockworkers. One must greatly exaggerate the facts in
order to determine that the structures were machines, equipment, or specialized structures whose
human contact, the mechanics and dockworkers,
was merely ancillary to the production within.
Rather, the employees performed whatever production occurred within. Thus, the structures provided working space and were buildings.
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How a Bank Performs
a Customer Profitability
Analysis

By Jack B. Levine
Profitability analysis is a tool used by most banks
for improving the profitability of their commercial
lending function. It is used to determine the profitability of individual customers, and along with
credit judgment, it can influence the customer —
bank relationship. In fact, when credit considerations are equal, customer profitability analysis is
the bank's best indicator for allocating funds and
officer time to the customer.
The Basic Approach
The first step in customer analysis is to compute
the profit contribution ofeach account. The term
"profit contribution" is used to describe the difference between the revenues derived from the customer and costs charged to him. The second step
is to assign an index of profitability to each customer and compare this rate of return to a standard. A customer profitability analysis form for
the Acme Manufacturing Company is shown in
Exhibit 1. It is made up of two parts: a source and
use offunds, items 1, 2, and 3; and a contribution
statement, items 4 through 15, The following is a
line -by -line explanation.
MANAGEMENT ACCOUNTING /JUNE 1978

I. Average loan balances outstanding —Acme
Manufacturing Company secured an inventory loan of $50,000 at a rate of 10 percent. The
commercial loan was due in 90 days. Since the
statement covered a period of one year (from
January 1, 19X1 to December 31, 19X1), the
average commercial loan balance outstanding
for this period was one - fourth of $50,000 or
$12,500, In addition to the inventory loan,
Acme borrowed $2,000 for the purchase of an
automobile. The loan was for one year, commencing on January 1, 19X1, at the rate of 10
p ercent, payable in 12 monthly installments.
2. Investable funds supplied —Acme Manufacturing Company maintained an average balance of $5,000 in a checking account. Most of
these funds were available to the bank; however, a portion of the funds could not be used.
After float and reserve requirements
were deq
ducted from the Average ledger balance of
$5,000, the remaining $3,570 was the Investable funds supplied.
3. Net funds used (supplied) —Since its Average
loan balance outstanding exceeded Investable
funds supplied, Acme was a net borrower of
funds.

.

If the banker is not careful, the smart corporate treasurer will reduce
his balances to the lowest possible size and still receive free, or
under - priced, services because the banker thought the
compensa ting ba lances were covering the costs.
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M.B.A. degree from the
University of
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"Is the profit
contribution as
great as it
should be ?"

4. Loan interest -The interest on the inventory
loan was 10 percent of $12,500 or $1,250.
Also, the interest income on the installment
loan was $110, which was computed by using
a rate table.
5. Loan related fees-B an k s will sometimes
charge customers for loan related fees. These
are expenses incurred for making credit
checks, sending interest bills, receiving and
processing payments, etc. In this case, Acme
Manufacturing Company was not charged directly for these costs although the price of the
loans (interest rate) was increased by these
servicing costs.
6. Other fee income -Acme used the bank to
process its payroll checks. The company has
55 employees, who are paid bi- monthly. The
controller of the bank had determined that
the bank would have a direct cost of $0.072
per check. After adding the expenses of the
building, insurance, taxes, management overhead, and so forth, the cost came up to
$0.142. Based on this information, Acme
Manufacturing Company was charged $203.
7. Total income -This represents the total revenue received from Acme during the year,
which was $1,563.

Exhibit 1
CUSTOMER PROFITABILITY ANALYSIS FORM
Custom er's name: Acme Manuf acturing C omp any
Reference number: 2 6 1 0 .7 2 0 1
Account officer: David S olomon
Period covere d: January 1, 19x1 - December 21, 19 x1

$

$12,500
2,5 00
$14 ,5 00

$

5,000
(8 0 0 )
(6 3 0 )
3,5 70
$10 ,9 30
$

$

$

Sources of uses of f unds
1. Averag e loan balances outstanding
Commercial loan
Installm ent lo an
Total
2. Inves table funds supp lied
Average ledger balance
Less: average uncolle cted funds
Less: reserve re quirement
Total
3. Net funds us ed (s up plie d)

13. Gross spread
14. Co st o f fund s
15. Net s pread
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$
$
$
$
$
$
$
$

77
254
0
25
356

$

$

1,250
110
1,3 60
0
203
11563

$ I ,2 0 7
765
442
$

Expenses
8. Dep os it ac tivity c os ts
9. Loan adm inis tration co st
10. Inte res t on time depo sits supplied
11. Cos t o f p erf orm ing other se rvices
12. Total expenses

$

Income
4. Loan interest
Commercial loan
Installm ent lo an
Total
5. Loan related fees
6. Othe r fe e income
7. Total inc ome

$

Co ntribution s tate me nt

8. Deposit activity costs -Each customer's contribution must be reduced by the account activity costs which are incurred by the bank.
The actual activity is multiplied by a predetermined unit price. During the year, Acme
made 33 deposits at $.17 each and wrote 375
checks at $.142 each. The cost for this service
plus the $1.50 monthly maintenance charge
was $77.
9. Loan administration cost- T h e administration expense for each commercial loan was
$181. Also, the acquisition expense of an installment loan was $41, and the maintenance
and liquidation costs were $2.64 per payment
for a total of $254.
10. Interest on time deposits supplied -Acme
Manufacturing Company did not have any
time accounts, and there were no interest payments to the customer. If the company had a
savings account, certificate of deposit, or any
other time account, the appropriate interest
expense would have been shown.
11. Cost of performing other services -During
the year, Acme Manufacturing Company requested and received one hour of investment
counseling service. The rate was $25 per hour.
12. Total expenses -The sum of the expenses, excluding a charge for the net funds used, was
$356.
13. Gross spread -The difference between income and expenses was computed, since the
bank was interested in knowing the rate of
return before cost of funds.
14. Cost off und s -A transfer pool rate was multiplied by the net funds used to compute the
charge to the customer. If Acme had supplied
more funds than the company borrowed, then
a credit would have been shown on this line.'
In this case, the bank used its certificate of
deposit rate of seven percent. It is the highest
open- market cost -of -money instrument and
currently represents a major and substantial
source of funds for the bank. The Acme
charge was $765.
15. Net spread -This was the profit contribution
from Acme after all expenses, including the
cost of funds.
Indexes of Customer Profitability
The computation of the profit contribution is
important since an account generating a larger
profit contribution merits more overall attention
than one yielding a smaller one. However, allowing for the size of customer, is the profit contribution as great as it should be? Banks have devised
various methods to answer this question. These
methods employ a two -step solution to the question. First, the profit is converted to a rate of return to treat all customers on a similar basis regardless of size. Second, this rate of return is comMANAGEMENT ACCOUNTING /JUNE 1978

pared to a standard or objective to determine the
degree to which it is above or below the standard.
At most banks, the profitability of a customer is
generally judged on the basis of a handful of standard indicators. These include the ratio of gross
profits to net funds used, net profits to net funds
used, net profits to gross amount borrowed, and
net profits to allocated capital. While only one of
these commonly used indexes makes any explicit
reference to bank capital, the alternative ratios
can often be related in a fairly direct way to earnings on capital. As a result, the desired return on
capital can set minimum acceptable values to the
non- capital ratios.
GROSS PROFITS TO NET FUNDS USED

Gross profits are equal to total profits when the
cost of money is not included in expenses. Under
this approach, customers are assumed to borrow
their own funds first, and the funds supplied by
the customer are granted an earnings allowance.
However, the gross profits to net funds used ratio
has two important limitations. First, it is of little
use in analyzing the profitability of a net depositor. In that case the denominator (gross profit)
would be negative and the ratio would imply that
the bank was losing money, which is not true. Second, the index makes no allowance for the size of
the customer relationship. Among customers with
identical rates of return on net funds used, those
using relatively more funds are likely to be more
important to the total profitability of the bank.
NET PROFITS TO NET FUNDS USED

Most banks prefer to base their analysis of customer profitability on net profits. These are gross
profits minus an allowance for the cost of funds
loaned. This profitability indicator differs from the
gross profits to net funds used ratio only in that
the cost of funds (expressed as a percentage of net
funds used) is subtracted from the gross profit
yield. For example, since Acme's gross profit index was 11 percent ($1,207/$10,930), and the cost
of funds was seven percent, net profits to net funds
used was four percent ($442/$10,930). A positive
ratio implies the relationship is profitable. A zero
ratio would suggest a break -even situation, and a
negative one, losses. As a result of the parallelism
between these two profitability measures, both
have the same limitations and behave in a generally similar fashion.
NET PROFIT TO GROSS AMOUNT BORROWED

A slightly different measure of customer profitability is the ratio of net profits to gross amount
borrowed. This profitability index value varies directly with the average interest rate on loans. If
the average loan rate rises one percent, the profitability index would also increase by one percent.
This measure, therefore, has the advantage of
MANAGEMENT ACCOUNTING /JUNE 1978

showing directly any change in loan interest rates
necessary to meet minimum profit objectives. The
index for Acme was three percent ($442/$14,500).
NET PROFITS TO ALLOCATED CAPITAL

Another commonly used profitability measure
is the ratio of net profits to allocated capital. Capital is allocated to each net borrower based upon
the size of the loan and an estimate of the risk of
the loan, For a net depositor, additional capital is
allocated based upon the capital required to support the mix of loan and investment assets in
which the depositor's excess funds are invested. If
capital is allocated to both earning assets and deposits, this index is perhaps the most versatile of
those widely used. The profitability of all customers, whether or not they are borrowers, could be
analyzed. For example, the bank's standard allocated rate for capital was 12 percent. Since Acme
Manufacturing Company was considered to be a
standard risk account, the capital allocation was
$1,740 ($14,500 X 12 percent). Thus, the net profits to allocated capital index would be 25 percent
($442/$1,740).

"... customers
are assumed to
borrow their
own money
first ... "

OTHER MEASURES OF PROFITABILITY

In addition to the four basic ratios, many banks
have adopted additional indexes of customer profitability. These include such ratios as net or gross
profits to total revenue, net profits to total expenses, total income to net funds borrowed, gross profits to total loans, actual income to target income,
and total revenue to total expenses.
A bank can use any one or several of these indexes to measure the relative worth of each customer. A standard index or benchmark, should be
known to each account officer, so that it can be
ascertained whether a customer's relationship
with the bank is above or below the acceptable
level established by the bank. The standard should
be based on what the bank perceives to be an acceptable rate of return on the investment or loan.
Developing Standards
How would standards be used in a customer
profitability analysis? Since it would be extremely
difficult and time consuming for the bank to calculate the actual cost associated with the processing of each specific installment loan, predetermined unit costs would be used. These are multiplied by the actual activity (e.g., each installment
loan processed). In this manner, the customer can
be charged a reasonable rate for the service provided by the bank.
Developing a standard cost involves the following actions.' The first step is to project all the costs
associated with the installment loan function for
the next year. All inefficiencies in the processing
of installment loans are assumed to be eliminated,
although this is not likely to be the situation in
37

"In most banks,
the computer
fees are a fixed
expense. "

most institutions. Also, only one standard cost for
installment loans has been calculated, In actual
practice, a bank may want to establish a standard
cost for each type of installment loan. The target
costs for acquiring and liquidating an installment
loan is shown in Exhibit 2.
Costs were divided into labor, material and
overhead. The material and overhead costs were
further subdivided into variable and fixed. Stationery, postage, and travel are shown as variable
expenses; however, these might be fixed costs at
another institution. Each banker should carefully
scrutinize what causes a particular expense to increase. If a cost increases in direct proportion to a
rise in activity or volume, the expense should be
classified as variable. In some banks, computer
fees are considered to be variable because the
charge for the computer is based on time, which is
increased as the number of loans grows on the file.
However, in most banks, the processing time on
the computer is not substantially changed within a
relative range of activity, and therefore, the computer fees are a fixed expense. For simplicity, this
example did not split the same expense between
fixed and variable, although each bank should do
so according to its own situation.
The next step is to allocate the expenses between acquisition costs (such as publicity and advertising) and maintenance and liquidation (such
as computer fees). For some expenses, a portion
may be related to the acquisition costs, while the
remainder of the expense may be associated with
the maintenance and liquidation, Stationery is an

Exhibit 2

Fixed
Furniture and eq uipme nt
Computer fees
Publicity and adve rtis ing
Occupancy
Other
Total fixed

$

10,000
6,0 00
5,0 00
4,0 00
25,000
$

Material and overhead
Variable
Stationery
Postage
Travel
Other
Total variable

Using the Standards

75,000
99 ,0 00
33 ,0 00
$20 7,0 00

$

Labor
Officers salaries
Employees salaries
Fringe benefits
Total labor

$

INSTALLMENT LOAN FUNCTION

11,000
26 ,0 00
19,000
33 ,0 00
55,000
$14 4,0 00

Total mate rial and overhead

$169 ,000

Total expenses

$37 6,0 00

Allocation of e xpenses
Acquis ition expense
Maintenanc e and liq uidation

$18 3,0 00
$19 3,0 00
$37 6,0 00

Source: 1975 Federal Res erve B ank's Functional C ost Analysis , p p. 12.13.
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example. The forms that are needed to accept a
loan application are a part of the acquisition costs.
On the other hand, the monthly or quarterly
statement forms are related to the liquidation of
the loan.
The standard costs for making or acquiring one
installment loan are determined as follows. The
total acquisition expense was $183,000. If the normal capacity was projected to be 4,464 loans, then
the standard cost for making one loan was calculated to be $41 ($183,000/4,464). This was further
broken down into labor, material and overhead
standards. The labor standard was determined to
be approximately $23 ($103,000/4,464), while the
variable overhead was about $3 ($13,000/4,464),
and fixed overhead was approximately $15
($67,000/4,464).
The liquidation and maintenance standards
were based on the projected (normal capacity)
number of payments collected by the bank. In this
illustration, the normal capacity was 73,000, or
16.35 payments per loan. The standard for each
payment was calculated to be $2.64 ($193,000/
73,000). The standard labor rate was determined
to be about $1.43 ($104,000/73,000), the variable
material and overhead standard was approximately $0.18 ($13,000/73,000), and the fixed material
and overhead standard was about $1.03 ($75,000/
73,000).
The standard charge to Acme Manufacturing
Company was, therefore, $41 for the acquisition
expense of processing a $2,000 installment loan at
10 percent for a period of one year, If special handling had been required, the Acme Manufacturing
Company could have been charged an additional
fee. The maintenance and liquidation expense was
computed to be $32 ($2.64 X 12 payments).

Standards can be effectively used in a customer
profitability analysis in several ways, as described
below:
1. The standards provide a tool for ascertaining
the reason(s) why a customer's relationship is
or is not profitable to the bank. This is done
through variance analysis.
2. The actual development of the labor standards
through a work measurement program assists
in streamlining the operations of the bank
which facilitates cost control and improves
production.
3. Standards can aid in pricing services.
4. Standards establish an index for measuring the
customer's contribution to the bank, as well as
measuring the performance of the loan officer.
VARIANCE ANALYSIS

The bank had decided to use a target rate
(price) of 12 percent on installment loans, alMANAGEMENT ACCOUNTING /JUNE 1978

I. Actual rate (price) of 10 percent, actual term of
one year, and actual cost of funds rate of 6.5
percent.
$110
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$

&

Interest income
Less:
Acquisition costs
Maintenance liq.
Gross profit
Cost of funds
Net profits

(41)
(32)
37
(65)
$(28)

Price variance
($ 2 2) unf avo rab le

=

At 1 2 % rate
for 2 4 mo nths
with COF
6.0%
=

At 1 2 % rate
for 24 m onths
6.5%
with COF
$2 4
=

At 1 2 % rate
for 1 2 mo nths
6.5%
with COF
($ 6 )

$34

COF variance
($ 1 0) unf avo rab le

Term variance
($ 30 ) unfavorable
Total variance
($ 62 ) unfavorable

2. Standards rate (price) of 12 percent, actual
term of one year, and actual cost of funds rate
of 6.5 percent.
$132
(41)
(32)
59
(65)
$(6)

$

&

Interest income
Less:
Acquisition costs
Maintenance liq.
Gross profit
Cost of funds
Net profits

3. Standard rate (price) of 12 percent, standard
term of two years, and actual cost of funds rate
of 6.5 percent.
$259
(41)
(64)
$154
(130)
24
$

Interest income
Less:
Acquisition costs
Maintenance liq.
Gross profit
Cost of funds
Net profits

4. Standard rate (price) of 12 percent, standard
term of two years, and standard cost of funds
rate of 6.0 percent.
Interest income
Less:
Acquisition costs
Maintenance liq.
Gross profit
Cost of funds
Net profit

$259
(41)
(64)
$154
120
34
$

A change in either the rate (price) or the length
of the loan will affect its profitability. Since the
bank wants to earn a profit, the standard for an
installment loan was established at a rate of 12
percent for a term of 24 months. This was a realistic benchmark, since it was based on the bank's
economic forecast and customer preferences.
The standard for an installment loan can be
used to determine why a particular loan is or is
not profitable. This can be accomplished by calculating the net profit at four different levels. In each
instance, the interest income is determined from
the rate table.

At 1 0 % rate
for 1 2 mo nths
with COF
6.5%
1(2 8)

&

$

(41)
(48)
90
(90)
0

VARIANCE ANALYSIS

&

$179

&

Interest income
Less:
Acquisition cost
Maintenance liq.
Gross profit
Cost of funds
Net profit

Exhibit 3

=

though normally a different rate for each type of
installment loan would be established, as well as a
fluctuating rate from month to month, if applicable. This would be based on the economic forecast, objectives of management, and so forth. A
standard for the number of payments was also established. This was developed by reviewing data
on customer preferences, cost factors, and other
related information. The standard was set at two
years, or 24 monthly payments. Finally, a standard was determined for the cost of funds, which
is the projected cost to the bank of money supplied to the bank by its depositors. This standard
was six percent, which included the interest paid
on time accounts and the operation costs to service the accounts.
As previously stated, the acquisition cost for
each installment loan was $41, and the maintenance and liquidation expenses were $2.64 per
payment. The controller of the bank ascertained
that the bank would break even on a $2,000 installment loan at a rate of 11 percent for a period
of 18 months, where the interest income, according to the rate table, was $179. The cost of funds
rate was assumed to be six percent, or $90, where
COF = '/, ($2,000 X 6 %) X 1.5 years.

The "price" variance was unfavorable, because
the actual rate of 10 percent was below the standard rate (price) of 12 percent. See Exhibit 3. This
could be the result of competition, economic conditions, etc. The "term" variance describes the affect that the time span of the loan has on its profitability. In this situation, the term was shorter than
the standard. The payment schedule depends on
the preferences of the customer; however, the
bank could attempt to discourage shorter term
loans by raising the interest rate. The "cost of
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"Too often,
bankers have
been willing to
compensating
balances for
services
provided. "

funds" variance was unfavorable, because the
bank paid more money on time accounts than the
bank executives anticipated. In this situation, the
profitability of the installment loan was less than
the bank's standard because of several reasons: (1)
the rate (price) was too low, (2) the term was not
long enough and (3) the higher cost of funds was
not properly considered when pricing the loan.
WORK SIMPLIFICATION

Through work simplification, the operation
could be analyzed and improved if inefficiencies
exist. After this is accomplished, the task could be
measured. By doing this it would be easier to control costs, because: (1) the operation has been
streamlined, (2)everyone knows exactly what is
expected of them, and (3)a benchmark, or standard, has been developed to indicate if the operation is actually being performed efficiently.
The work measurement program assists in controlling personnel and other costs. This is accomplished through better distribution of work, improved utilization of people, higher employee morale, realistic staff planning based on forecasted
volume, better scheduling of work, and increased
volume with the same staff. Also, the costs are
further reduced by helping to control variances,
eliminate waste and non - productive time, identify
excess costs, evaluate equipment and methods and
measure supervisor's effectiveness.
Cost control is used by banks to reduce expenses; however, without a standard, the banker does
not know whether or not efficiency and productivity are being sacrificed for lower expenses. It
seems unlikely that anyone would argue with the
logic that it would be acceptable for costs to increase by three times, if production rose by five
times. Nevertheless, executives may react to an
increase in a department's expense budget (even
though production has substantially risen), while
they may overlook another department which has
no increase in costs but may have a lower productivity level.
Standards assist in defining what it should cost
at an efficient level. This facilitates cost control.
Also, in the actual development of the standards,
the operation can be analyzed for the purpose of
improving productivity.
PRICING SERVICES

Too often, bankers have been willing to accept
compensating balances for services provided.
They use the compensating balances to cover
credit risk, as well as a host of other services. If
the banker is not careful, the smart corporate treasurer will reduce his balances to the lowest possible size and still receive free, or under - priced,
services because the banker thought the compensating balances were covering the costs.
As an example, Acme Manufacturing Company
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has always been considered to be a good customer
of the bank. The controller of Acme has asked the
bank what it would cost to process the company's
accounts payable checks. At the present time,
Acme needs a full -time clerk, who earns about
$200 a week including fringe benefits. After considering the depreciation on the clerk's desk, typewriter, chair, and stationery forms, the total cost
is about $10,800 per year. Because the company
produces about 12,000checks a year, or 1,000 per
month, the unit cost per check is $0.90.
In considering the possible charges for this
service, different points of view were considered
by the bank. First, the service could be provided
to the customer at no charge. Another view was to
charge for employee and equipment time. Figuring the cost of supplies, equipment time, and the
wage and fringe benefits of the employees, it
would cost around $600 per month to process
these checks. The third view also considered the
overhead costs of the building, insurance, taxes,
support personnel, and management overhead.
Based on this analysis, the cost would be approximately $1,000 per month.
Which cost is correct and what should Acme
Manufacturing Company pay for the service? Before these questions are answered, it would be
helpful to understand what banks have traditionally done in pricing services.
1. Banks have traditionally undercharged for
most corporate services, offering them at cost
instead of charging a price that includes a profit. (In many cases, the service may be provided
to the customer at a loss to the bank.)
2. To offset this policy, banks have used unrealistically low interest rates in establishing the value of the checking account balances with which
corporations pay for most of these services.'
It would, therefore, make more sense to consider the total customer contribution to the bank before deciding whether to process the account payable checks for free, or at a cost of $600 per
month, or $1,000 per month. If the service is offered at no charge, it is assumed that the compensating balances cover the cost to the bank. The
figure of $600 per month represents the direct
costing approach, and it can be used in short-term
pricing decisions especially when there is slack
time. The amount of $1,000 represents a full absorption cost approach. The standard cost of
processing one accounts payable check would be
$0.623 under direct costing and $1.00 under full
absorption.
The additional costs to the bank for processing
1,000 more checks per month would be $1,000.
This would include $700 for computer facilities,
$250 for stationery and forms, and $50 for other
items. If the bank were able to process these
MANAGEMENT ACCOUNTING /JUNE 1978

checks at standard, and Acme Manufacturing
Company decided to have the bank process its
1,000 checks per month, the unit cost would be
reduced. For example, the target costs for processing accounts payable checks at normal capacity of
150,000 checks is determined as follows:
75,000
9,500
3,000
6,000
93,500
56,500
$150,000
$

$

Personnel cost
Computer facilities
Stationery, forms
Other direct

"Standards
cannot take the
place of the
credit judgment
of the loan
officer. "

3. The actual direct cost = $150,000
12,000
93,500 + $1,00
_0

_ $0.583
4. The actual full cost = $150,000 + $1,000
150,000 + 12,000

_ $0.932

if

of

Because most of the bank's costs are fixed, it
would reduce its unit cost by processing Acme's
accounts payable checks. The affect on the cost of
the bank is easier to determine with the use of
standard costs. However, as it costs Acme Manufacturing Company $0.90 for each check, the
bank must charge less or it will not be economically wise for Acme to have the bank process the
checks. Therefore, a price $0.583, no profit is
desired, or higher, should be charged.
The standards also helps the loan officer in pricing loans by assigning a standard value to the risk,
liquidity and servicing costs. Each loan requires
the same basic activities (such as interviewing the
customer, completing the required paperwork,
and so forth); however, loans can be distinguished
one from the other by the amount of risk, liquidity

of

2. The standard full cost = $150,000_
150,000 —
_ $1.00

of

_ $_
—
150,000
93,5_00 _— $0.623

1. Direct cost

of

Then the standard

of

of

Overhead

and servicing costs associated with each loan. The
use of standards cannot take the place of the credit judgment of the loan officer, but it can assist in
assigning a quantitative value to each of these factors, which can help the loan officer in properly
pricing the loan. This may be accomplished by
numerically rating each loan in terms of its risk,
liquidity and servicing costs to the bank. For example, risk is subdivided into exceptional (i.e., low
risk), standard, special, substandard, and doubtful
(i.e., high risk). Liquidity is categorized as under
six months (i.e., high liquidity), six months to one
year, one to three years, four to seven years, and
over seven years (i.e., low liquidity). Servicing
costs are classified by the amount
time spent by
the loan officer on the account, such as low servicing, moderate servicing, moderate to considerable,
requires special handling, and constant and detailed supervision.
The price (interest rate) is based on the projected total cost (which are the standards assigned for
risk, liquidity and servicing cost), and an additional spread factor to obtain the target yield of the
bank.
The risk standards could be computed by reviewing the bank's experience with different types
of loans. For example, if the bank earned
$2,650,000 on an installment loan portfolio
$26,500,000, the gross yield would be 10 percent.
Assuming the average charge -off per loans was 0.2
percent, or a total charge -off figure $53,000 on
the $26,500,000 of outstanding loans, the net yield
would be 9.8 percent. Thus, for a "standard risk"
loan, an adjustment of 0.2 percent is made.
Liquidity can be stated in a standard by calculating the amount of capital required to support a
loan over a period of time. This is an extremely
subjective determination. Servicing costs are developed into a matrix after analyzing the costs for
various degrees services provided. For example,
the cost
the officer's salary, and other expenses
for building, furniture and equipment, and so
forth, could be accumulated, and the net effect on
an average loan (as described above in the discussion on risk) could be calculated.
Continued on page 49

Exhibit 4
PROFITABILITY RATIOS— STANDARD AND ACTUAL

4. Net profits to allocated capital
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$2 20
x 100
$ 1 0 ,0 0 0 x .1 2

$4 42
x 100
$1 4,50 0

18.33 %

4 .0 4 %
/O

3.05
°

2 20

11.04
=

$2 20
x 100
$10 ,0 00

$4 42
x 100
E10,930

%

3. Net profits to gro ss amo unt bo rrowed

2'7 5%

=

$2 20 X 1 0 0
$8 ,000

$1,207
x 10 0
$10 ,9 30

_

2. Net profits to net funds used

8 75 %

_

$700 X 100
$8 ,0 00

=

1. Gross profits to net funds used

Custome r ratio
(ac tual)

=

Bank ratio
(s tand ard )

$4 42
x 100
$14 ,5 00
x .1 2
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Accounting for
Leveraged ESOPs:
Employee Benefit or
Financing Tool?
If the financial statements of firms with leveraged employee stock
option plans are to show a true picture, then the plan's shares must
be regarded as either debt or equity, not both.

By Patrick A. Hennessee and J.W. Giese

Patrick A. Hennessee
is an Assistant
Professor of
Accounting at the
University of Tulsa. He
holds a Ph.D. degree
from North Texas State
University.

This article was
submitted through the
Tulsa Chapter.

The Employee Retirement Income Security Act of
1974 (ERISA) authorized certain "employee
stock ownership plans" (ESOP). These plans can
provide additional tax benefits for incorporated
companies that elect to use them as a means of
providing employee benefits. However, because of
the tax benefits and certain exceptions to the rules
and regulations for qualified pension plans, the
ESOPs have created additional accounting and reporting problems. Specifically, there has been
some concern about proper accounting for funds
received by the employer corporation where the
employee stock ownership plan is leveraged.
The Leveraged ESOP
A leveraged employee stock ownership plan is
one exhibiting the following general characteristics:
1. An ESOP is created for the sole benefit of the
company's qualified employees.
2. The trust is authorized to borrow funds from a
financial institution to be used to acquire the
stock of the employer corporation.
3. The trust repays the borrowed funds with interest over a period of time from the annual
contributions the employer corporation makes
to the trust on behalf of each employee.
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4. Upon retirement, each qualified employee receives shares of stock that have been accumulated by the trust for his or her benefit.
5. The employer corporation guarantees the annual contribution to the trust as security for the
financial institution.
The adjective "leveraged" is used to define this
type of plan because it receives the benefit of the
per share earnings for the entire period, rather
than year by year as would be the case if the stock
were acquired periodically from annual contributions. The cost to the plan of the share earnings
(dividends received plus the appreciation of the
stock) is the interest paid on the loan necessary to
finance the earlier acquisition of the stock. Similar
to any other leveraged activity, the leveraged loan
will be beneficial only if the rate of earnings on the
stock exceeds the rate of interest on the amount
required to buy the stock.
As shown in the "ESOP LOOP," Exhibit 1, an
employee stock ownership plan (trust) is created
to borrow funds from a financial institution (lender). These funds are used to purchase stock from
the employer corporation. The employer corporation typically guarantees that the loan will be repaid. It also makes the annual tax deductible payments to the ESOP so that it can repay its loan
plus interest.
The principal methods used by the ESOP to
MANAGEMENTACCOUNTING/JUNE
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acquire the stock ofthe employer corporation are
to purchase shares from shareholders, i.e., shares
that are issued and outstanding, or to purchase
formerly unissued shares from the employer corporation. A third method would be to purchase
treasury shares, i.e., shares that had been issued
but reacquired by the employer corporation. This
third method is very similar to the second one. In
both cases additional funds become available to
the employer corporation. In this discussion, no
distinction will be made between the latter two
methods.
Accounting and reporting for the borrowed
funds has not generated any new problems. However, a controversy has developed as to how the
employer corporation should report its obligations
for the annual contribution to the trust.
Some closely held companies have used the
ESOP as a vehicle for financing expansion. The
companies usually have the ESOP acquire shares
of company stock from the unissued pool. Other
closely held companies have used the ESOP as a
means through which certain large shareholders
can sell some of their stock at attractive prices
which may also have the effect ofcreating a market for the stock. This potential for abuse has led
to the controversy over how a leveraged ESOP
guarantee should be treated for financial accounting purposes by the employer corporation.
AICPA's Statement of Position
On December 20, 1976, the Accounting Standards Division of the AICPA issued its Statement
of Position on Accounting Practices for Certain
Employee Stock Ownership Plans. Essentially, it
was a recommendation to the FASB regarding accounting and reporting issues stemming from
leveraged ESOPs. Raymond C. Lauver, Chairman
of the Accounting Division, summarized the recommendations as follows:
"An obligation of an ESOP should be recorded as a liability in the financial statements of the employer when the obligation
is covered by either a guarantee or a commitment by the employer to make future
contributions to the ESOP sufficient to meet
the debt service requirements.
The offsetting debit to the liability recorded by the employer should be accounted for
as a reduction ofshareholders' equity.
The liability recorded by the employer
and the offsetting debit should both be reduced as the ESOP makes payments on the
debt.
The amount contributed to an ESOP with
respect to a given year should be charged to
expense by the employer; the compensation
and interest elements of the contribution
should be separately reported.
MANAGEMENT ACCOUNTING /JUNE 1978

All shares held by an ESOP should be
treated as outstanding shares in the determination ofearnings per share. Dividends paid
on those shares should be charged to retained earnings.
Any additional investment tax credit
should be accounted for as a reduction of
income tax expense in the year in which the
contribution to the ESOP is charged to expense."
Examples

J.W. Giese is a
Professor of
Accounting at North
Texas State University.
He holds a Ph.D.
degree from the
University of Illinois.

The effects of these recommendations can best
be shown by two simple examples. Case 1 and
Case 2 illustrate the "before" and "after" position
of corporations that adopt a leveraged ESOP.
Case 1 assumes that the shares acquired by the
ESOP came from unissued stock; Case 2 assumes
the shares are acquired in the market or directly
from current shareholders. In both illustrations, it
has been assumed that the market value of the
stock and the book value of the stock are equal.
The basic facts are as follows:
1. The employer corporation has 1,000,000 shares
outstanding with a book value and market value of$10 per share.
2. The employer corporation creates an ESOP
which borrows $1,000,000 from a financial institution. The loan is to be repayed from the
expected annual contributions ofthe employer
corporation, which guarantees payments.
The balance sheets of the employer corporation,
immediately after the ESOP's shares are transferred, are shown in Exhibit 2 for both cases. For
Case 1, the total outstanding shares after the
ESOP purchases its stock is 1,100,000 shares. The
book value per share, once $10 has now dropped
to $9.09 per share. And unless earnings are increased substantially, earnings per share will be
adversely affected due to these accounting proceE xhibi t 1

ESOP LOOP
Stock
Employer
Corporation

Tax deductible

ESOP
(Trust)

installments
Guarantees
to make
\ annua l

Loans

payments

Lender
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"The
conclusion that
the debt of the
ESOP is the debt
of the
corporation is
not necessarily
valid. "

dures. For Case 2, the book value per share dips
to $9, and the earning per share will decrease even
more unless the productivity of the workers is increased more than the annual cost of the ESOP
contribution.
If the market value of the shares (in Case 1) is
substantially less than the book value of the
shares, the decrease in book value would be even
greater. This is true because the ESOP will buy
more shares of stock with its fixed amount of
funds, thus, increasing the total number of shares
outstanding without increasing the amount paid
for them. The decrease in book value may or may
not have an impact on the market price of the
corporation's stock. However, a decrease in earnings per share would very likely impact the market price. Also, the recognition of the ESOP loan
in the balance sheet of the employer corporation
could affect the credit rating in a negative way. it
would seem, therefore, that the recommendation
of the Accounting Standards Division would
probably deter companies from adopting a leveraged ESOP.
The critical accounting question is: Does the
guaranteeing of the ESOP debt by the employer
corporation make the debt in fact a liability of the
corporation? The Accounting Standards Division
of the AICPA took the position that the ESOP
has no economic substance. It stated that the employer's "... guarantee or commitment is, in substance, the assumption of the ESOP's debt ..." 2
If the ESOP has no economic substance, and if the
ESOP debt is to be treated as a liability of the
corporation,, then the conclusion that the shares
held by the ESOP should be considered outstanding for purposes of computing earnings per share
is materially inconsistent. A further inconsistency
would occur if the assets of the ESOP were not
included in the financial statement of the employer corporation which is to assume the related lia-

bility.' Certainly, if the loan is in default, the assets of the ESOP would be attached first. Thus,
the conclusion that the debt of the ESOP is, in
substance, the debt of the corporation is not necessarily valid. And, if it is, many other guaranteed
loans to related parties would need to be included
as debt. For example, if two individuals acquire
control of a corporation through the acquisition of
its stock and then borrow substantial funds from a
financial institution, pledging the stock as security, is that loan a debt of the corporation? Applying the logic of the Accounting Standards Division, the answer would seem to be yes. However,
the application of such logic would seriously impair the concepts of the corporation as a separate
entity.
Another view is that the stock in the hands of
the ESOP could be considered by the corporation
as being, in essence, convertible debt (although it
is a somewhat strained view) that turns into equity stock as it is paid for by the contributions from
the corporation. This would be the case where the
corporation has actually issued fully outstanding
stock and has agreed to make fixed payments to
the trust to enable it to pay off its debt. The FASB
has recognized this type of problem in its conceptual framework issued in late 1976. Relating to
owners' equity, it states:
.. a practical problem in financial statement classification between liabilities and
capital or owners' interest is caused by some
securities that have characteristics of both.
The line between capital (owners' interest)
and liabilities (others' claims) is reasonably
clear in concept but is often obscured in
practice. Liabilities are determined or determinable calls on assets of an enterprise that
must be satisfied whether or not the enterprise is profitable and that have priorities

Exhibit 2
EMPLOYER CORPORATION BALANCE SHEET(S)
(Dollars in thousands)
Case 2

Total assets

$20,000

Case 1
Pre -ESOP assets
Cash from ESOP stock sales
Total assets

Liab ilities
Stockholde rs' equity

$10,000
10,000

Pre -ESOP liabilities
ESOP liabilities

$10,000
1,000

Pre -ESOP liabilities
ESOP liabilities

$10 ,0 00
1,000

$11,000

Total liab ilities
Stockho lders' equity
Pre -ESOP stock equity

$11 ,0 00

$20.00 0

Total liabilities
Stockholders' equity
Pre -ESOP stock equity
ESOP stock
Offsetting debit to ESOP
liability
Total s tockho lders' equity
Total liabilities and equity

Total liabilities and equity

$20,000
1,000
21.000

Pre -ESOP assets

$20,000

Total assets

$2 0,00 0

$10,000
1,000
(1 ,0 0 0 )
$10 ,0 00
$21 ,0 00

Offsetting debit to ESOP
liability
Total sto ckho lders ' eq uity
Total liab ilitie s and equity

$10 ,0 00

$

Before ESOP

(1 .0 0 0 )
9,0 00
20,000

Case 1 ESOP shares acquired from unissued stock.
Case 2 ESOP shares acquired from existing shareholders
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over claims of owners. The amounts are
fixed by agreement or the nature of the
transactions in which they arise and are not
increased by the earnings or decreased by
enterprise losses
Securities with dual
...
characteristics present practical problems of
separating and disclosing diverse characteristics —that is, they involved primarily problems of determining the basic concepts of a
conceptual framework." `
If the view that the ESOP stock and related
loan are similar to convertible debt isupheld, then
the loan should be shown as a liability and the
shares should be considered in earnings per share
computations only ifthey fit the criteria for common stock equivalents. It would, of course, require adding to income the interest deduction on
the loan prior to computing earnings per share.
The basic problem in accounting for the leveraged ESOP is in identifying whether or not it is
being used as a financing tool. Is it a device for
securing investment capital for the fund or is it a
tool for compensating employees? Because a leveraged ESOP has characteristics of both, the accounting problems are made more difficult.
The conceptual framework, quoted above, provides a key thought, that is, the "... practical
problem of separating and disclosing ..." the diverse characteristics of the leveraged ESOP is the
primary problem. The key work here is "separating." The Accounting Standards Divisions' recommendation to the FASB fails to make this distinction. On the one hand, it classifies the encumbered securities as liabilities, and on the other it
recommends that all outstanding securities be
used to compute earnings per share. For balance
sheet purposes, these securities are classified as
debt, Then, for earning reporting purposes, these
same securities are called stockholders' equity.
This creates a double adverse effect on the
firm's earnings per share and book value per share
figures. The number of shares outstanding is increased, but in the early stages of the plan there is
little or no increased stockholders' equity on the
books. In addition, the total contribution to the
ESOP is charged against earnings, whereas, ifit
were true debt, only the interest portion would be
used to decrease earnings. The remaining contribution (the amount needed to amortize the principal of the loan) would be repayment of the debt
and a non - income reducing payment.
Alternatives and Recommendations
To avoid this double effect, the ESOP shares
must be called fish or fowl and not both. If the
firm's liabilities and stockholders' equities are to
be reported separately, the ESOP shares must be
either debt (and treated as debt) or stockholders'
equity (and treated as equity). The practical job of
MANAGEMENT ACCOUNTING /JUNE 1978

separating debt and equity must be done in order
to show the true economic reality of the employer
corporation.
Basically, there are two reasonable alternatives
to the Accounting Standards Division's recommendation that would perform the separation.
The first would be to record the ESOP's obligation as a liability of the employer when employer
commitments are sufficient to warrant such action. The liability would be offset by a reduction
to stockholders' equity just as recommended by
the Accounting Standards Division. Then (as was
also recommended by the Accounting Standards
Division), the employer's recorded liability and
offsetting debit to stockholders' equity would be
reduced as the ESOP's debt. is paid down. However, if this method of recording debt and equity is
used, it should be viewed as being primarily a financing transaction. The ESOP shares should
only be considered to be outstanding for per share
calculations as they become unencumbered, i.e.,
as the debt is paid down. This, in essence, keeps
the employer corporation's liability separated
from stockholders' equity on both the balance
sheet and the reported earnings per share. A minority within the Accounting Standards Division
recommended this method. It believed that the
majority's recommendation was inconsistant and
would have a depressing effect on initial earnings
per share.' The basic logic for the minority's view
was that the related compensation expense would
be spread over the time period in which the employer makes contributions to the trust, but the
total number of shares purchased by the ESOP
would have an immediate distorting effect on
earnings per share. The minority also stated that
dividends should be charged to retained earnings
only to the extent that trust shares were unencumbered, and that the remaining balance should be
reported as additional compensation expense in
the period the dividends were declared.
A second possible alternative would be to view
this transaction as basically an employee compensation plan (versus a financing transaction), and
only show a contingent liability. That is, record
the stock issued to the ESOP as fully outstanding
at the date of issue and show a contingent liability
in the notes to the financial statements. This seems
to be a realistic viewpoint. An ESOP is simply one
more means of providing compensation in exchange for the employee's labor. The employer
corporation has simply paid its employees in corporate stock instead of cash. Just like any other
form ofcompensation, the employer must decide
if the benefit received justifies the compensation
paid.
Employer obligations under multiyear union
contracts are not reported as liabilities ofthe firm_
Future pension obligations are not recorded as liabilities ofthe firm. These are employee compensa-

"The ESOP
shares must be
called fish or
fowl and not
both,"

47

"A poor case at
best can be
made for
leveraged
ESOPsas
financing tools
for public/ y -held
corporations. "
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tion expenses and are reported as expenses as they
are incurred. In both of these cases, the employer
has a ve►y real existing obligation for the future
payment of these costs. In the case of the leveraged ESOP, the employee trust has incurred a
debt in order to purchase the employer's stock,
and the employer corporation has agreed to make
tax deductible payments to the trust so that the
trust is able to repay its debt. The reason these
payments are tax deductible is that these payments are considered a form ofemployee compensation.
Ifthe leveraged ESOP is viewed as primarily a
form of employee compensation, there is little
justification for recording the trust's debt on the
employer's balance sheet. Imagine what would
happen to General Motor's or Ford's financial
statements ifthey recorded their contracted future
obligation for employee compensation after completing negotiations with the UAW for a multiyear wage and pension agreement.
The question then boils down to whether a
leveraged ESOP should be considered a financing
transaction or an employee compensation transaction. A poor case at best can be made for leveraged ESOPs as financing tools for large, publicly
held corporations. The Internal Revenue Code requires that the ESOP must be for the exclusive
benefit of employees or their beneficiaries.' This
does not preclude employers from receiving substantial benefits from maintaining an ESOP, but
the "exclusive benefit" requirement must be kept
in mind by the employer. This rule puts the primary tax emphasis on the employee compensation
aspects ofsuch plans (as opposed to financing aspects). The assumption that a leveraged ESOP
does not have substance is not supportable by the
facts.
The majority of the firms that have adopted
ESOPs are small, closely held firms. Neil Wass ner, Partner in Main Lafrentz, has stated that he
feels the main reason that publicly held firms have
been slow to adopt ESOP programs is that they
have alternative sources of financing that have a
lower cost of capital.' Another reason often cited
as why ESOP financing has not been widely
adopted by publicly held corporations is its possible negative impact on reported accounting income and earnings per share. This reason is simply a restated version of Wassner's view in that it
implies that there are alternative sources of funds
available with lower costs to the corporation. For
example, assume a corporate employer has the option of selling stock on the open market or issuing
the stock to an ESOP. By selling stock on the
open market, the employer corporation receives
funds equal to the fair market value of its stock
(less selling cost). By issuing the stock to the
ESOP, the employer corporation creates a non cash employee compensation expense, thereby re-

ducing its income tax liability by its marginal tax
rate times the amount of the ESOP contribution.
Thus, the employer corporation would receive less
for its stock using the ESOP alternative.
The cost of capital argument also compares
ESOP financing with traditional debt financing.'
In traditional debt financing, only the interest
payments are tax deductible. Therefore only interest payments are charged against pretax earnings.
The principal amount must be paid for with after tax funds. A leveraged ESOP borrows funds and
purchases employer stock with these funds. The
employer corporation is obligated to make annual
cash contributions to the ESOP. These cash contributions are deductible by the employer corporation for tax purposes. Thus, in effect, the employer
is repaying the entire debt (principal and interest)
with pretax funds. However, since the entire contribution to the ESOP would be charged against
pretax earnings, it would decrease reported earnings more than straight debt financing (in which
only interest payments are charged against earnings).
The possible negative impact on reported accounting earnings would probably be more important to a publicly held corporation, than a closely
held corporation. If one assumes that reported accounting earnings and earnings per share have an
impact on the market price of a publicly held corporation's stock, then those corporations would
tend to be more sensitive toward measures that
would adversely affect their reported earnings.
This would tend to de- emphasize the financing attributes of leveraged ESOPs. Herbert Huene of
Coopers & Lybrand has analyzed this aspect of
ESOPs thoroughly. He concludes that companies
should view ESOPs almost exclusively as employee incentive pay programs which increase wage
cost, not as a financial tool. Questions company
management should ask about an ESOP are
whether it will attract, motivate, and retain personnel better than other pay programs and whether it will produce enough intangible benefits of
higher morale and work effort from all covered
employees to be worth the cost. Ifit can accomplish these things, then the ESOP is useful and has
validity.' This view again puts the leveraged
ESOP in the employee category.
Conclusion
If the financial statements of firms with leveraged employee stock option plans are to show a
true economic picture, then the plan's shares must
be regarded as either debt or equity, not both. The
present recommendation of the AICPA is misleading because it fails to make this separation. If
the leveraged ESOP transaction is regarded as primarily one of a financing nature, then the employer corporation should record the ESOP debt as its
own, but the ESOP shares should only be considMANAGEMENT ACCOUNTING /JUNE 1978

its relative merits as part of the total employee
compensation package for publicly held corporations. The basic consideration should always be
that an ESOP is an employee benefit and should
be used for the exclusive benefit of employees.
That is, it is not —and was not —meant to be exclusively a corporate financing tool.
❑

"An ESOP is a
compensatory
plan. "

' Letter dated March 6, 1976, from Raymond C. Lauver, Chairman of the Accounting Standards Division, AICPA, to the attention of Director, Emerging
Problems, FASB.
• Statement of Position on Accounting Practices for Certain Employee Stock
Ownership Plans, 762, Accounting Standards Division, AICPA, December 20,
1976, p. 3.
Ibid.
• Conceptual Framework for Financial Accounting end Repaying: Elements of
Financial Statements and ]heir Measurement. FASB, 1976, p. 91.
' Statement of Position, Op. Cit., P. S.
' IRC Section 401(a).
Neil A. Wassner, "ESOPs: Can They Work for Your Corporation?' Pension
World, June 1976, p. 20.
• Edward A. Stoeber, "Employee Stock Option Plans Can Be Beneficial but They
Arc Not Panaceas for Every Corporation." Taxation for Accountants. October
1976, pp. 3, 18.
' Herbert Huene, "Beware the ESOP: A Cautionary Tale." The Tar Advisor.
December 1976, p. 731.

'

ered outstanding as they become unencumbered.
If the leveraged ESOP transaction is regarded as
primarily as compensation of employees by nature, then the employer firm should not record the
ESOP's debt on its financials and only report a
contingent liability. In this case, the shares would
be considered fully outstanding from the date of
issue.
We believe the latter position reports the economic position of the firm more correctly. The
evidence leads us to believe that an ESOP is a
compensatory plan just like any other employee
compensation. It has a cost just like any other
form of employee compensation. The employer
corporation has simply paid its employee in corporate stock instead of cash. The decision of
whether or not to adopt an ESOP will be made on

HOW A BANK PERFORMS A CUSTOMER PROFITABILITY ANALYSIS
Continued from page 43

INDICES OF PROFITABILITY
Some banks have found it convenient to translate the rate of return for a customer into an index
number using the profitability standard as the
base and equal to 100. It is computed:
I =

RC

X 100

RS
I =Index Number
RC = Customer rate of return
RS = Standard rate of return
The bank can calculate the standard index for
each method (e.g., gross profits to net funds used,
etc.) using standard ratios and actual ratios as
shown in Exhibit 4. The indices for the Acme
Manufacturing Company were as follows:
1. Gross profit to
net fund used

11.04
— 8.75 X 100 = 126

2. Net profits to
net funds used

4.04
= 2 .7 5 X 100 = 147

3. Net profits to
gross amount
borrowed

= 3'05 X 100 = 139
2'20

4. Net profits to
allocated capital

25.40 X 100 = 139
18.33
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The use of an index number facilitates a comparison between customers, and it identifies a customer as being above or below standard. A further
advantage is that it permits a comparison to be
made over time even though the profit standard
has shifted.
The relative size of the index number will
change depending upon the technique used. This
occurs because the absolute value of the standard
for each method, used as the denominator, will
vary.
The bank can determine from the data that
the Acme Manufacturing Company was a profitable customer. Also, the bank can determine
whether or not the account officer has done a
good job.
In short, standards can be effectively used in a
customer profitability analysis.
Conclusion
Most banks perform some kind of profitability
analysis. In some cases, the data is brought together on a computer; in others they are manually
prepared. Whatever the method, customer profitability analysis aids in the allocation of funds and
resources.
❑
' W at H. Tyler and Roger Fridholm, "The Internal Transfer Price of Bank
Funds," Burroughs Clearing House, March 1975, pp. 18 -19.
' The cost data was taken from the 1975 Functional Cost Analysis Report of the
Federal Reserve Bank of New York. Although the information was based on the
average historical costs of the participating banks, the data was used as if it were
the target costs for next year of an efficient operation at the above referenced
bank.
James P. Furniss and Paul S. Nadler, "Should Banks Reprice Corporate Serv•
ices?" Harvard Business Review, May-June, 1966, p. 95.
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Here Comes Flextime
It allows a person to sleep an extra 60 minutes, miss the rush -hour
traffic, and arrive at the office on time with no guilt feelings upon
meeting the boss.

By Glenn J. Schnur
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"I'd like to go to work when I want to." At one
time, such a statement would have been dismissed
as fantasy or worse. But now, thousands of workers in Europe and hundreds in this country are
able to do just that. What is this idea that is allowing such freedom? It depends upon what personnel manager is referring to it and what country
you are in. It is called Flextime, Gliding -time,
Adaptable Hours, Gleitzeit, Gleitende Arbeitzeit,
Horaire Dynamique, or Abeistid. It allows a person to sleep an extra 60 minutes, miss the rush hour traffic, and arrive at the office in time with
no guilt feelings upon meeting the boss. It is an
idea that is working all over the world and an idea
that is a most exciting innovation in office routine.
Get Them In On Time
The idea started in Germany in 1967 at the
aerospace firm of Messerschmidt- Bolkow- Blohm.
It was so successful there, that Volkswagen, Siemens, Lufthansa, Boerringer, the Ministry of
Transport, and even the Frankfurt office of an
American advertising firm quickly picked it up.
The ideas soon spread to other Western European
countries,
Messerschmidt's main objective for adopting
flextime was to eliminate the congested traffic that
was preventing people from coming to work on
time or not coming to work at all. The company
did not emphasize socially redeeming values, concern for the employee's benefits, or work incentives. Bluntly, its purpose was to keep production
up by eliminating the one -day absenteeism that
was so prevalent at the plant.

so

If one examines the motives of other companies
that decided to adopt flextime, one will note that
although many of their words sound humanitarian, their one homogenous factor is that they have
all reported increased productivity due to less absenteeism as a result of initiating flextime.
"Executives at Control Data, like their
counterparts at Messerschmidt, have been
impelled to try flextime by what was happening mornings. There were traffic pile -ups
when so many workers tried to drive to
plants at the sam e tim e. Em ployees were
late, or som etim es even ga ve u p a nd w en t
home; nerves became frazzled; work suffered; tim e and m oney were lost." '
President W.R. Hewlett of Hewlett- Packard
stated: " Th e purp ose of th e p rogram is to
allow our people greater flexibility in arranging their personal schedules. They can
pla n th eir wo rkd ay s to gain m or e tim e f or
family leisures, conduct personal business,
avoid traffic jam s or to satisfy other individual needs." °
"In France, cosm etics m anufacturer L'Oreal
is gradually introducing flextime to its
9,000- member work force. Says President
Fra nco is Dalle: `This flexibility does away
with the anxiety that, for example, a m other
would suffer if her child were suddenly taken ill in the m orning when it is tim e for her

to go to work.' "

'

As can be seen, the prim e m otive is getting the
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worker to work on time but allowing that time to
be at the discretion of the worker. Many companies have endorsed the idea: in Germany, some
3,500 companies with over a million workers —including unions originally opposed to flexible
time —have adopted it. In this country, as many
as 30 large firms and perhaps 200 smaller companies have also adopted flextime.
Let's take a closer look at some of the larger
companies having already adopted the flextime
method. In Germany, in addition to Lufthansa,
Messerschmidt, and Volkswagen, the Ministry of
Communications is also trying the program and
will extend it to all government employees. The
Hewlett- Packard Company initiated flextime first
in its plant in West Germany, then took it to Scotland, and finally brought it to the United States.
The 700 employees at Nestle's United States headquarters in White Plains, New York, are using
flextime as are 90 percent of the 2,500 employees
at Omega Watch. In Britain, Vickers, National
Coal Board, British Broadcasting Corporation,
Glaxo, British American Tobacco, Pilkingtons,
and Wiggins Teape have initiated flextime programs. A British pharmaceutical and chemical
firm, Allen and Hanburys, Ltd., has used flextime
privileges for several years and finds an average of
90 minutes per month more work than is required. In addition, more than 5,000 other European companies are using flextime. One can safely
conclude then, that with so many companies on
flextime, the idea is not a passing thing.
How Does It Work
The idea condensed in its simplest form is
"Throw open company doors at seven a.m. and
leave them open until seven p.m. Then tell the
staffers they can come and go anytime they like,
just as long as they are all on hand for `core time',
ten a.m. to three p.m. minus the lunch hour, and
provided they manage to work a full 35 -40 hour
week."
As the statement suggests, it is not a rigid program in any respect. No two companies operate
under exact programs. There are similarities,
though, and it is through these similarities that
flextime will be examined here. Some of the similar elements that exist are:
1. There is a core time, or required time on the
job, for all personnel.
2. At the beginning and end of each day there are
flexible areas called "windows."
3. Time needs to be accounted for either mechanically or on an honor system by all from the
president to the blue collar worker.
4. Maximum carryovers of time from period to
period must be established.
5. Everyone on the system is responsible for a given number of hours: anywhere from 35 to 40. It
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Exhibit 1
WORK SCHEDULE — FLEXIBLE WORKING TIME
Ho urs
9

10

11

Plant operation span: 11 hrs.

8:30

3:00

5:00

uri
A.M. window

Core time: 6% hours

P.M. window

All others
A.M. window

6:30 7:00

Core time: 6% hours

9:00

P.M. window

3:30

5:301

is surprising to note that, on average, most
companies require 30 rather than 40 hours
from employees under flextime. Because employees are allowed to rearrange their schedules, they have no excuse for not "putting in"
full hours.
Let's consider the hypothetical work schedule
in Exhibit 1. In this example, flextime creates a
two -hour window at the beginning of the working
day, and the employee may report anytime within
this period. There is a similar two -hour window at
the end of the day in which the employee may
leave work. Core time, the time between the two
windows, represents that period when work levels
require all personnel to be on the job. For example, an employee in manufacturing operations
could report for work at 6:30 a.m. and leave at
3:15 p.m. He could come as late as 8:30 a.m. and
stay till 5:00 p.m. Managers, clerical, and sales
and marketing employees have a 7:00 a.m. to 9:00
a.m. morning window and a 3:30 p.m. to 5:30
p.m. afternoon window.
If a supervisor is permitted to come and go as
he pleases, and if his subordinates are permitted
this same leisure, the company must have a method of determining whether or not an employee has
put in his required time. Several German companies with subsidiaries in New York provide clock in machinery to permit employees the leisure of
not having to keep track of their own time. One
such company manufactures a device that operates like an odometer. It records time for an employee when a key is inserted in a slot. Another
corporation offers a sophisticated time clock in
which the employee inserts a plastic card upon
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"We must begin
to break a wa y
from the five day, forty -hour
drudgery. "

arrival and removes it upon departure. The clock
keeps track of cumulative time and this allows the
employee to know how much time he has accumulated during the week. As with any system,
there are always those who tend to abuse it, and
so some form of control must be devised. For example, anyone suspected of purposefully leaving
an identity key or plastic card plugged in might be
put back on a 9 a.m. to 5 p.m. routine.
Other Pluses, Some Minuses
Although the original idea behind flexible
working hours was to prevent people from using
morning traffic jams as an excuse for not coming
to work on time or not coming at all, this could
not possibly stand as the only reason for following
flexible working time. Employees, after all, come
to work to do a job, not to b e "o n ti me" and
merely put in hours. But employees can be rather
unproductive the first and last half -hour of each
day. So, under a flexible working hours arrangement, the chances of morning and afternoon conversation groups are lessened if some are already
working when others arrive. The same holds true
ifnot all employees leave at the same time. Then
again, there can be direct community benefits: less
traffic congestion, better use of public services,
and even a reduction ofair pollution in high -density traffic areas. Working mothers can get their
children off to school and come in afterwards.
Employees can schedule personal appointments
on their own time, rather than asking for time off
from work. Finally, such activities as gardening,
hobbies, jogging, and housework can easily fit into
the framework of full -time employment. Probably
as a result of these and other factors that reduce
the effects ofemployee dissatisfaction, many companies on flextime have reported a significant decrease in absenteeism, increased efficiency and
productivity, easier recruiting and retention of
employees, and improved employee attitude.
Along with the advantages that flextime brings,
there are problems and disadvantages that need to
be examined. The following are the most commonly found problems in initiating flextime:
Management is likely to work more hours each
day because their employees are there for a
longer period of time.
The traditional shift pattern of three eight -hour
periods will require rethinking and perhaps
drastic revising.
Operation of departments on a "regular" week,
such as raw material receipt and shipping,
must be meshed with the flextime group.
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4. Calling for volunteers, using part -time help, or
providing for overlapping shifts may be necessary during peak periods such as month -end
scheduling.
The "irregular" work week that results from
the initiation of flexible working appears to demand tailoring to specific operations.
b. Payment of overtime and vacation scheduling
are also difficult problems that must be overcome.
In particular reference to the problem ofovertime,
the following are some typical questions that may
arise:
1. Must a company pay for overtime hours?
2. Must an employee take time off?
3. May an employee take time off during this
work period?
4. May an employee accrue or bank these hours
and use hours like vacation time in the future?
We know that:
1. Under the Fair Labor Standards Act, all hours
worked in excess of 40 hours within any one
work week period must be paid for as overtime.
2. Under the Walsh Healy Act, any company doing more than $10,000 worth of business per
year with the federal government must pay
overtime for any hours worked in excess of
eight hours for any day.
Therefore, in most cases, the answer to any
overtime hours is that a company must pay for
these hours on a day -to -day and a week -to -week
basis. Hours can only be arranged within a particular day, not banked and carried forward.
Conclusion
In reality, although these are all difficulties that
must be overcome, the merits of flextime clearly
outweigh any problems. We must begin to break
away from the five -day, 40 -hour drudgery. We
must ask ourselves why this is the case. What has
happened over the years to suggest that our traditional thinking is suspect? Is the old nine -to -five
work day merely a hangover from the days when
economic activity was delineated by the rising and
setting of the sun? Perhaps this is typical of the
kind of patterned behavior we should be looking
toward overcoming.
❑
"'Picking Your Own W orking Time." Nation's Business, September 1973.
P.J. Calhey. "Flexible Hours —An Idea W hose Time Has Come:' Iron Age,
M y31, 1973.
" Europc Likes Flex-Time Work," Business Week, October 1972.
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Robert Beyer (1913 -78)
Robert Beyer, NAA president, 1972 -73, and retired managing partner of Touche Ross & Co., died on April 29 after a
long illness.
A certified public accountant with a national reputation,
Mr. Beyer was a man of many achievements who
received numerous honors for his outstanding
business leadership. A speaker, writer, innovator, catalyst for change —he exemplified the
qualities of leadership so prized in business executives.
Born in Milwaukee, Wis., he attended the
University ofWisconsin, earning B.A. and M.A.
degrees in accounting and economics. Subsequently, he earned a B.S. degree in mechanical
engineering at Northwestern University. He was
a member of Phi Beta Kappa.
Mr. Beyer began his public accounting career
in 1936. Twelve years later he joined Touche
Ross & Co., opening its Milwaukee office, and in 1950 he was
named a partner. He was elected managing partner and chief
executive officer in 1962 and retired in 1972.
Although Robert Beyer's entire career was devoted to public accounting, he had a considerable impact on management
accounting. He was one of the guiding forces in the establishment of the Certificate in Management Accounting (CMA)
program. He headed an NAA group called the Educational
Attainment Task Force which completed the planning for the
program in 1971. In honor of his leadership, Touche Ross &
Co. sponsors the Robert Beyer Gold, Silver and Bronze Medals for those CMA candidates achieving the first, second and
third highest grades on the semi - annual examinations.
When he was elected president of the Association, Robert
Beyer planned to emphasize two themes — educational attainment and social measurement. Unfortunately, he suffered a
stroke shortly after his election and the long process of recuperation took up most of his term in office.
Before his illness, however, he presented his ideas in an
article titled "Pilots for Social Progress." In this farsighted
analysis, he argued that "... we must become the pilots of
social progress, charting the course for business and govern-
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ment. We will still be accountants operating under the same
disciplines. But the nature of our activity will be expanded
beyond its present borders to a new kind of accounting —accounting for social progress."
He joined the Association in 1942, affiliating
with the Milwaukee Chapter. Later, he was
elected chapter president, national director and
national vice president. He served as chairman
of the NAA Committee on Research Planning
for three years and made valuable contributions
as a member of the Management Accounting
Practices Committee during its formative years.
His leadership in the socio- economic sphere
was recognized when President Nixon appointed
him to the Advisory Council for Minority Enterprises. He also was a member of the board of
directors of the Committee for Economic Development and served as a member of the National
Business Committee for the Arts.
His dedication to professionalism and, particularly, to
broadening and improving educational programs in management accounting led to his establishment in 1974 ofthe Robert Beyer Professorship in Managerial Accounting and Control at the University of Wisconsin- Madison.
A prolific writer, he was the author of an influential textbook, Profitability Accounting for Planning and Control He
also lectured at the University of Wisconsin and at Harvard
University Business School.
The death of a leader of the caliber of Robert Beyer will
leave a vacuum in the accounting field, particularly in the
National Association of Accountants —to which he contributed so much of his intellect and talents. In mourning his passing, however, NAA members are consoled by the knowledge
that his achievements will live after him, standing as a monument to a life and a career well spent in the field of professional accounting.
It is the wish of his surviving family: his wife, Monica, and
his son and daughter, that any donations designed to memorialize him should be sent to the NAA Memorial Education
Fund.
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Professional Development,
Do- It- Yourself Style
For Individual or
Group Participation
SUBJECT:

MANAGEMENT ACCOUNTING
FOR BUSINESS DECISIONS:

A practical and progressive building block approach to con•
tinuing professional development. The NAA Self -Study Pro•
gram uses audio cassettes, co lor illustratio ns, printed
materials and exercise problems that enable you to judge and
pace your learning progress. You learn in your spare time.
YOU START WITH AN INTRODUCTORY COURSE:
SSP No. 1—A Contemporary Introduction, a highly practical course divided into 13 modules that teach you the essen•
tials of decision making, management planning and control,
budgeting and profit control, risks and uncertainty, behavioral
facto rs, standard co sts and respo nsibility acco unting.
104 - minute cassette. a 104-page workbook, workpaper and
an application for Certificate of Completion. Complete course
$40.
YOU PROCEED TO MORE ADVANCED COURSES:
SSP No. 2— Cost Concepts and Cost Behavior Analysis:
Their Impact on Decision Making provides you with seven
up-to-date modules you can use immediately. For example,
cost and price strategy, dynamic profit contribution, hidden
cost traps and methods for R & D decisions. 90-minute
cassette, a 104 -page workbook, workpaper and an application for a Certificate of Completion. Complete course $40.

SSP No. 3— Management Accounting in A Service
Oriented Economy provides you with an in -depth series of
dramatized case studies that give you the skills necessary to
deal with complex decision making. Its 16 modules focus on
insurance, banking, hospital, office situations with emphasis
on the logic of change, economics, price elasticity, internal
contro l, ro le of mathematics, and o ther pro fit producing
techniques. Three 90- minute cassettes (4 1/ 2 ho urs) 250+
page workbook, workpaper and an application for a Certificate
of Completion. Complete course $75.

BUY THEM SEPARAT ELY OR AS A COMPLET E PACKAGE (*COMBINATION PACK) INCLUDING A GE MINI
CASSET T E PLAYER /RECORDER —READY T O GO FOR S 175 IN A HANDSOME, PRACT ICAL BINDER.

ALSO
SUBJECT:

ZERO -BASE BUDGETING: THE WHAT AND HOW
Will It Work For You?

For those who wish to explore Zero-Base Budgeting in depth, who have the time
to study details, and who like to pace themselves in pursuing knowledge about a
topic. Examples are featured. Questions and exercises reinforce your learning
and provide practical experience in ZBB. Complete course $40.

SELF -STUDY COURSE
90- minute cassette tape
coo rdinated with a 130 -page workbook

THESE COURSES HAVE BEEN APPROVED FOR CMA S CPA CONTINUING EDUCATION CREDIT

SELF -STUDY PROGRAM ORDER FORM

Name

For shipment by air (including packaging and handling) please add:
20 % —U.S., Mexico & Canada
30 %— Europe, Central America, South America & Japan
50% —All other destinations
NO OTHER DISCOUNTS ALLOWED

Company

Binder for SSP Workbooks

Shipping

Cassette Storage Case

Send remittance and National Association of Accountants
order form to:
Special Order Dept.
919 Third Avenue, New York, N.Y. 10022

City

State

Zip

Cou ntry

®

$

® $7.00 each (No discounts)

Combination Pack'
Set(s) ® $175.00 each postpaid.
'Includes • 1 , 0 2 and •3 + G.E. cassette player /recorder + binder.
Combination Pack available only in U.S., Canada, Mexico.
Member
Account No.
Mail with L check D money order for S
i i Purchase Order enclosed. Please invoice.

@

®

@

#

@

®

®

QUANTITY
Sets)
Extra Workbooks
SSP # I
$40.00 each SSP # I
® $10.00 each
$10,00 each
$40.00 each SSP *2
SSP #2
$15.00 each
$75.00 each SSP
SSP •3
10.00 each
ZBB
$40.00 each ZBB
All prices for Sets and Extra Workbooks are postpaid
Less 20% for 5 or more items.

@ $7.00 each (No discounts!

"' Nonmembers prepaid only.

"Nonmember

Bringing Up
Management Accountants
One of the most comprehensive professional accounting and
recruitment programs was established at Caterpillar Tractor Co.
30 years ago. Here's how the program works
and some tentative conclusions on its impact.

Robert A. Morgan, a former controller of Caterpillar Tractor Co. and now a member of the Financial Accounting Standards Board, wrote an article, "Meeting Management's Need for Those
Trained in Industrial Accounting, " which was
published in the June 1948 issue of the N.A.C.A.
Bulletin. This is an update on that article.
By Warner V. Stoughton
For more than 30 years Caterpillar Tractor Co.
has had a comprehensive and successful accounting management recruitment and development
program. This program originated, and continues
to operate, within a growth environment. It has
provided the company with most of its present
accounting management needs.
It has provided more than 40 management personnel for nonaccounting functions of our business, including a current corporate executive vice
president, and the financial vice president, plus
several general office, plant and subsidiary department heads. The program not only provides personnel for our various accounting departments
but also our General Office Internal Auditing and
Tax Departments. The accounting systems in use
today were designed and implemented by such individuals.
Caterpillar Tractor Co., together with its consolidated subsidiaries, is the largest manufacturer
of earthmoving, construction and materials handling machinery and equipment. A typical plant
accounting department at Caterpillar might conMANAGEMENT ACCOUNTING /JUNE 1978

sist of a plant controller (one of five to seven department heads reporting to a plant manager);
three division managers (two of whom would normally be professional accounting managers); perhaps up to four professional first -line supervisors
(of such functions as general accounting, budgets,
cost, auditing, plant procedures, production accounting, etc.) who are supported by staff accounting management, technical nonexempt and
clerical personnel. These departmental structures
vary in size depending on the size of the facility
being serviced.
There is also an Accounting General Office in
Peoria under the corporate controller with four
senior managers in similar functional groupings
supported by junior managers, general and first line supervisors. Appropriate staff management,
technical nonexempt and clerical personnel also
support this operating unit. In all, these units involve more than 400 management personnel and
require maintenance of the acquisition of approximately 20 additions (5 %) per year. Yet it is important to note that this is not the exclusive path
to accounting managerial success in our company.
Many (one- third) have made it outside of this
path.

Warner V. Stoughton is
manager of the Special
Services Division of
Accounting General
Offices, Caterpillar
Tractor Co., Peoria, III.
He holds a B.S. degree
from Washington
University and an MBA
degree from Harvard
Graduate School of
Business
Administration. This
article was submitted
through the Peoria
Chapter, of which he is
a member.

What Is a Management Accountant?
The responsibility to provide management accountants for the company is an ongoing objective
of Accounting General Office and all major facilities with accounting departments. This is done un55

"To be
successful, one
must not only
be a qualified
technician but
also a good
businessman. "

der the specific leadership of the Special Services
Division of Accounting General Office. In order
for us to meet this objective on a continuing basis
three questions first had to be answered:
1. What is a management accountant?
2. What should this person be able to do?
3. What traits should he or she possess to be
successful?
After all, it is unfair to ask anyone to understand any program without having firmly fixed in
mind what the finished product, i.e., developed
management accountants, should look like. Our
definition of a management accountant is:
An individual who is able to apply accounting principles and techniques in such a manner that the information furnished facilitates
better management of the company.
This is a concise definition; therefore, one must
do a great deal of reading between the lines to
answer fully the preceding three questions. In reflecting on this definition, one can see that a management accountant deals with the information
necessary to manage the business, or that needed
to plan and control the existing organization. The
accountant is either participating in, or is sitting
right next to, the decision - making process regarding new investment opportunities.
Some of the things a good management accountant should be able to do then are:
Prepare budgets — translate plans of action to
dollars.
Forecast the effect —that internal and external
changes will have on the original plan.
Prepare control reports —that compare actual
results to the budget and display variances.
Calculate return on investment for proposed
new facilities —to successfully carry out this function, the management accountant must (1) possess
the ability to develop cost data relative to the alternatives available and (2) be able to evaluate the
input of other functional areas such as sales, engineering, service and manufacturing.
Develop new financial data systems —The role
of the management accountant, as the trained observer who measures and reports on the transactions of a business, requires a scientific approach
in the development of financial systems that provide management with the information needed for
timely and accurate decisions.
Analyze exposure drafts on proposed accounting standards —The management accountant today can expect that recommendations will be requested on proposed accounting principles or
standards.
At the plant level —The accountant must also
furnish cost data to evaluate:
sourcing alternatives,
processing alternatives,
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engineering design alternatives.
What kind of an individual might be a successful management accountant in our company?
To be successful, one must not only be a qualified technician but also a good businessman.
Many years ago, Wilson C. Randle, partner in
Booz, Allen and Hamilton, did an extensive study
to identify the traits a successful manager should
possess. In this study he observed 3,000 managers,
Although the results were published in the Harvard Business Review more than 20 years ago, in
our judgment this study still remains one of the
best published works on the subject. Mr. Randle
identified eight traits which he found to be significantly present in managers judged to be promotable and which were significantly absent in managers judged to be inadequate.
1. Intellectual ability—defined as the ability to
solve problems, adapt to new situations, and to
analyze and make judgments.
2. Leadership — defined as the ability to receive
loyalty and cooperation from others: to manage
and motivate others to their full effectiveness.
3. Administrative ability— defined as the ability
to organize his own work and that of others —
i.e., he delegates, follows up and controls position activities.
4. Initiative —which displays self - starting capacities, promptness in taking hold of a problem —
seeing and acting on new opportunities —all
this also includes a willingness to work at his
own self - development.
5. Motivation — Discloses well- defined goals, willingly assumes greater responsibility, is realistically ambitious.
6. Creativeness —by coming up with original
ideas, showing an inquiring mind, often presents a fresh approach to problems.
7. Drive —works with energy, not easily discouraged. Has a basic urge to get things done.
8. Self - Confidence and willingness to take risks.
Developing Management Accountants
Our program for developing management accountants consists of four phases:
selection
— recruiting accountants at universities and
seeking qualified in -house candidates.
Initial orientation
— Participation in college graduate orientation
program.
Training through jobrotation
— Broaden outlook and build self - confidence
through diversified work experiences.
Continuing self development
—In -depth work experiences, college courses,
seminars, etc.
A study on management development conducted by the Financial Executive Research Foundation in 1971 concluded that the most important
MANAGEMENT ACCOUNTING /JUNE 1978

part of any management development program is
a good selection process.
In the selection phase we use both senior accounting managers and recent accounting graduates as our college contacts. Senior accounting
managers are assigned contact responsibilities
with specific universities. These managers are responsible for maintaining personal contact with
the respective accounting faculty to familiarize
them with Caterpillar. In addition, our accounting
managers are expected to familiarize students
with Caterpillar by making presentations on technical subjects to accounting clubs and classes on
campus. Recent college graduates have aided our
university contact program by participating in accounting panel discussions before campus groups
and serving as counselors for campus career day
conferences.
Those invited to our Peoria headquarters are
interviewed by teams of five management accounting people, at least three of whom are senior managers —plant controllers, division managers or
other accounting managers. The other two are
younger accountants who have recently completed our college graduate accounting orientation
program.
What type of person do these recruiters and inhouse interviewers search for? They seek those
who have:
1. Good scholastic records — overall "B" average
or above with higher grades in accounting and
closely related subjects. Generally, a good
scholastic record indicates that the prospective
employee has the intellectual ability and talent
we require. It also indicates the presence of
high personal standards of achievement —and a
person who strives for excellence.
2. Demonstrated a desire for leadership responsibility by holding offices in school, professional,
or social groups. In addition, some students
may have had leadership positions in the military or during employment with some other
firm.
3. Demonstrated that they possess drive and motivation. Does the student have well- defined,
realistic goals? Did the student work in college
and earn part or all of the expenses while in
college? Does the candidate appear to have initiative and to be a self- starter?
4. Sincere interest in a career in industial accounting rather than public accounting or
some other industry or business —for example,
has taken cost accounting and done well.
5. The ability to express ideas clearly, both orally
and in writing. Also appears to be mature,
poised and natural for age. An ambivert or extravert, not an introvert.
We are seeking persons, including minorities
and females, with above average intelligence —the
top 20 percent of the class —those who have indiMANAGEMENT ACCOUNTING /JUNE 1978

Aspiring employees are interviewed at
Caterpillar headquarters by teams of five
management accounting people.

cated a desire for leadership roles. There is a clear
relationship of these characteristics with the eight
traits considered necessary to succeed.
Orienting College Graduates
While the primary source for candidates for
management accountants comes from our recruiting efforts, we do consider those within the company who can qualify; for example, anyone on our
non- management payrolls who has an accounting
degree and meets the standards can be accepted.
The purpose of our college graduate accounting
orientation program is to:
1. Quickly provide participants with a broad
knowledge of Caterpillar's accounting policies,
practices and systems.
2. Acquaint participants with the Caterpillar
product line and the organization structure of
the company, including the organization and
responsibility of both accounting and other
functional areas of the company.
3. Provide participants with an opportunity to become personally acquainted with a significant
number of key accounting management personnel on a first -name basis.
4. Provide participants an opportunity to improve
their communication skills by writing reports
on the various training stations and making
oral presentations on selected topics.
It should be noted this program does not teach
accounting, although the primary emphasis is on
accounting. Participants are exposed to the organization and responsibility of other functional areas. They have an opportunity to see how various
functional areas work together to fulfill corporate
objectives. Teamwork is the essential quality we
try to present. This puts these accounting majors
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"We prefer to
think of a
manager as one
who is an
authority rather
than one who
has authority. "
Orientation includes a description of the
company's structure and the responsibilities
of accounting and other functional areas.

in a better position to carry out their responsibilities effectively once they are assigned to a position
and are on their career path.
Late in the program, participants are invited to
indicate functional accounting positions and location preferences at which they would like to start.
The purpose of asking for and honoring functional
and location preferences is to assure ourselves that
we are starting employees on a sound footing,
which reflects —as much as practical —their own
interests. That is, doing work which interests him
or her and in a facility whose location and basic
nature appeal to that employee. Plant controllers
and others in accounting management select personnel from within these preferences. Historically,
we have been able to honor a very high percentage
of these preferences within a very reasonable period of time.
Training Through Job Rotation
The third phase of our management development program is sometimes referred to as the "organization development" approach. It is used by
many companies that follow a policy of promotion from within.
After completing the college graduate accounting orientation program, participants are assigned
to beginning staff management accounting positions, usually in an accounting department within
a manufacturing plant. It then becomes the responsibility of the respective plant controller, the
division managers and the training and personnel
development manager of Accounting General Office —under what we term our "severally responsible principle " —to give these employees an opportunity to develop in the immediate years ahead to
their full staff and supervisory or managerial potential. It is at this point that the concept we referred to earlier as the organizational development
approach comes into play.
This approach employs the techniques of job
rotation to give a broad variety of professional
work experience. It's during their first three to
four years after completing the college graduate
accounting orientation program that we give these
potential managers experience, whenever possible,
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in cost accounting, general accounting, budgets,
auditing, and methods and procedures. The purpose is to broaden experience and build self -confidence. In addition, this initial experience gives
these young accountants an opportunity to apply
the principles learned in school to real business
situations. It also gives different managers an opportunity to evaluate them in different areas of
accounting.
Throughout these initial years, individuals are
encouraged to recognize their own responsibility
for self - development. In addition, we insist that
supervisors must provide a work environment
conducive to development.; that is, one in which
each employee can function as an individual, The
supervisor should insist that each employee establish results- oriented goals and objectives that are
achievable, measurable and agreed upon between
the supervisor and subordinate. In reality, this activity requires some "push" from the employee.
Thereafter, the supervisor must provide a work
environment that allows the employee to acquire
the knowledge, experience and skills necessary to
accomplish the objectives established.
Continuing Self- Development
Individuals who demonstrate above average
performance on the initial staff assignments and
who show capacity and desire for leadership responsibilities are given an opportunity to supervise others. Seventy percent of our present first line accounting supervision secured their first -line
supervisory job within four to seven years after
joining Caterpillar. And being a good supervisor
is fundamental to being a good manager. We believe it takes several years to identify a potential
manager of accounting.
The reason we feel so strongly that the individual should have this basic background follows
from our concept of authority within the company. To paraphrase William Blackie, a former controller, president, and chairman of the board and
still a director: "We seek to have authority established not so much by office or rank or title as by
ability —in the sense of being an authority." We
prefer to think of a manager as one who is an
authority rather than one who has authority. Given this there will be a respect for the supervisor,
which is so necessary to a good boss - employee relationship. This implies that the difference between the boss and employee should ideally be
one of time and experience, and it is one of the
boss's major responsibilities to bring along employees so that they too shall have at least as good
an opportunity as possible for achievement or fulfillment.
We also try, as early as practical, to give individuals more than one supervisory experience before they progress higher in the management
ranks. This is done for the same reasons menMANAGEMENT ACCOUNTING /JUNE 1978

tioned in regard to the staff level —build self -confi- diate and increasing levels of challenge and redence and broaden outlook. These initial staff and sponsibility more quickly.
supervisory experiences are generally acquired at
Some tentative conclusions we have drawn
the same facility to avoid too frequent and costly from our recruitment and accounting manageinter -city moves.
ment development program include the following
Within the first six to eight years, employees observations. First, we think more people aspire
who show great potential will frequently hold sev- to leadership than will really pay the price of ateral different positions —some staff and a couple of taining and maintaining leadership. Leadership
supervisory, some promotions and some lateral calls for people who can make decisions and are
willing to take risks. Leadership calls for people
moves.
Assuming that the potential manager for whom who recognize if they don't get their wrists
we have been providing development opportuni- slapped once in a while for reaching too far, they
ties has now completed initial staff and superviso- may not be reaching far enough. It requires people
ry assignments and, further, that this person has who are capable of not only complimenting emnot leveled out at this point and still shows great ployees for good performance and smoothly anpotential —what is next?
nouncing salary increases, but also those who are
Before these individuals progress to the higher capable of explaining why performance goals are
management level, we believe our accountants not being met and what must be done to perform
need overall corporate experience. Up to this better. There is much distasteful work when dealpoint, we have been concerned with developing ing with human beings. This is particularly true in
technical and human relations skills. Before a per- supervisory and managerial work of any function,
son progresses to higher level positions we believe including accounting. Our supervisors and manthat the individual should develop some conceptu- agers sometimes make personnel selection misal skills that revolve around the ability to see the takes. The important point is that mistakes are
organization as whole. The next logical move, corrected in both a smooth and timely fashion.
therefore, is to general offices, either to another
Second, we feel our university sources have
supervisory or a staff position. If the accountant done an excellent job over the years in developing
continues to perform well in the general offices the accounting majors. We also feel, very strongly,
organization for a reasonable period of time, this that the total education being offered is very imemployee then becomes a candidate for openings portant —not just the college credit hours in acthat occur at higher management accountant lev- counting, which provides the major. The related
els, such as plant division managers.
business subjects and the various cultural subjects
We hope that all individuals continue to prog- are all part of the total college education that are
ress and ultimately fill one of these top positions. of significant importance to our employees.
However, simply exposing the individual to job
Third, we are not fully satisfied with our ability
rotation, plus in -house courses, outside seminars, to pick leaders (i.e. supervisors and managers)
college courses and community activities does not from groups of people hired. We don't believe a
guarantee that the individual will progress. There high academic record and a quality university
are exceptions. We have recognized for some time background are per se evidence of leadership abilithat the company can establish a climate in which ty. We believe there is a real need to improve our
individuals can develop but that the major effort techniques in selecting supervisors and managers.
must come from the individual.
In our company we are not sure we fully understand just why some accountants do well in acOur Leadership Program in Retrospect
counting managerial areas. We suspect it is some
The original (training) program primarily con- combination of the following factors, in addition
sisted of about 52 weeks of on-the-job training at to those already mentioned:
various accounting stations in the Peoria area ac- 1. The ability to analyze.
counting departments, Interwoven into this was 2. The ability to communicate.
some 25 weeks of classroom work, only half of 3. The ability to use figures and words to underwhich was accounting. The other half included
stand and help others understand the other
key shop courses, economics, product exposure,
functions of our business.
public speaking, and other topics. Over the years 4. The ability to use figures and words to intethe length of the course has been reduced to apgrate better our business functions.
proximately one - fourth of that or 12 weeks. This There are probably other important reasons, too.
compaction has retained the basic original strucHistorically, the company has retained a high
ture of subjects but shortened significantly the percentage of the college graduates we acquired
length of the training stations. We found that reg- from campus. The variety and challenges found in
ular rotation changes in staff assignments over the employment at Caterpillar offers an individual a
first several years placed these young hopefuls on lifetime opportunity. This is substantiated by the
their career paths earlier and offered them imme- quality and retention record of employees.
0
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'More people
aspire to
leadership than
will really pay
the price of
attaining and
maintaining
leadership. "

59

NAA RESEARCH REPORT

The Distribution Channels
Decision: a Problem of
Performance Measurement

D.M. Lambert
is an Assistant
Professor in the
Graduate School of
Business
Administration,
Michigan State
University. Dr. Lambert
holds B.A. and M.B.A.
degrees from the
University of Western
Ontario and a Ph.D.
degree from The Ohio
State University.

This month the National Association of Accountants and the Society of Management Accountants
of Canada are publishing jointly a research publication titled The Distribution Channels Decision
by Douglas M. Lambert. This is the fifth release in
the Business Decision Models research project
jointly und ertaken by NAA /SMA. The publication can be purchased by filling out the coupon on
page 69. The following article by the author of the
report examines the cost availability portion and
includes some of the findings of the research project. The research report also deals with such
topics as channel design., channel evaluation, factors leading to a reconsideration of the channel,
and the selection and evaluation of channel members.
By Douglas M. Lambert
The National Association ofAccountants and the
Society of Management Accountants of Canada
commissioned a study on the distribution channels decision to explore the decision process used
by managers in manufacturing enterprises when
dealing with distribution channels. The primary
purpose of this study was to conduct empirical
(descriptive) research on the actual decision process in manufacturing enterprises and to relate this
process to the information that has been, or could
be, made available from the extant information
system, particularly the information of management accounting type.
The research considered such questions as: (1)
What triggers an evaluation of the distribution
channel? (2) How are channel alternatives evaluated? (3) What criteria are used for selecting individual channel members? (4) How is channel and
channel member performance measured and evaluated?
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The Companies Studied
The research sample consisted of 18 companies
in three different categories and serving two different markets, as shown in the following framework:
Market Served
Industry
Consumer Industrial Total
Durable Goods
3
3
6
Packaged Goods
3
3
6
Process
3
3
6
Total
9
9
18
These groupings were chosen because it was felt
that as many types of companies and distribution
systems as possible should be represented. It is
likely that durable goods, packaged goods, and
process industries represent unique situations with
regard to distribution systems and accounting
practices.
Because the actual cost of a total channel is
dependent upon the number of intermediaries
used (direct channels are typically more costly to
the manufacturer), channel alternatives could be
limited by the financial resources of the manufacturer. For this reason, it was deemed necessary to
include three companies in each cell so that the
alternatives available to companies with differing
financial resources and product lines (in terms of
breadth of assortment) might be explored.
The 18 companies included in the research represent a broad assortment of manufacturers with
products ranging from grocery products to bulk
chemicals. The distribution channels that were
used are just as varied, ranging from a single direct channel to multiple multi - echelon channels.
Six of the distribution channels studied represented product groups, divisions, or subsidiaries of
corporations listed in the top 100 firms of the Fortune 500 largest U.S. industrial corporations.
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However, one company included in the study had
sales ofonly $9 million.
The sales of the product groups, divisions, subsidiaries or in some cases entire corporations participating in the research ranged from as low as $3
million to over $1 billion per annum. The corporations are disguised to protect the anonymity of
the individual managers and corporate policies.
Background of the Research
A channel ofdistribution can be defined as the
collection oforganization units, either internal or
external to the manufacturer, which performs the
functions involved in product marketing. These
functions are pervasive and include buying, selling, transporting, storing, grading, financing, market risk bearing and providing marketing information. A channel member is an individual organization unit, institution or agency that performs one
or more of the marketing functions and by doing
so has an active role in the channel of distribution.
The structure of distribution channels differs in
the manner in which marketing functions are performed by specific organizations. Some intermediaries perform single marketing functions such as
transportation by carriers and storage by public
warehousemen while other channel members perform multiple functions (for example, the wholesaler). Channel structure affects: (1) control over
the performance of the functions, (2) speed of delivery and communication, and (3) cost ofoperations. Usually a direct channel enables the manufacturer to have greater control over the functions, but the manufacturer's distribution cost is
normally higher and must be covered by substantial sales volume or market concentration. In indirect channels, the external institutions or agencies
(warehousemen, wholesalers, carriers, retailers)
assume much of the cost burden for the manufacturer, which usually results in reduced per unit
manufacturing margin.
Business Problem: Choosing the Channel
The manufacturer must determine which channel or channels of distribution should be used for
a product or product line if corporate profits are
to be maximized in the long run. In selecting a
channel or channels of distribution for its products, a manufacturer may choose to perform all of
the marketing functions internally or may choose
to have one or more of the functions performed by
"external" channel members. A number of alternatives are presumed to be available to the manufacturer; however, in most cases not all channel
alternatives are known when the decision must be
made. Consequently, the decision may later prove
to be less than optimal, and a change in channel
structure may be justifiable. Even if the best channel is chosen at a particular time, unanticipated
environmental changes may lead to a reconsideraMANAGEMENT ACCOUNTING /JUNE 1978

tion of the channel. Factors influencing channel
structure may include changes in consumer needs,
markets, products and product lines, competitive
situations, economic environment, and government roles in the business environment. In response to any one of these factors, the manufacturer may decide to replace the existing channel,
modify it by replacing only a part of the channel,
or develop a multi - channel system. Although it is
conceivable that the total channel could be replaced or redesigned, one would expect that channel modification takes place more frequently than
channel replacement.
A manufacturer may make modifications in its
channel(s) for several reasons, including inadequate performance by a channel member, an opportunity to improve its market coverage by adding a competitive channel member, or a decision
by an external member to drop the account for
economic or strategic reasons, or the development
of a new market segment within a geographic
area.
The manufacturer can respond to a changing
market environment by shifting functions to or
from external channel members. The manufacturing company can alter its relationship with the
channel either by modifying its rewards to channel members or by exerting pressure on channel
members. In addition, a manufacturer can affect
its relationship with channel members by providing assistance in the financing of inventory, in developing and financing an advertising program, or
other methods of indirect financial impact.
Although managers must be equal to the task of
channel selection, performance measurement and
evaluation, and implementing channel change or
modification, the literature in this area is sparse,
particularly in the area of performance management.

"Changes in
consumer
needs, markets,
products and
product lines
influence
channel
structure. "

Functional Spin -Off in the Distribution Channel
Both the short -run and long -run profitability of
the firm are largely dependent upon the channel
structure adopted by the manufacturer. The selection of channel structure requires that the manufacturer determine which marketing functions are
most effectively and efficiently performed internally and which functions can be performed best by
external channel members. This process has been
referred to as functional spin -off within the distribution channel and Mallen has developed five hypotheses to aid in the manager's understanding of
channel structure and to predict structural change
in the channel:
1. A producer will spin -off a marketing function
to a marketing intermediary(s) ifthe latter can
perform the function more efficiently than the
former.
2. If there are continual economies to be obtained
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"Not one
company used
segment
contribution in
comparing
channel
performance. "

within a wide range of volume changes, the
middleman portion of the industry (and perhaps individual middlemen) will become bigger
and bigger.
3. A producer will keep a marketing function if
the producer can perform the function at least
as efficiently as the intermediary.
4. If a producer is more efficient in one market,
the producer will perform the marketing function; if in another market the middleman is
more efficient, then the middleman will perform the function.
5. Ifthere are not economies of scale in a growing
market, more firms may be expected to enter
the channel.'
These hypotheses are supported by the earlier
writings ofStigler' and Dommermuth and Anderson.'
If management is going to choose the channels) that will result in the highest return to the
company, the costs ofperforming the distribution
functions internally must be compared to the total
cost plus the margins paid to have them performed externally. In this analysis, distribution
cost tradeoffs are imperative.
The basic cost categories that must be considered (and measured) ifdistribution cost tradeoff
analysis is to be made are: Customer service levels
(the cost oflost sales), transportation costs, warehousing costs, lot quantity costs, and inventory
carrying costs. These categories were broken
down into 22 components for further analysis.
Accounting personnel were interviewed in each
company in order to determine the availability of
the cost data required to implement the concepts
offunctional spin -off and distribution cost tradeoff
analysis. With minor exceptions all of the necessary data were available or potentially available
from the accounting system. However, some of
the cost components, for example, expediting
costs (those costs associated with special orders/
rush shipments) and inventory risk costs were not
available in ten and six companies, respectively.
These cost components may require increased attention. Three companies reported from three to
five of the cost components to be unavailable and
two companies reported that all 22 cost components were available. In fact, Company A valued
inventory investment for the purpose of management decision- making at variable costs delivered
to the distribution center. This method ofinventory valuation was used on the inventory status reports which simplified the calculation ofinventory
carrying costs.
Some of Our Findings
In many of the companies, marketing and distribution executives were unaware of the availability of the cost components, and consequently,
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these data were not used when designing or modifying the distribution channel. When asked the
question:
"Are there data that are not currently available in the firm which would be useful in
measuring channel performance ? ";
three executives replied:
(i) "Yes, but I don't know what I would ask
for. We are churning out information that
isn't useful operationally. Sales by customer,
sales by region would be useful. Profit by
customer would be good to have. Transportation cost by customer would be interesting. It leaves me cold sometimes to say I
wonder ifwe make money on sales to x location ... I don't know."
(ii) "We recognize the need for more analysis in the logistics area. The existing data
base does not allow this type of analysis.
Profitability or profit contribution by channel and along other segments would be useful. Also required are performance standards in order to judge channel members ...
as far as I know the only constraint would
be the time involved in developing such reports."
(iii) "Better knowledge of where our products are at any given moment. This would
help us to direct product the dealers who are
selling. Costs associated with selling to different sizes ofdealers."
These quotes reflect the difficulties experienced
by distribution executives in trying to come to
grips with the accounting information required
for distribution decision - making. Obviously, the
selection of effective (in terms of market exposure)
and efficient (in terms of cost) distribution channels rests on the quality of accounting information
available to management. Unfortunately, many
physical distribution and marketing executives believed that they had enough data on channel performance even though not one company studied
used segment contribution as a basis for comparing performance between or among channels.
Other Findings
The major assumption in most ofthe literature
is that channels of distribution are planned. However, based on the experience with these 18 manufacturers it appears that this is not the case. Rather, many channels never change substantially
from their basic structure. The larger and more
successful the company, the more likely that inertia exists within the firm.
Channels tend to evolve usually as the result of
efforts to solve a problem. With few exceptions,
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little or no accounting information is used in
channel decision - making. The notion of segment
contribution or profitability analysis by customer
and channel was absent in most cases.
The six companies in the process industry were
subjected to further investigation to determine
how joint product costs were treated.
Because the capital costs represent the largest
single component ofinventory carrying costs, the
method of allocating joint product costs has a direct impact on the magnitude of the holding costs.
In two of the six companies included in this
category, it was learned during the interviews
with accounting executives that joint product
costs were not an issue since in both cases the
manufacturing process used was a batch process
where inputs and outputs could be easily measured. Another company used a continuous manufacturing process, and allocations were made on
the bases of weight and the number ofgood units
produced. Bad units were simply put back into the
manufacturing process.
In the remaining three companies, one company allocated joint product costs on the basis of
atomic weight, and the other two firms used variations ofaccounting for by- products. In the former
company, management explained that "the costs
are arbitrarily split based on the tons of output
from the process . , . the finishing costs are added
as they are incurred." The controller said while
this was "reasonable when demand is in balance,
it is arguable when demand is out of balance
...
the cost is there and will be assigned to one product or the other
it is dubious at best for pricing
...
decisions."
Each of the companies using the by- products
approach treated it differently. In the first company the controller said that the ratio of proportion
of the two outputs was "something like 100 to 1."
He explained that the company had three options
with regard to the by- product: vent it, burn it, or
sell it. He chose the last option, and revenue was
credited to the cost of sales. All production costs
were assigned to the major products.
In the second company using the by- product
approach, all production costs were absorbed by
the major product which accounted for 85% of
the volume. So the cost of the second was treated
as zero. Income from sales of the by- product was
treated as other income. Typically, marketing
made no effort to sell the second product until
capacity had been reached in the storage location
that was used for that product. The warehousing
costs associated with this product were not attached to the product but were dumped into a
general storage and handling account.
Conelusions
The findings of this empirical study ofchannels
decision- making revealed that the cost informaMANAGEMENT ACCOUNTING /JUNE 1978

tion required for distribution cost tradeoff analysis
and the implementation of the concept of functional spin -off was generally available from the accounting system. However, this information was
not available to the managers who made the distribution channels decision and were required to
evaluate channel structure performance.
In fact, management of the total channel did
not appear to be taking place. Marketing and sales
executives made decisions with regard to the "selling" function and physical distribution managers
made product movement decisions. The contribution of individual channel members to corporate
profitability was not considered,
The findings point to the need for improved accounting information systems for channel management. Channel profitability analysis in the
form of contribution analysis by segment shows
particular promise but many problems of implementation remain to be solved. (The NAA /SMA
report considers the advantages of channel profitability analysis and the data base required to implement such analysis in a firm.) Also, improved
distribution costing systems are required ifmanufacturers are to make knowledgeable decisions
with respect to which marketing functions can be
performed more economically by external channel
members.
When questioned about unmet data requirements, only two managers mentioned that contribution margins or profitability analysis by channel
would be of use to them. This seems to indicate
that there may be a need for academicians and
management to educate many managers with regard to these concepts.
In addition, if marketing and physical distribution executives could articulate their information
needs or if corporate accounting staff could discuss with these managers how decisions are made
within their respective functions, significant improvements in the quality of accounting information available within many corporations would be
the likely result.
The report also contains the criteria currently
used by managers when determining channel
structure and when selecting channel members. In
addition, measures of channel performance by
type of channel member are reported. Consequently, business people will find the study to be a
useful tool in analyzing existing and proposed distribution channel arrangements. Academicians
will find that the research will make a useful addition to courses in channel management. Also, it
should form the basis for further research.
❑

"Management
of the total
channel did not
appear to be
taking place. "

' Bruce Mallen, "Functional Spin -Off. A Key to Anticipating Change in Dislribution Structure," Journal ofl4arkcring. Vol. 37. No. 3 (July 1973), p. 24.
1
George Stigler, "The Division of Labor is Limited by the Extent of the Market," Journal of Polincal Economy, LIX (June 1951), pp. 185.193.
William Dommermuth and R. Clifton Anderwn, Distribution Systems- Firms, Functions, and Efficiencies," Business Topics, 17 (Spring 1969), pp. 5156.
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"How We Use
NAA's Self -Study Program"
The objective is the same — self - development, but
an Oregon company and an NAA chapter in Minnesota
use SSP in different formats.
Minneapolis Viking Chapter adapted
SSP #2 to a seminar format. Al
Wigand, left, and Richard K. Lecy, two
participants, discuss a concept
presented at the meeting.

Although designed for individual use at
home, the NAA Self -Study Program
(SSP) has been adapted for use in different formats and contexts. Innovative
chapters and companies have found the
program extremely valuable as an additional educational tool.
At Minneapolis Viking Chapter, for
example, SSP #2, "Cost Concepts and
Cost Behavior Analysis," was tailored
to a recent eight -hour seminar format.
Conducted by two instructors --one
from a nearby university and one from
industry —the seminar was attended by
42 people.
Cal Engelstad, director of profession-

Cal Engelstad (left) discusses SSP #2.

These accounting employees at Bingham- Willamette Co. studied SSP
#I: t in company's unique lending program. Seated, I -r., Ann Mielke,
Joanne Switzer, and Elmer Zerr. Back row, /.. -r, Art Schuck, John
Tunison, Dick Harmon, Dwayne Eberly. John Groth, R.J. Johnston.
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al development for the chapter, reported that his chapter had used the same
type of format a year ago to present SSP
# 1, "Management Accounting for
Business Decisions." He notes, "Both
courses were well attended and, generally, well received. We found that the self study format is adaptable to a seminar
presentation and that the material is
well done and a credit to our Association."
Robert J. Johnston, controller of
Bingham - Willamette Co., in Portland,
Ore., reports that his company is making SSP # I available on a lending library basis. Employees of the accounting department, approximately 50, are
encouraged to check out both the cassettes and the workbooks. The company's Internal Accounting Educational
Program is designed to help those with
limited experience to learn, think and
solve problems. For experienced accountants it is an opportunity to review
and stimulate their thinking on accounting topics.
The cassettes and workbooks are
available for use during the noon lunch
break for those wishing to learn in a
classroom -type environment or they
may be checked out for a week for individual study. Says past national vice
president Johnston: "We feel that the
group concept is very desirable and will
add to our library in the future."
Two other self -study programs also
are available from NAA —SSP # 3 ,
"Management Accounting for Business
Decisions in a Service- Oriented Economy," and "Zero -Base Budgeting: What
and How Will It Work for You ?"
0
MANAGEMENT ACCOUNTING /JUNE 1978

Chapter /Member News
T HO MAS R. HE RND ON, J R . ,

Blue Grass

wa s p r o mo t e d t o v ic e pr e s i d e nt —
t r e a s u r e r wi t h Le x i ng t o n F e d e r a l Sa v-

Area,

i ngs a nd Lo a n A s s n.
C HAR LES

G.

HADDAD,

Charlotte Blue,
Mi-

ha s be e n p r o mo t e d t o c o nt r o l l e r ,
drex Corp.

Two Charlotte Gold

me mb e r s we r e
na me d a t T e xt i le s , Inc . J A M E S H. PAT -

T E RS ON wa s e l e c te d s e c re ta ry- a s s is ta nt
tr e a s u r e r

and

J OHN

LONG, a s s is ta nt

c o nt r o l l e r . . . . D O N A L D

W. C LA R K ha s
of S F I E l e c t r o n -

b e e n na m e d s e c r e t a r y
ic s , a ne w s u b s i di a r y

of

ROME O J . SOM ERA,

Chicago,

Se c ur i ty Fo r c e s .

a p p o i nte d W B BM N e w s r a d i o

ha s b e e n

78

di r e c t o r of a d mi ni s t r a t i o n. T he s t a t i o n i s a f fi l i a t e d wi t h C B S Ra d i o .
RON ALD

L. LEAC H, Cleveland, ha s
b e e n n a me d c o n t r o l l e r a t E a t o n C o r p .
...

Participants at the 41h Annual Professional Development Conference
sponsored by the Ohio Council of NAA and Kent State University
compare notes. L. -r., Robert K. Mautr partner, Ernst & Ernst
Thomas J. O'Reilly, partner, Coopers & Lybrand, A.A. Sommers,
former SEC commissioner, and Norman Meonske, organizer of the
meeting.

FRANK

C.

ROBERT S is no w vic e

p r e s i d e nt - a c c o u nt i n g a t E a t o n C o r p . . . .

P. WA T S ON ha s jo ine d Ge ne ra l
A l u m i n u m M f g . Co. a s c o nt ro l le r .
ROBERT

RAY MO ND A. RE DO ,

Detroit, wa s a p of She dd -

po i nt e d a s s is t a nt c o nt r o l l e r
Ba rt us h

Foods

Co.

...

ST ANLEY

B.

DIC KSON , J R. , is a p rofe s s i ona l a c c ou nti n g c o n s u l t a n t a t R e t i r e m e nt F o u n d i n g
E me r i t u s Li f e

Associates
EARL C. ALEXAND ER, St, Louis.
BER T R AM L. ALLE Y, Boston.
T HOMAS J . AUST IN, Norwich.
ERROL Q. BOND, SR. , South Jersey.
DER EK BROOKES, Member -at- Large,
USA.
ED W AR D E. C ALLIHAN, Alaskan past
president.
W. T . C R EE D, Macomb County Michigan pa s t na t i ona l d i r e c t o r , 1973 -75. S t u a r t C a me r o n M c L e o d S o c i e t y
HARRY
J OHN

T . FEN N, Atlanta North,
W. FLE NIKEN, Baton Rouge

FRANK

B.
JR., Lancaster.
F. ME RE DIT H, Kansas City.
J OHN F . N ELS ON, Muskegon,
A. M . P AR KE R , Harrisburg Area.
P.G. SEID EL, San Diego.
L. F. SHEP AC K, Essex County.
GEORGE W . SORENSEN, Connecticut
Gateway.
R.A. SWART WOUT , Mohawk Valley.
ALBE RT WATKISS, Member -at- Large,
Canada.
PERRY O. WAYMON, J R. , Memphis.
ED W AR D A. ZIMME RMAN, Muskegon.
MUMM ER T ,

LEST ER

Corp.
J OHN

P. FLAVIN, Dubuque Tri- State,
ha s b e e n na me d v i c e p r e s i d e nt of A . Y .
M c D o na l d ' s W h o l e s a l e D i v . . . . LO R A S

A . G A S S M A N N i s no w p l a nt c o m p t r o l le r , S he b oyga n - O s hk os h, G e or gia - P a c i fic C or p .
WILLIA M

land,

R.

LORD,

Fast Bergen -Rockof b u d -

ha s b e e n n a me d m a n a g e r

ge t s a nd a na l y s e s a t S t e r l i ng D r u g, Inc .

pa s t

pr e s i de nt .
SET H B. GIFFO RD,

Providence,
O. PABLO L. HAE ND LE R, Buenos Aires.
C.A. HOEKST RA, Lake Superior.
EDW AR D J . HO MA N, New York.
JUDSON G. HYDE, Danbury Area.
ED WA R D J . KOLLER , Buffalo.
C LARENC E S. MC C AW LEY , Tulsa.
WILLIAM J . M ONA HA N, Essex County.
ROBERT J . MO RRIS, Columbus.
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P ro mo ti ons a nd

New

P o s i t i o ns

RO B E RT E . T YLER, Altoona Area, re c e nt l y wa s p r o mo t e d t o v i c e p r e s i d e nt /
c o nt r o l l e r wi t h B o y e r C a nd i e s , Inc .
JOHN

L. JOHNSON,

Atlanta Central,
of

BURTON
Member -at -Large

wa s p ro mo t e d to s e ni o r vi c e p re s i d e nt
t he F i r s t G e o r g i a B a nk of A t l a nt a .

GEO RGE

ROBERT

Bedford

D.

SKINNER,

Boise,

na me d s e ni o r vic e pr e s i d e nt
C r o s s of Id a h o .

ha s b e e n

of

Bl u e

s i s ta nt

H.

HEB ER T ,

RUTHERFORD
Montgomery

Fall River -New

p r e s i d e nt , wa s p r o mo t e d t o a s c o nt r o l l e r , T e l e d y ne R o d ne y

Me ta ls .
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ROGE R F. SIM MONS ,

Accountants:

Fayetteville Area,
has been promoted to executive vice
president, Cumberland Bank.
BIRINGER ,

Florida Gulf
Coast, is the new director of finance and
administration at the Selby Gardens.
ROBERT T .

WORK
FOR
YOURSELF

ii

11

DISCOURAGED
ABOUT
I

Hawaii, was promoted to vice president and internal auditor at City Bank.... ROSEMARIE H,
JORDANou has joined K. Yamada Distributors as controller.... EDWARD Y.
PEI was promoted to assistant controller at First Hawaiian Bank.
A LLA N A . HIGASHt,

UPWARD
MOBILITY?

R A N D Y E. H A Z L E W O O D , H o u s t o n , h a s

Build your own accounting,
bookkeeping and tax service
practice. Our advertising and
marketing system helps you
get clients. Our proven COMPREHENS IVE ," account ing
system helps you profitably
service those small and medium -sized businesses.
TH E S Y S T E M

A marketing and accounting
system which has been perfected through 29 years of experience . .. allowin g CO MPREHENSIVE accountants to
s e r v i c e 1 4 , 0 0 0 clients —
monthly.

been promoted to manager of general
accounting, Bettis Corp.... RAMON A.
RODRIGUEz has been named chief accountant at Thornhill - Cramer Co.

If you're "standing in line" foryour
next promotion, perhaps you
should investigate other opportunities.

J.R. MANION, Illowa, recently was promoted to manager of manufacturing at
J. I. Case Co.

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

AL AN

L,

FRED F. RUGGIERO, Long I sland -Nassau, has been prom oted to vice presiden t, fin ance, of Am bac Industries, Inc.

CALL C . J . RUSH
TO L L F R E E
(800) 323 -9000

& l, l

we can offer continuous opportunities nationally. Our service is
immediate and confidential, and
our fees are company paid.

EISNER
New York

SVC PERSONNEL
37 Station Drive
P.O. Box 307
Princeton Junction, N.J 08550
(609) 799 -9595

HALL
Wichita

BRENTWOOD PERSONNEL ASSOCIATES

MARGARET B. WA LZ, Lo ui s v il le , wa s

pro m o ted to manager of the accounting
dep artmen t, Blue Cross and Blue Shield
of Ken tu cky, Inc.

P. WATT, Lubbock Area, has
been named assistant controller, Furr's
Cafeterias, Inc.
MA R K

D.

BU E C HN E R ,

Ma di so n,

HEA DOL, ARTER- S

COMPREHENSOVE'
accounting corporation
;

BURT ON , Member -at- Large,
USA, has been named Arthur Young
Professor of Accounting and Finance at
Columbia University Graduate School
of Business. He is a former chief accountant of the Securities & Exchange
Commission.
JOHN C .

AI Miller
1280 Route 46
Parsippany, New Jersey 07054
(201) 335 -8700
CAPITAL PERSONNEL SERVICE
204 Securities Building
418 Seventh Street
Des Moines, Iowa 50309
(51 5) 283 -2545

has

been ap p ointed assistant tax m anager at
Verex Co rp. . . . MONICA J. D O L E J S I
was ap po inted controller for Ward Bro d t Music Co.

' l l
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Contact the office nearest you.

ST EVE

Illinois residents call c ollect
(312) 898 -6868

Official tabulators of the

P �

R

Learn more about how you
could build or expand your
own practice.

1978 Easter Seal Telethon.

has

a►

Our large scale comp u ter
qu ic k ly an d efficien t ly p rovides your clients with comp l e t e fi n an c i al dat a — every
month.

901 -BC E. Galena Blvd.
Aurora. IL 60505

L a n c a st e r ,

been prom oted to assistant manager,
co rp o rate cash, in the treasurer's office,
Arm stro n g Cork Co.

C O M P U T E R I ZE D
SUPPORT

NA TIONA .I

BR AY M AN ,

ADMINISTRATION,FINANCE
Professional Personnel Services
One Embarcadero Center, #2710 NA
San Francisco, California 94111
(415) 956.6700
UNITED PERSONNEL SERVICES, INC.
13612 Midway Rd . Suite 100
Dallas, Texas 75240
(214) 387 -3570
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PAUL H, El -ROD, Memphis, has been
promoted to secretary- treasurer and
member of the board of directors of
Grady Jones & Co.... CARL W. KORTUM was promoted to executive assistant manager of rooms for Hyatt Regency, Memphis.
JANET E. MERKEL, Milwaukee, is now
internal auditor and reimbursement coordinator at Deaconess Hospital.
...
JOHN C. POELZER has been promoted
to controller, Ken Cook Transnational.
... Lois A. RADKE was named accounting manager at Koller Die & Tool
CO. . , , JACK G. SCHICKERT is now
controller with Humphries Hansen, Inc.
CHARLES R. SCHROEDER has been
...
appointed controller of Colson Equipment Div., Colson Co.
ERNEST J. MCMURRAY, Mohawk Valley past president, is now chief accountant at Millar Supply Corp.... SAMUEL
F. VENTURA is now manager of general
accounting, Nestle Chocolate Co.
JAMES J. RUTHERFORD, Montgomery,
was elected chairman, president and
chief executive officer of Rutherford &
Associates, Inc., of Montgomery, Ala.,
which is a holding company formed to
acquire and manage companies in the
Southeast. He is a past national vice
president of NAA, 1966 -67.
JAMES B. FORD, Nashville, has been appointed controller, United Cities Gas Co.
CORALEE C. BASILE, New Orleans, has
been promoted to assistant chief administrative officer, Budget & Operations
Management, City of New Orleans.
JOHN J. COLLURA, New York, was
named financial accounting supervisor
at the Port Authority of New York and
New Jersey.
MICHAEL C. EISNER
...vice president and corhas been named
porate controller of Sony Corp. of
America, subsidiary of Sony Corp., Tokyo.
LAWRENCE J. KOVACH has
been ...
appointed controller, U.S. firm, of
Price Waterhouse & Co.... ERNEST R.
MURPHY was named controller and
chief financial officer for Gourmet Services, Inc. of Atlanta.... JAMES J. OLIVER will become president of a new
McCall's patterns subsidiary, tentatively named National Notions Service, Inc.
He also will continue as vice president
of McCall's Patterns.
Patrick J.
... corporate
Schiavone has been appointed
controller, Kreisler Group, Inc.
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How to Shape UpYour
Bottom Line.
Many corporate executives
think their firm is really taking
advantage of Investment Tax
Credit to its maximum... not true!
Most financial managers take
the obvious deductions, but they
either don't take enough or when
they try to, the position can't be
supported at IRS audit.
We've pioneered the way in
identifying and segregating the
costs of ITC eligible property,
particularly the process- oriented
components constructed as part
of the buildings. Result? Clients
have been enjoying increased
cash flow during the early years
and a significantly improved
bottom line!
And part of our service is
sitting down with the IRS when
they come in to audit the claims.
Here, our 15 years experience

ROBERT M. CHORBA, North Penn, is
now controller, Universal Grinding
Wheel, Inc.
BEN Y. SHUNG, Northwest Suburban
Chicago, has been promoted to corporate accounting manager, Northern Petrochemical Corp.
LYNNE A. COULTER, Oakland County,
recently was promoted to budget director for Citizens Mortgage Corp.
LORREN H. BEAVERS, Oklahoma City,
has been named head of the accounting

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

The Asset Management Professionals

department at Central State University.
JOHN V. MCQUILLAN, Omaha, was appointed second vice president of accounting at United Benefit Life. He is a
past president of the chapter.
W.A. LEES, JR., Pennsylvania Northeast, has been promoted to senior executive vice president and comptroller at
Northeastern Bank of Pennsylvania.
THOMAS E. MIGNANELLI, Providence,
recently was named controller and assistant treasurer of Ealing Corp.
WILLIAM R. BAYKOWSKI, Raritan Valley, has been appointed controller for
the Utility Div., Research - Cottrell, Inc.
VINCENT J. PROSS, JR., Richmond, has
been appointed acting comptroller for
the Commonwealth of Virginia, Department of Accounts.
JOHN K. NORRIS,San Diego has been
elected treasurer of Monitor Labs, Inc.
RONALD J. PLATISHA, San Fernando
Valley, has been promoted to controller
at Forest E. Olson, Inc.
CHESTER MALINOWSKI, JR., Springfield, has been appointed manager of
B7

corporate accounting,
Compressors, Inc.

Worthington

RALPH E. OTTO, St. Louis, has been
elected director of Associated Equipment Distributors.... Louis A. ROTHFISCHER has been promoted to controller of the Brentwood Bank.
DAVID A. MARKER, Toledo, was appointed treasurer, Louisville Title Agency for Northwest Ohio, Inc.
WILLIAM S. HUMMERS, Western Carolinas, was promoted to vice president
and controller at Southern Bank and
DAVID H. WILLIAMS was
Trust.
...
promoted to vice president and controller, Laurens Glass Co.
ROBERT D. ANDERSON, Western Montana, was promoted to assistant vice
president and manager of installment
loan department, Southside National
Bank.
MILTON R. HALL, Wichita, has been
named vice president of Koch Industries.. , , WILLIAM C. SMITH is now director of administration, James R. Baker, Penn Mutual Insurance Agency.
Author
GEORGE C. WATrI', Morristown past
president, is the co- author of a new
book, Accounting for the Multinational
Corporation, recently published by the
research arm of the Financial Execu-

DATA SHEET
Continued from page 9

Internal Auditors M oving Up?
Would you call the chief internal auditor's position "significant, sought after
and glamorous "? That's what Matthew I. Beecher of Price Waterhouse
& Co. predicts this key corporate job
will be in the next few years. He is one
of the experts in the field quoted in an
article in The New York Times that
says a combination of corporate and
governmental developments have
helped to raise the prestige of the internal auditor. Robert E. Rivers of the
Institute of Internal Auditors, who
pointed out that currently most internal audit departments report to the
controller, sees a trend developing for
the auditor to report to higher manB8

tives Institute. A retired partner of
Price Waterhouse & Co., he currently is
a consultant to the United Nations,
Centre on Transnational Corporations,
New York.
In Memoriam
WALTER B. BULL, 77, Rochester, 1937.
Emeritus Life Associate.
EPHRAIM COLE, 69, Trenton, 1945.
ELA.
LEO J. FINNEGAN, 59, Peoria, 1949.
MAx H. HANFT, 81, Essex County,
1945. ELA.
CARL.TON D. HUFFINGTON, 67, Rockford, 1966.
JOHN H. JONES, 89, Richmond, 1934.
ELA.
R.Q. KELSEY, 53, Trenton, 1959.
GEORGE J, KRIBS, 75, St. Louis, 1937.
ELA.
LESLIE R. LARSON, 54, Mt. Rainier,
1975.
SAMUEL LEOPOLD, 83, Trenton, 1933.
ELA.
SAMUEL R. LINCOLN, 76, Waterbury,
1944. ELA.
JAMES B. MACGIBENY, 75, Binghamton, 1945. SCMS. ELA.
CHARLIE R. MATTHEWS, 65, Chattahoochee Valley, 1967.
PAUL A. MCCABE, 57, St. Louis, 1958.
JAMES D. MAZURANic, 30, Member -atLarge, USA, 1974,
JOSEPH J. MEYER, 75, Member -atagement, such as the chairman, or
the audit committee, of the board of
directors. This trend, he says, is predicated on the assumption that you
cannot audit your boss.

Business /Accounting Briefs
Visible demand for finance executives
was up 20% in the first quarter of
1978 over the comparable period in
1977, according to Heidrick and
Struggles, Inc., executive selection
consultants. Arthur Young & Co, reports that national demand for financial executives rose 22% in 1977 over
1976. The sharpest increase in demand for financial executives occurred in the West, up 83% in 1977.
New business segments data
...
mandated by FAS No. 14 added at
least 1 1/2 pages to the average 1977

Large, USA, 1935. ELA.
WILLIAM G. MUCHOW, 72, Pittsburgh
past president, 1944. SCMS. ELA.
JAMES H. O'ROURKE, 59, Springfield,
1969.
JOHN D, MAINS, 48, St. Louis, 1954.
C-E. REINHARDT, Cincinnati. ELA.
CARL B. RENK, 69, San Diego, 1955.
ELA.
CARROLL A. RICE, 47, Denver, 1968.
HENRY K . SETTLE, 62, Baltimore,
1950.
W. EDWARD SHERIDAN, 76, Trenton,
1951. SCMS. ELA.
H.C. SHRIVER, 73, Trenton, 1952. ELA.
H.R. SMITH, 46, Pittsburgh, 1966.
WILLIAM W. STEPHEN, JR., 59, Reading, 1968.
JOHN B. THOMAS, 59, Member -atLarge, Canada, 1952.
OREY A. TOLMAN, 83, Southern Maine
past president, 1938. ELA. SCMS.
HENRY T. VANDENBERG, 59, Mt.
Rainer, 1970.
HAROLD R. VANDE BOGART, 61, San
Diego, 1977.
TRAUGOTT VOGT, 55,Swiss. ELA.
J. DAVID WALLEY, 34, Indiana East,
1972.
DONALD E. WEBSTER, 48, Baltimore,
1956.
BLANCHE C. WALSH, Oakland County'.
GEORGE P. ZERTUCHA, 67, Miami,
1945. ELA.
annual report, Richard A, Lewis, president of Corporate Annual Reports,
Inc., estimates. He believes no regulation in recent years has caused as
much confusion or delay in the annual
reporting process as this new standard. Because annual reports are getting fatter and going to press later —
thanks to the requirements for more
and more complex data —some annual reports may have cost more to mail
than to produce, he says.... There
are a number of business administration positions open in the FulbrightHays awards program for university
teaching and research abroad. For a
copy of the 1979 -80 announcement,
send name, address, highest degree,
specialization and country interest to
the Council for International Exchange of Scholars, 11 Dupont Circle,
Washington, D.C. 20036. Applications
for Africa, Asia and Europe are due by
July 1, 1978.
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MANAGEMENT
ACCOUNTING
PRACTICES
Continued from page 10
Board and that complex accounting
matters are involved, the Board has
provided an extended period of time
(to July 17, 1978) for submission of
comments. The CASB also has proposed a rule that, if adopted, would
exempt most educational institutions
from the requirement to comply with
cost accounting standards.

SEC Proposes Simplified
Reporting by Small Issuers
The Securities & Exchange Commission has proposed as an experiment
a simplified form available to domestic or Canadian corporations, not subject to the Commission's continuous
reporting requirements, for the registration of securities not exceeding an
aggregate cash offering price of $3
million (Release No. 33- 5915). The

proposed Form S -18 calls for narrative disclosures somewhat less extensive than that presently required by
Form S -1 and audited financial statements substantially similar to those
required by Regulation A. In addition,
the Commission proposes that issuers utilizing the form be allowed to
include audited financial statements
substantially similar to those required
by Regulation A in their initial annual
report filed with the SEC. If Form S -18
is adopted, the Commission will monitor its use closely for one year or
more to determine whether it has
functioned as an effective means for
small issuers to raise limited amounts
of capital through a registered public
offering, consistent with the protection of investors.

NCGA Proposes Revisions to
Government Accounting Rules
The National Council on Governmental Accounting has issued an exposure draft of a proposed Statement,
GAAFR Restatement Principles. The

draft represents the latest step in its
project to restate Governmental Accounting, Auditing, and Financial Reporting, the authoritative statement
on the application of generally accepted accounting principles to state
and local governments (MAP, Sept.
1977). Broader research efforts will
follow the limited scope restatement
project. An empirical research and
evaluation project (Phase 2) will evaluate current state and local governmental accounting and reporting
practices, issues and systems as well
as the restated GAAFR. Phase 3 will
be a longer -run project to reconsider
the basic premises of governmental
accounting and reporting, financial
management, and accountability.
A major change proposed in the
current exposure draft is NCGA sanction of the issuance of external general purpose financial statements by
fund type and account group rather
than by individual funds. Such financial statements would be included in
securities offerings statements and
for users requiring less detailed information than in the annual report.

"DISTRIBUTIONCHANNELSDECISION:
AProblemofPerformanceMeasurement"
Answers the questions:
• What triggers an evaluation of the distribution channel?
• How are channel alternatives evaluated?
• What criteria are used for selecting individual channel members?
• How are channel and channel member performance measured and evaluated?
Eighteen companies in three different
categories (durable goods, packaged
goods, process) serving two different
markets (consumer, industrial) contributed
their experience to the research.
192 Pages of valuable analysis of existing
and proposed channel arrangements

I
I

PRICE: $7.45 (incl. postage)

I
I
I

10% discount for members
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Please return this form with remittance to.
National Association of Accountants
Special Order Dept.
919 Third Ave., New York, N.Y. 10022

IE

Please send "DISTRIBUTION CHANNELS DECISION: A Problem of Performance
Measurement" Price: $7 45 (10% discount to members) includes postage.
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New Products /Services

A 12 -page, 4" by 7 1/," booklet, "Guidelines for Establishing a Computer Security Program," has just been published
and is available on a complimentary basis by writing to Computer Security Institute, Dept. MA 5, Kane Industrial
Dr., Hudson, MA 01749.
Methods Research Corp. has developed
a magnetic 31 -day, three -shift personnel
schedule which displays a company's
entire staffing schedule "at a glance ".
With this system, the personnel administrator can see instantly where there
may be under- or over - staffing in all
three of his shifts and can easily make
the necessary changes magnetically. For
a free color- illustrated catalog, write
Methods Research Corp., Dept. MA,
Asbury Ave., Farmingdale, NJ 07727,
or call (201)938 -6000.
Info 3, Inc. is offering a free copy of
"Checklist for Performing DP Department Review." This two -page set of audit review questions was prepared from
audit guidelines used by major U.S. accounting firms to audit their clients' DP
departments. It is contained in AUDICS (Auditable Internal Control Systems), an audio - cassette training course
70

published by Info 3. The checklist covers planning, management and organization, system controls, standards, personnel and security. It may be obtained
by writing to Info 3, Dept. MA, 21241
Ventura Blvd., Suite 193, Woodland
Hills, CA 91364. (213)999 -5753 in California or (800)423 -5205.

One method for keeping rein on postage
costs is the use of the new computerized
postal systems, such as the Postmaster I
and Postmaster II systems, manufactured by MOS Scale International. According to MOS, Postmaster systems
eliminate the most common form of
overspending in the mailroom: when the
question of whether a piece of first class
In response to IBM's thrust into the mail weighs one ounce or less, mailfirst -time user market, CADO SYSTEMS room personnel must decide on posting
has introduced a new disk -based small the letter with either 13o or 24d. The
business system, CADO System 20. At safe decision is to use the higher figure.
the same time, CADO released six soft- The decision usually results from hard ware application packages for the new to -read mechanical postal scales. The
system. Contact CADO Systems Corp., resultant over - posting costs American
Dept. MA, 2730 Monterey St., Tor- businesses millions of dollars a year in
wasted funds. For information contact
rance, CA 90503.
MOS Scale International, 3178 Pullman
A new minicomputer line, called the St., Costa Mesa, CA 92626,
Keydata Unity Series, consists of four
packaged systems, each representing a Through Prestige Branch Offices, the
different level of processing capability, traveling business person can now conwhich are available in 11 configurations. vert time usually lost on the road into
Each system includes: computer hard- periods of maximum business efficiency
ware; operating software and specially - working from a comfortable fully developed industry- specific application equipped temporary office at a prestigisoftware; conversion services; full sys- ous address. If he wishes, his company
tems support for one year. Contact can add his new "out -of- town" office
Keydata Corp., 20 William St., Welles- address to its corporate letterhead. Prestige Branch Offices, Dept. MA, 595
ley, MA 02181. Tel. (617) 237 -6930.
Fifth Ave., New York, NY 10017.
Capex Corporation has introduced a
new program product called OPTIMIZER III. The new product is intended
both to improve COBOL program quality and reduce development costs. This
is accomplished, Capex said, by working directly with the programmers providing the information needed to produce more reliable programs faster,
with less effort. Contact Capex Corporation, Dept. MA, 2613 N. 3rd St.,
Phoenix, AZ 85004.

Easily removable storage unit featured
in Keydata small business computer
system.
is

A new general ledger /financial analysis
software package has been introduced
by McCormack and Dodge Corp. Called
GL /PLUS, the system offers a revolutionary file design that results in increased efficiency and flexibility. In addition, the number of programs in the
compact system has been reduced from
the conventional 50 to 200 to only 18.
GL /PLUS also handles multi - corporate
processing of both accounting and statistical data, financial reporting, consolidation, cost - allocation and variable budgeting, exception reporting, and foreign
currency translation. In addition to installation and other user - support programs for the GL /PLUS, McCormack
and Dodge has established a special
user training school. Further information is available from Bob Wilbur,
McCormack and Dodge Corp., Dept.
MA, 381 Elliot St., Newton, MA 02164.

SBS Publishing recently has published
a comprehensive report entitled Remote
Computing Services vs In -House Computers; An Analysis of The User's
Choice, which looks at this age -old
problem. Contact SBS Publishing,
Dept. MA, 4320 Stevens Creek Blvd.,
San Jose, CA 95129.
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1977.
S.

Ze ro -Ba s e B u d ge t i ng i n Ind u s t r y . THOMAS
Ma y

SE LLER S. A pr il

and

N e e d e d : A N e w Int e r p r e t a t i o n f o r In t e r i m R e p o r t s . T I mo -

Re s e a rc h Study.
and Control

1978.

na t i o n. R E IN A B E L. A p r i l

AM IN A . ELM ALLA H, M a y

Ze ro -Ba s e B u d ge t i ng. O c t o b e r

WOOD and ROGER H. HER MAN SO N.
T h e R o l e of C o s t s a nd C o s t A c c o u nt i ng i n P r i c e D e t e r mi -

A.J.

and

SLOCUM, A p r i l

1978 and

B. HA R Oc tob e r 1977.

mi ng . KA MA L M . E L SHESHAI, GORDON

1978.

REC KERS

ST A GLIA NO . No ve mb e r

1978,

C o s t Vo l u me P r o f i t A na l y s i s w i t h In t e ge r G o a l P r o g r a m-

J . WILLIN GHAM . Se pt e m-

Li ne a r A p p r o xi m a t i o n G o o d E no u gh ? P R E M

and

1978.

A D R IA N . M a r c h

FRANK C OLLINS
ber

C o s t A c c o u n t i ng f o r a C o n s t r u c t i o n C o m p a ny , J A M E S J .

1977.

July

DUDIC K.

A C o s t A c c o u n t i ng F r a m e w o r k fo r E D P M a n a g e m e n t .
HA R O LD M . SO LLEN BE RG ER . Oc to be r

1978.

by W. J A ME S

1977. (Letter

1978.)

R YA N , Ma y

Cash Flow
MI-

T he Li q u i d a t i o n A l t e r na t i v e i n B u s i ne s s P l a nni ng. A .
GE R A LD

and
1977. (Letter by J OHN L.

CHAEL SIBLEY

L.

WA D D LE. S e p te mb e r

GRABow, Ap ri l

Cost Centers
Re s p o ns i bi l it y
J AMES

1978.)

A c c o u nt i n g:

H. Toy.

A

Pr a c t i c a l

A p p l i c a t i o n.

1978.

Janua ry

Cost Control

Cash Management
C r e d i t b y E xc e p t i o n : A C a s h M a na ge me nt
A. PILLIN . J u l y

Tool. DOMINIC

C o r p o r a t e S t r a t e gy f o r C o m b a t i n g In f l a t i o n. MAR T IN

V.

1978.

A LO N ZO . M a r c h

1977.

Civic Organizations (See also Nonprofit Accounting)

Cost - Volume -Profit

A c c o u n t i ng for a Pu b l i c T e le vi s i on St a t io n. N . JOSEPH

C o s t Vo l u me P r o f i t . A na l y s i s wi t h In t e ge r G o a l P r o gr a m-

P o m.

N o v e mb e r

1977.

mi n g. KAM AL M . E L SHESHAI, GORDON B. HA R -

C o s t A c c o u nt i ng f o r a C o n s t r u c t i o n C o m p a ny . J A M E S J .
A D R IA N . M a r c h
SCAT

II- A

1978.

Is

P r o c e s s f o r P l a n n i n g . AR T HUR

IN G S E N . D e c e mb e r

F.

BRUEN-

WOOD and ROGER H. HER MAN SON . O c to be r 1977.
Li ne a r A p p r o x i m a t i o n G o o d E no u g h ? P R E M S. SINGH

and

1978.

GO RD ON L. C HA P MA N. J a nu a r y

1977.
Credit

Computers

C r e d i t b y E x c e p t i o n : A C a s h M a n a ge m e nt

A C o s t A c c o u n t i ng F r a m e w o r k fo r E D P M a n a g e m e n t .
HA R O LD M . SOLLE NB ERG ER . Oc t ob e r

by W.

J AM ES R YA N, M a y

1978.)

DALL. A pr il
Control

of

F.

RAN -

1978.

Da t a P r oc e s s i ng. J u l y

1977.
of

Da ta

Pr o c e s s i ng C o nt r o l s . J O HN R OB E R T A LLEN . N o v e m-

1977. (Letter by
1978.)

be r

DONALD J . MC C ART Y, M a y

R e p l a c e m e nt

1977.

a nd

Be ne f it s . L. T ODD J OHNSO N. D e c e mb e r
G P L A d j u s t e d I n c o m e S t a t e me nt s : A
DA VID

L.

GIT T Es . O c t o b e r

1978.)
190. ET T OR E

M a na ge r i a l

1977.

R e s e a r c h St u d y .

1977. (Letter by

A. D .

Im p l e m e n t i n g A S R

BA RB AT ELLI. De c e mb e r

1977.

C o s t A c c o u nt i ng f o r a C o n s t r u c t i o n C o m p a ny . J A M E S J .
A D R IA N . M a r c h

O' C O N N O R . D e c e mb e r

C.

1977.

R e p l a c e me nt C o s t - A n o t he r N i gh t m a r e f o r A c c o u n t a nt s .

1978.

ROB ERT

Controllers

L.

D E W E LT . O c t o b e r

1977.

R e p l a c e m e n t C o s t A c c o u n t i ng : A C P A ' s Vi e w . ROB ERT

C o r p o r a t e S t r a t e gy f o r C o mb a t i ng I nf l a t i o n. MART IN
A LO N ZO . M a r c h

V.

1978.

W.

BE R LIN ER . D e c e mb e r

1977.

R e p l a c e me n t C o s t A c c o u n t i n g: A T i me t o M o v e F o r wa r d .
RIC HA RD

Cost Accounting

C. AD KER S O N.

A C o s t A c c o u nt i n g F r a m e w o r k fo r E D P M a na g e m e nt .

R e p l a c e m e nt C o s t A c c o u nt i ng:

1977. (Letter

A R D W E LLS , J R . , O c t o b e r

HA R OLD M. S OLLE NB E R GE R . O c t ob e r

by W. J A ME S

P o t e nt i a l

N A A - S p o ns o r e d R e p l a c e me nt C o s t R e s e a r c h. M E LVIN

Construction Industry

72

Cos ts

ST IC KLER , Ap ri l

T he D a t a B a s e C o nc e p t . M I C HA E L J . C E R ULL O . N o v e mbe r

Current Value Accounting (See also Replacement Costs)
A S R 190- T h e G r a n d E xp e r i me n t . AR T HUR E . CARL SON . O c to be r 1977.
Cu r re nt

T he A ud it o r' s Rel at i onshi p to the D ev el o pment

DOMINIC

1977.

A. P ILLIN . J u l y

1977. (Letter

C o m p u t e r F r a u d : A G r o wi ng P r o b l e m . R O B E R T

Tool.

RY AN , Ma y

1978.)

G. M O R G A N , M a y

De c e mb e r

1977.

W. How How
1977. (Letter by ROB ERT
W e D i d It .

1978.)
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Re po rt ing on C u rr e nt
BREMSER. J uly
J a nu a r y

R e p l a c e m e nt C o s t s . WAYNE G .

1977.(Letter by JAMES

J.

1978.)

T e mp o r a l M e t h o d : T e m p o r a r y M o d e ? ALA N F. SMIT H.
Febr uary

T he F i na nc i a l D i s c l o s u r e P r o b l e m

VINCENZO,

H. KEM P ST ER . J ul y

ofMunic ip a l iti e s .

J O HN

1977.

Dis tri bu tio n Cos ts
T he D i s t r i b u t i o n C ha n ne l s D e c i s i o n. D O UG L A S M . LA M -

1978.

BE R T . R e s e a r c h R e p or t . J u ne

T he S E C a nd R e p l a c e me nt C o s t : A n U r ge nt N e e d t o F i nd

1978.

a Be t t e r A ns we r . ED W AR D J . BAILEY. D e c e mb e r

E c o n om i c s

1977.

C o r p o r a t e S t r a t e gy f o r C o mb a t i ng I nf l a t i o n. MART IN

Da ta P ro c e s s in g

(See also I n fo r ma ti o n

Sys te ms )

A D i r e c t A l l o c a t i o n F i na nc i a l D a t a B a s e f o r M a nu f a c t u r ing. FR E DE RIC G . E IC HHO R N. Ma y

1978.

C o nt r o l

of

ary

1978.
1977.

and AN DR E W

B . W HIN ST O N. Ma y

D. BAILEY,
1978.

HA R O LD M . S O LLE N B ER G E R . O c to b e r

J R.

by W. J AM ES

M. BOR SUK.

May

of

1978.

1977. (Letter by
1978.)
be r

De c i s io n T h e o r y for M a n a g e m e n t A c -

c o u nt a nt s . M IC HA E L

T.

VAN EC EK. J a nua ry

Is L IF O a Va l i d A c c o u nt i ng P r a c t i c e ? J O HN
Ma y

F.

1978.

Le a s e - P u r c ha s e D e c i s i o ns : Ho w S o me C o mp a n i e s D o It .

WILLIAM L. FERRARA.
1978,

Re s e a rc h Re port, Fe br ua ry

DONALD J . MC C A RT Y, M a y

be r

1977.

E m pl oye e Re ti r e m e n t I ns ur an c e Se c u r it y Ac t
Can

I Sa v e T a xe s b y Inc o r po r a t i ng
W. GOTT.J u l y 1977.

My P ra c ti c e ? ST A NLE Y

N e e d e d : Im p r o v e d P e ns i o n A c c o u n t i ng a n d R e p o r t i ng.

M a n a g e me nt A c c o u nt i n g a nd t h e C o r p o r a t e E nv i r o nm e n t ,
L. D . P A R KE R. F e b r u a r y

of D a t a

T he D a t a B a s e C o nc e p t . M IC H A E L J . C E R ULLO . N o v e m-

1978.
BARBOR.

1977.(Letter

1978.)

Pr o c e s s i ng C o nt r o l s . J O HN R O B E R T A LLE N . N o v e m-

De c is ion - Making
A n Ov e r v i e w

R YA N, M a y

T h e A u d i t o r ' s R e l a t i o ns hi p t o t he D e v e l o p m e n t

D e v e l o p i ng a C o mp u t e r P r o gr a m f o r T a x P l a nn i n g. R O B ERT

also I n fo rm at io n

A C o s t A c c o u n t i ng F r a m e w o r k for E D P M a na g e m e nt .

NUSBAUM, A N D R E W

E.

1978.

E l e c tr on ic D a ta P ro c e s s in g (See

M a na g e m e nt , A c c o u n t i ng a n d A c c o u n t a n t s .

ED WA RD

1978.

S ys t e m s )

Da t a P r oc e s s i ng. J u l y

Da ta -Ba s e

fo r M i n o r i t y Ent e rp r i s e s .

M a c r o a c c o u nt i ng: W hy N o t ? E L B E R T L . M E N E E s . F e b r u -

1978.

C o mp u t e r F r a u d : A G r o w i ng P r o b l e m . R O B E R T F . R A N DALL. A pr il

E v a l u a t i ng So u r c e s

1978.
of C a p i t a l

HIRA M J . S PR ING LE. M a rc h

A n A p p r o a c h t o H o s p i t a l D a t a P r o c e s s i ng D e v e l o p me nt .
SID NE Y HAN C O C K. M a r c h

V.

A LO N ZO . M a r c h

J A C K L. S MIT H. Ma y

1978.

S e l e c t i n g a R e t i r e m e n t P r o g r a m f o r a S ma l l C o r p o r a t i o n.

1978.

Se ns it ivi ty Ana l ys i s : A n A c c o u n t i ng

Tool

fo r De c is ion -

RO B ER T F . HUEB N ER , J R . , J a nua r y

1978.

M a k i n g. NAB IL HASSAN, R. PENNY MARQUETTE

E m p lo ye e S to c k O pt i o n P la n s

and J O S EP H

A c c o u nt i n g for Le v e r a ge d E S O P s : E mp l o y e e Be ne fit o r

M . MC KEO N , J R . A pr i l

1978.

T he D i s t r i b u t i o n C ha nne l s D e c i s i o n. D O UG L A S M .

LAM-

BE R T . R e s e a r c h R e p or t . J u ne
T he Le a s e - P ur c ha s e D e c i s i on.

1978.
F e br u a r y 1978.

T r a ns f e r P r i c e A c c o u nt i ng fo r M N C s . R IC HA R D J . N A G Y .
Janua ry

1978. (Letter by

MILT ON

F.

F i na nc i ng T o o l ? P A T R I C K A . HENNESSEE
GIE S E . J u ne

USRY, J u n e

F a rm P r od u c t s
He d g i ng S o y b e a ns i n t he C o mm o d i t i e s M a r k e t . W ILL IA M

1977.

De pr e c ia ti on

F i na nc i a l A c c o u nt i ng St an da rd s B o ar d

T a x T r a d e - Of fs : Inv e s t m e nt C r e d i t Ve r s u s De p r e c ia t i o n.

A n A na l y s i s

HEN RY

G. PA N S ZA .

1978.(Letter by
1978.)

Fe b r ua r y

VE N W . P LUM M E R, J u ne

ST E-

A D i r e c t A l l o c a t i o n F i na nc i a l D a t a B a s e f o r M a nu f a c t u r ing. FR ED E RIC G . EIC HHOR N . Ma y

1978.

B r e a k e v e n A n a l y s i s wi t h Va r i a b l e P r o d u c t M i x. H A R O LD

1978.

t he F A S B ' s T r e a t me nt

RUTH

of

F o r e i gn C u r r e n-

E. PLEAK. S e p t e mb e r

ROB ER T W. A T KIN SO N, A pr il

O p ini on. P A UL FR ISHKOF F and RO B-

ERT RO GOW SKI. M a y
BREMS ER. J uly

1977.
1978.)

JAMES S. WOR T HING T O N. Au gu s t
...
1977. (Letter by E. JACK T HORNBURG, J a nu a r y
1978.)
A S R 190- T h e G r a n d E xp e r i me nt . AR T HUR E. CARL SON . Oc t ob e r 1977.
R e p l a c e me nt

Cos ts a nd

Po t e nt i a l

Be ne f its . L. T O DD J O HNS ON . D e c e mb e r

of Au di t

R e p o r t i ng o n C u r r e n t
J a nu a r y

(Letter by

Cu rr ent

Di s c l os ur e
Di s c l a i me r s

of

c y T r a ns l a t i o n.
A nd N o w We Ha v e

Dir e c t Cos ti ng

KLIP PE R . Ap r i l

J . W.

1978.

M. M C C UE . J u l y

1978.)

and

DA VID L. GIT T ES. O c t o b e r

1978.

R e p l a c e me nt C o s t s . WAYNE G .

1977 (Letter by

JAMES J . VINC E NZO,

1978).

1977.

R e s e a r c h St u d y .

1977. (Letter by

A. D .

ST IC KLE R, A pr il
Im p l e m e n t i n g A S R

1978.)
190.ET T OR E

BA RBA T E LLi. De c e mb e r

1977.

S E C R e p l a c e me nt C o s t s : S u gge s t i o ns f o r F u l l D i s c l o s u r e .
DO NA LD A. C O RB IN . A ugus t

G P L A d j u s t e d In c o m e S t a t e me nt s : A

M a na ge r i a l

1977.
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N A A - S p o ns o r e d R e p l a c e me nt C o s t R e s e a r c h. M E LVIN C .
O' C O N N OR . D e c e mb e r

1977.
73

Replacem en t Co st - An o th er Nigh tm are fo r Acco untants.
ROBERT L. DEWELT. Octo ber 1977.
Replacem en t Co s t Ac co u n tin g : A C PA 's V ie w. ROBERT
W. BERLINER. Decemb er 1977.
Replacem en t Co st Acco u n tin g: A Tim e to Mo ve Forward.
RICHARD C. ADKERSON. December 1977.
Replacem en t Co st Accou n tin g: Ho w We Did It. W. How ARD WELLS, JR., Octob er 1977. (Letter by ROBERT
G. MORGAN, May 1978.)
Tem p o ral Meth o d : Tem p o rary Mod e? ALAN F. SMITH.
Feb ru ary 1978.
The SEC an d Rep lacem en t Co st: An Urgen t Need to Find
a Better An swer. EDWARD J. BAILEY. Decem ber
1977.

Woo.

Financial Statements (See also Reports)
A Direct A llo catio n Fin an cia l Data Ba se fo r Ma n ufacturing. FREDERIC G. EICHHORN. May 1978.
Accou n tin g for In flation : So m e In tern atio n al Models.
JOHN C.H.
Feb ru ary 1978.
Disclaimers of Au dit Opinion . PAUL FRISHKOFF and ROBERT ROGOWSKI, May 1978.
Foreign Exchange (See also Multinational Accounting)
Accom mo d atin g Exch an ge Rate Flu ctu ation s in In tercom pany Pricin g an d In vo icing. DUANE MALMSTROM.
Septemb er 1977. (Letter by GARY R. GILBERD, April
1978.)
An An aly sis o f th e FASB's Treatm en t o f Fo reign Currency Tran slatio n . RUTH E. PLEAK. Sep tem ber 1977.
(Letter by ROBERT W. ATKINSON, April 1978.)
Tem p o ral Meth o d : Tem p o rary Mo de? ALAN F. SMITH.
Feb ru ary 1978.
Funds Accounting
Accou ntin g for a Pu b lic Television Station . N. JOSEPH
POTTS. No vemb er 1977.
Government Regulations
Metcalf Su b co m mittee: Let Ac co u n t an t s Mak e R ef orm s.
ROBERT F. RANDALL. Jan uary 1978.
The Metcalf Repo rt: Sellin g So m e Assu mp tio ns. ROBERT
L. HAGERMAN. Janu ary 1978.
Graphs (See also Reports)
Is Lin ear Ap p ro x im atio n Go o d En o u gh? PREM S. SINGH
and GORDON L. CHAPMAN. Jan uary 1978.
Human Relations (See also Human Resource Accounting)
Hand lin g Stress in th e Accou n tin g Pro fessio n. J.D.
KtMES. Septem ber 1977. (Letters by JAMES C. MABRY, January 1978, CHARLES M. OSBORNE, February
1978, JOHN M. ELIAS, March 1978, BERNARD H.
HICKS, JR., March 1978, JANET R. OTT,March 1978
and FRANK A. WALKER, April 1978.)
Hum an Reso urce Accou n tin g: A Refined Measurem ent
Mo d el. MOHAMMAD A. SANGELADJI. Decem ber
1977.
Hum an Reso urce Acco u ntin g fo r Pro fession al Sports
Team s. L o u is F . BIAGIONI and PEKIN OGAN. Novem ber 1977. (Letter by JACK O. HALL, JR., June
1978.)
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Retirement: Profit or Loss? HOMER R. FIGLER. Novem ber
1977.
Human Resource Accounting
Hum an Resource Accounting: A Refined Measurem ent
Model. MOHAMMAD A. SANGELADJI. Decem ber
1977.
Hum an Resource Accounting for Professional Sports
Team s. LOUIS F. BIAGIONI and PEKIN OGAN. November 1977. (Letter by JACK O. HALL, JR., June
1978.)
Income Statements (See also Financial Statements)
A Direc t Allo cation Finan cial D ata Ba se for Manuf acturing. FREDERIC G. EICHHORN. May 1978.
Macroaccounting: Why Not? ELBERT L. MENSES. February 1978.
Inflation Accounting
Accounting for Inflation: Some International Models,
JOHN C.H. Woo. February 1978.
Corporat e Strat egy for Com bat ing Inf lation. MARTIN V.
ALONZO. March 1978.
Replacem ent Cost Accounting: A S tud y o f I ts Eff ect on
Growth and Cyclical Stock Characteristics. JAMES
W. VITALONE. March 1978.
Replacement Cost Dat a: What Do You Do With It?
JAMES J. VINCENZO. June 1978.
Information Systems
An Ap proac h to Hosp ital Data Proce ssin g Developm ent.
SIDNEY HANCOCK. March 1978.
How Will Exem pt Hospitals Rem ain Exem pt? LEVON C.
REGISTER. Novem ber 1977.
Institutions
A Cost Accounting Fram e work for E D P Managem ent,
HAROLD M. SOLLENBERGER, October 1977. (Letter
by W. JAMES RYAN, May 1978.)
A Direc t Allo cation Finan cial D ata Ba se for Manuf acturing. FREDERIC G. EICHHORN. May 1978.
An A ppro ach to H ospital Data Pro cess ing Deve lopm ent.
SIDNEY HANCOCK. March 1978.
Control of Data Processing. July 1977.
Data -Base Managem ent, Accounting and Accountants.
EDWARD E. NUSBAUM, ANDREW D. BAILEY, JR.
and ANDREW B. WHINSTON. May 1978.
Developing a Com puter Program for Tax P lannin g. ROBERT M. BORSUK. May 1978.
Insurance
Employer- Sponsored Life Insurance: What It
Costs. TERRANCE D. PAUL. August 1977.

Really

Interest Computations
Accounting and Reporting for Leases by Lessees: The Interest Rate Problem s. JAMES D. BLUM. April 1978.
The Case for Sym m etry in Lease Reporting. WILLIAM L.
FERRARA. April 1978.
Interim Reports
Needed: A New Interpretation for Interim Reports. TIMoT HY E. CARLSON. January 1978.
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Internal Revenue Code
The Impact of Inflation on the Taxation of Capital Gains
and Losses. C. WAYNE ALDERMAN and J. KENNETH
ALDERMAN. December 1977.

Lumber
A Management Accounting System for Contract Loggers.
BRUCE P. BUDGE and HAROLD L. JONES. October
1977.

Interunit Accounting (See also Transfer Pricing)
Accommodating Exchange Rate Fluctuations in Intercompany Pricing and Invoicing. DUANE MALMSTROM.
September 1977. (Letter by GARY R. GILBERD, April
1978.)
Transfer Pricing in a Decentralized Organization. H.
JAMES SHAUB. April 1978.

Management
Basic Elements of Risk Management. FRANK MCCAFFERTY.July 1977.
Contingency Management Approach to Budgeting.
FRANK COLLINSand JOHN J. WILLINGHAM. September 1977.
Financial Management of a Public School District. D.
STUART BANCROFT. July 1977.
Flextime. GLENN J. SCHNUR. June 1978.
What Should the Management Accountant Know? HOMER R. FIGLER. June 1978.

Inventories (See also Material Control)
Controlling Company -Owned Inventories in Public Warehouses. S.K. FELTON. March 1978.
Is LIFO a Valid Accounting Practice? JOHN F. BARBOR.
May 1978.
Liquidation of LIFO Inventories. J. Roy TAYLOR. April
1978.
Obsolescence: The Neglected Factor. JAMES A.G. KRUPP.
September 1977.
Planning, Organizing and Conducting the Annual Physical Inventory. RAYMOND B. JORDAN. August 1977.
(Letters by ELMER E. HUEPEL, January 1978 and
HARRY F. NYE, JR., March 1978.)
Investments
Financial Investments and the True Rate of Return. HAROLD E. WYMAN and J. EDGAR MCFARLAND. August
1977.
The Liquidation Alternative in Business Planning. A. MICHAEL SIBLEY and GERALD L. WADDLE. September
1977. (Letter by JOHN L. GRABOW, April 1978.)
To Be or Not to Be: A Building for Investment Credit?
MICHAEL M. BILLION. June 1978.
Joint Product Costing
Accounting for Joint Products in the Petroleum Industry
ROBERT E. FELLER. September 1977.
Learning Curve
The Learning Curve: A Case Study. LE BRONE C. HARRIS
and WILLIAM L. STEPHENS. February 1978.
The Learning Curve and Its Applications. EUGENE A. IMHOFF,JR., February 1978.
Leases
Accounting and Reporting for Leases by Lessees: The Interest Rate Problems. JAMES D. BLUM. April 1978.
Lease- Purchase Decisions: How Some Companies Do It.
WILLIAM L. FERRARA. Research Report. February
1978,
The Case for Symmetry in Lease Reporting. WILLIAM L.
FERRARA. April 1978.
The Lease- Purchase Decision, February 1978.
Local Government Accounting
Capital Budgeting in Municipalities. WIG DE MOVILLE.
July 1977.
The Financial Disclosure Problem of Municipalities. JOHN
H. KEMPSTER. July 1977.
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Management Accounting
A Management Accounting System for Contract Loggers.
BRUCE P. BUDGE and HAROLD L. JONES. October
1977.
An Overview of Decision Theory for Management Accountants. MICHAEL T. VANECEK. January 1978.
Budget Control at Corning Glass Works. JOHN C. KosToLANSKY. November 1977.
Data -Base Management, Accounting and Accountants.
EDWARD E. NUSBAUM, ANDREW D. BAILEY, JR.
and ANDREW B. WH1NSTON. May 1978.
Flextime. GLENN J. SCHNUR. June 1978.
Management Accounting and the Corporate Environment.
L.D. PARKER. February 1978.
MAP Statement No. 9A, Management Accounting Terminology /Selected Terms: Managerial Accounting. Research Report. July 1977.
Operations Research at Boise Cascade. STEVE LARSON
and C. MIKE MERZ. February 1978,
The Management Control Problems of Responsibility Accounting. DONALD K. CLANCY. March 1978.
What Is Accounting Research Supposed to Do? PAUL
B.W. MILLER. December 1977. (Letter by MILTON F.
USRY, May 1978.)
What Should the Management Accountant Know? HOMER R. FIGLER. June 1978.
Manufacturing Industries
Budget Control at Corning Glass Works. JOHN C. KOSTOLANSKY. November 1977.
Marketing
Hedging Soybeans in the Commodities Market. WILLIAM
M. MCCUE. July 1977.
Pricing Policies and Profitability. ROBERT E. HAMPEL.
July 1977.
Material Control
Obsolescence: The Neglected Factor. JAMES A.G. KRUPP.
September 1977.
Planning, Organizing and Conducting the Annual Physical Inventory. RAYMOND B. JORDAN. August 1977.
(Letters by ELMER E. HUEPEL, January 1978 and
HARRY F. NYE, JR.,March 1978.)
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Mix Variance
Breakeven Analysis with Variable Product Mix. HAROLD
KLIPPER, April 1978.

Financial Investments and the True Rate of Return. HAROLD E. WYMAN and J. EDGAR MCFARLAND. August
1977.

Multinational Accounting
Accommodating Exchange Rate Fluctuations in Intercompany Pricing and Invoicing. DUANE MALMSTROM.
September 1977. (Letter by GARY R. GILBERD, April
1978.)
An Analysis of the FASB's Treatment of Foreign Currency Translation. RUTH E. PLEAK. September 1977.
(Letter by ROBERT W. ATKINSON, April 1978.)
Transfer Price Accounting for MNCs. RICHARD J. NAGY.
January 1978. (Letter by MILTON F. USRY, June
1978.)
Transfer Pricing in a Decentralized Organization. H.
JAMES SHAUB. April 1978.

Price Level Accounting
ASR 190 -The Grand Experiment. ARTHUR E. CARL SON. October 1977.
Current Replacement Costs and Potential Managerial
Benefits. L. TODD JOHNSON. December 1977.
GP L Adjusted Income Statements: A Research Study.
DAVID L. GITTES. October 1977. (Letter by A.D.
STICKLER, April 1978.)
Implementing ASR 190. ETTORE BARBATELLI. December
1977.
NAA- Sponsored Replacement Cost Research. MELVIN C.
O'CONNOR. December 1977.
Replacement Cost - Another Nightmare for Accountants.
ROBERT L. DEWELT. October 1977.
Replacement Cost Accounting: A CPA's View. ROBERT
W. BERLINER. December 1977.
Replacement Cost Accounting: A Time to Move Forward.
RICHARD C. ANKERSON. December 19.77.
Replacement Cost Accounting: How We Did It. W. How ARD WELLS, JR., October 1977. (Letter by ROBERT
G. MORGAN, May 1978.)
The SEC and Replacement Cost: An Urgent Need to Find
a Better Answer. EDWARD J. BAILEY. December
1977.

Nonprofit Accounting
Accounting for a Public Television Station. N. JOSEPH
POTTS.November 1977.
How Will Exempt Hospitals Remain Exempt? LEVON C.
REGISTER. November 1977.
SCAT II -A Process for Planning. ARTHUR F. BRUENINGSEN. December 1977.
Oil Industry
Accounting for Joint Products in the Petroleum Industry.
ROBERT E. FELLER. September 1977.
Overhead
The G & A Overhead Pool: Accounting Tool or Cop -Out?
HENRY R. ANDERSON. October 1977. (Letters by
ROGER A. CUADRA, April 1978 and JAMES T. HOLLAND, May 1978.)
Pension Plans
Can I Save Taxes by Incorporating My Practice? STANLEY
W. GOTT.July 1977.
Needed: Improved Pension Accounting and Reporting.
JACK L. SMITH. May 1978.
Selecting a Retirement Program for a Small Corporation.
ROBERT F. HUEBNER, JR., January 1978.
Performance Evaluation
The Management Control Problems of Responsibility Accounting. DONALD K. CLANCY. March 1978.
Personnel
Retirement: Profit or Loss? HOMER R. FIGLER. November
1977.
Planning Programming Budgeting Systems
Budgeting by Objectives: Charlotte's
CHARLES H. GIBSON. January 1978.

Experience.

Present Value
Breakeven Present Value: A Pragmatic Approach to Capital Budgeting under Risk and Uncertainty. GLENN V.
HENDERSON, JR. and ANDREW H. BARNETT. January 1978.
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Pricing
Pricing Policies and Profitability. ROBERT E. HAMPEL.
July 1977.
The Role of Costs and Cost Accounting in Price Determination. REIN ABEL. April 1978.
Product Costs
Breakeven Analysis with Variable Product Mix. HAROLD
KLIPPER. April 1978.
Productivity Measurement
Organizing for People. HERBERT HEATON. February
1978.
Professions (Legal, Medical, etc.)
Can I Save Taxes by Incorporating My Practice? STANLEY
W. GOTT.July 1977
What Is Accounting Research Supposed to Do? PAUL
B.W. MILLER. December 1977. (Letter by MILTON F.
USRY, May 1978.)
Profit (See also Return on Investment)
How a Bank Performs a Customer Profitability Analysis.
JACK B. LEVINE. June 1978.
Pricing Policies and Profitability. ROBERT E. HAMPEL.
July 1977.
Profit Centers
Responsibility Accounting: A Practical Application.
JAMES H. Toy. January 1978.
Proforma Statements
Developing a Computer Program for Tax Planning. ROBERT M. BORSUK. May 1978.
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Public Ac c ou n ti n g

M e t c a l f S u b c o mmi t t e e : Le t A c c o u nt a n t s M a k e R e f o r m s .

A P r o s p e c t u s f or A u d i to r s ' R e s p o ns i b il i t i e s : T he R e p o r t o f
t he C o h e n C o m mi s s i o n. HE NRY R. JAENICKE
PA T R IC IA A . M C C ON NE LL. Ma y
A n d N o w W e Ha v e . . . J A M E S

1977. (Letter by E.
1978.)

S.

and

1978.

T HY E . C AR LS ON . J a nua ry

WOR T HINGT ON . A ugu s t

JACK T HORNBURG, J a nu a r y

T he Au d i t or ' s Li a b il i t y f o r F r a ud . R OB E R T R . GIA C OLE T -

TI. J u l y 1977. (Letter by
1978.)

E D BA N C Ro F r , F e b r u a r y

of D a t a
Pr o c e s s i ng C o nt r o l s . J O HN R O B E R T A LLE N . N o v e m1977. (Letter by
1978.)

DON ALD J . MC C ART Y, M a y

1978.

1978.

T he M e t c a l f R e p o r t : S e l l i ng S o me A s s u m p t i o n s . R O B E R T
L. HA G ER M A N. J a nua r y

1978.

Re t urn on I n v e s tme nt
F i na n c i a l Inv e s t me n t s a nd t h e T r u e R a t e o f R e t u r n. HA R -

E. WYMAN and J .
1977.

OLD

T he A ud i to r 's Re la t io ns hi p t o the D e ve l op me nt
be r

RO B ER T F . R A N DA LL. J a nua r y

N e e d e d : A N e w Int e r p r e t a t i o n f o r Int e r i m R e p o r t s . T IM o -

ED GA R M C F A RLAN D . Au gus t

R e p l a c e me nt C o s t D a t a : W h a t D o
J . VINC EN ZO . J u ne

You

D o wi t h It? JAMES

1978,

T he Li q u i d a t i o n A l t e r na t i v e i n B u s i ne s s P l a nni n g. A .

MIand GE R A LD L. WA D D LE. S e p te mb e r
1977. (Letter by J O HN L. G R AB O W , A pr i l 1978.)

CHAEL SIBLEY

Public Ut il it ie s
A F u n d e d R e s e r v e f o r M a j o r R e mo v a l s . J. B. GILLET T .
March

Re v e nu e Re c og n it io n

1978.

Ini t i a l F r a nc hi s e F e e : R e v e nu e R e c o gni t i o n. N O R B E R T

Re c or d K e e pi ng

O' C O N N O R . N o v e mb e r

Ha s s l e F a c t o r W o r k s he e t . O c t o b e r

1977. (Letters by
1978.

RAT HY VO SBUR G, F e bru a ry
Re pl ac e m e n t
ASR

Do-

FR E ID E NB E RG , D e c e mbe r

Costs

SON . Oc t ob e r
Cu r re nt

1977.

R e p l a c e me nt

Costs and

P o t e nt i a l

G P L A d j u s t e d I n c o m e S t a t e me nt s : A
DA VID L. GIT T Es . O c t o b e r

M a na ge r i a l

1977.

Re s e a rc h Study.

1977. (Letter by

A. D.

1978)
190. ET T OR E

BA RBA T E LLI. De c e mb e r

N A A - S p o ns o r e d R e p l a c e me nt C o s t R e s e a r c h. M E LVIN
O' C O N N OR . D e c e mb e r

C.

1977.

R e p l a c e me nt C o s t - A no t he r N i gh t ma r e f o r A c c o u n t a nt s .
RO B E R T L. D E W E LT . O c t o b e r

1977.

R e p l a c e me n t C o s t A c c o u n t i n g : A C P A ' s V i e w . ROB ERT
D e c e mb e r

1977.

R e p l a c e me n t C o s t A c c o u n t i n g: A S t u d y o f I t s E f f e c t o n
G r o w t h a n d C y c l ic a l S t o c k C ha r a c t e ri s t ic s . JAMES
M a rc h

1978.

R e p l a c e me nt C o s t A c c o u nt i ng: A T i me t o M o v e F o r wa r d .
RIC HARD C. AD KER S ON . D e c e mbe r 1977.
R e p l a c e me nt C o s t A c c o u nt i ng : H o w W e D i d
AR D W E LLS , J R . , O c t o b e r

G.

MO RG A N, Ma y

It. W. Ho w 1977. (Letter by ROB ERT

1978.)

R e p l a c e me nt C o s t D a t a : W ha t D o
J . VINC EN ZO . J u ne
R e p o r t i ng o n C u r r e n t
BREMSER . J uly
J a nu a r y

SEC

You Do

1978.

R e p l a c e m e nt C o s t s . WAYNE

1977. (Letter by JAMES

G.

J . VINC ENZO,

1977.
of
1978.

S c h o o l s o f A c c o u nt i ng : T he W a y

Di s c lo s u re .

A c c o u nt a nt ' s Vi e w. W A Y N E G. BREM SER , VINC ENT
C. BRENNER and PA UL E . DASC HER. S e p t e mb e r
1977. (Letter by ED W AR D H . OSBORNE, J a nu a r y
1978.)
S e p a r a t e S c ho o l s of A c c o u n t a n c y : A r e T h e y N e c e s s a r y ?
J OHN C. ALE XIO N. S e p t e mb e r 1977. (Letters by
J A M E S H. M A C N E ILL, D e c e mb e r 1977, J IM G. AS H BUR N E, J a nu a r y 1978, ED W AR D H. OS BO RN E , J a nu a r y 1978 and GA R Y A . LUO M A , M a r c h 1978.)
Se c ur it ie s an d E x c ha ng e Co mm is s i on
A n d N o w We H a v e . . . J A ME S

S. WOR T HING T O N. Au gu s t
1977. (Letter by E . JACK T HORNBURG, J a nu a r y
1978.)
A S R 190- T h e G r a n d E xp e r i me n t . AR T HUR E. CARL SON . Oc t ob e r 1977.
R e p l a c e m e nt

C o s t s a nd

R e p l a c e me n t C o s t : A n Ur g e nt N e e d t o F i nd

a Be t t e r A n s w e r . ED W AR D J . BAILEY. D e c e mb e r

Be ne fi ts . L. T ODD J OHN SON . De c e mb e r

M a na ge r i a l

1977.

Re s e a rc h Study.

1977. (Letter by

A. D .

ST IC KLER , Ap ri l

1978.)
190. ET T OR E

BA RBA T E LLI. De c e mb e r

1977.
N A A - S p o ns o r e d R e p l a c e me nt C o s t R e s e a r c h. M E LVIN
O' C O NN O R . D e c e mb e r

1977.

P o t e nt i a l

G P L A d j u s t e d I n c o m e S t a t e me nt s : A

Im p l e m e n t i n g A S R

1977.

t he F u t u r e . A R N O LD

S c ho o l s o f P r o f e s s i o na l A c c o u n t a nc y : T h e M a n a g e m e n t

DA VID L. GIT T ES. O c t o b e r

1978.)
Full

Pu b l i c S c ho o l Di s tr i c t . D .

ST UART BANC ROFT. J uly

Cu r re nt

R e p l a c e me nt C o s t s : S u gge s t i o ns f o r

SEC a nd

wit h It? J A ME S

1978.

DO NA LD A. C O RB IN . A ugus t
T he

ZO F F E R . M a r c h

L. P A OLA SINI. M a rc h

1977.

W. VIT ALO NE .

Lo u i s

Un iv e rs iti e s (See al s o T ra in in g)

F i na nc i a l M a n a g e m e n t o f a

ST IC KLE R, A pr il

W. BE R LIN E R .

Schools and

1977. (Letter by
1977.)

A c c o u n t i ng E d u c a t i o n a n d E d u c a t e d A c c o u n t a n t s . H. J .

Be ne f its . L. T O DD J O HNS ON . D e c e mb e r

Im p l e m e n t i n g A S R

M a t c hi ng F u t u r e C a s h P a y o u t s t o C u r r e nt R e v e n u e . N A T HANIEL SLATER. A u gu s t

190- T h e G r a n d E xp e r i me nt . AR T HUR E . CARL -

C.

1977.

C.

1977.

R e p l a c e me nt C o s t - A no t he r N i gh t ma r e f o r A c c o u n t a nt s .
Re p or t s

RO B E R T L. DE W E LT . O c to b e r

Ha s s l e F a c t o r W o r k s h e e t . O c t o b e r
RAT HY VO SBUR G, F e bru a ry

1977. (Letter
1978.)
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by

D o-

1977,

R e p l a c e me n t C o s t A c c o u n t i n g : A C P A ' s V i e w . ROBERT
W. B E R LIN E R. D e c e mb e r

1977.
77

Replacement Cost Accounting: A Time to Move Forward. Training
RICHARD C. ADKERSON. December 1977.
Accounting Education and Educated Accountants. H.J.
Replacement Cost Accounting: How We Did It. W. How ZOFFER. March 1978.
ARD WELLS, JR., October 1977. (Letter by ROBERT Separate Schools of Accountancy: Are They Necessary?
G. MORGAN, May 1978.)
JOHN C. ALEXION. September 1977. (Letters by
SEC Replacement Costs: Suggestions for Full Disclosure.
JAMES H. MACNEILL, December 1977, JIM G. ASH DONALD A. CORBIN. August 1977.
BURNE, January 1978, EDWARD H. OSBORNE, JanuThe SEC and Replacement Cost: An Urgent Need to Find
ary 1978 and GARY A. LUOMA, March 1978.)
a Better Answer. EDWARD J. BAILEY. December Schools of Accounting: The Way of the Future. ARNOLD
1977.
L. PAOLASINI. March 1978.
Schools
of Professional Accountancy: The Management
Service Industries
Accountant's
View. WAYNE G. BREMSER, VINCENT
Organizing for People. HERBERT HEATON. February
C. BRENNER and PAUL E. DASCHER. September
1978.
1977. (Letter by EDWARD H. OSBORNE, January
Simulation Models
1978.)
Accounting for Inflation: Some International Models.
JOHN C.H. Woo. February 1978.
Transfer Pricing
Sensitivity Analysis: An Accounting Tool for Decision - Accommodating Exchange Rate Fluctuations in IntercomMaking. NABIL HASSAN, R. PENNY MARQUETTE
pany Pricing and Invoicing. DUANE MALMSTROM.
and JOSEPH M. MCKEON, JR. April 1978,
September 1977. (Letter by GARY R. GILBERD, April
1978.)
Sports
Human Resource Accounting for Professional Sports Transfer Price Accounting for MNCs. RICHARD J. NAGY.
January 1978. (Letter by MILTON F. USRY, June
Teams. LOUIS F. BIAGIONI and PEKIN OGAN. No1978.)
vember 1977. (Letter by JACK O. HALL, JR., June
1978.)
Warehousing
Controlling
Company -Owned Inventories in Public WareSystems and Procedures
A Management Accounting System for Contract Loggers.
houses. S.K. FELTON. March 1978.
BRUCE P. BUDGE and HAROLD L. JONES. October
Working Capital
1977.
Evaluating Sources of Capital for Minority Enterprises.
Taxes
HIRAM J. SPRINGLE. March 1978.
Developing a Computer Program for Tax Planning. ROBZero -Base Budgeting
ERT M. BORSUK. May 1978.
Is LIFO a Valid Accounting Practice? JOHN F. BARBOR. Budgeting by Objectives: Charlotte's Experience.
CHARLES H. GIBSON. January 1978.
May 1978.
SCAT
II -A Process for Planning. ARTHUR F. BRUENTax Trade -Offs: Investment Credit Versus Depreciation.
HENRY G. PANSZA. February 1978. (Letter by STEINGSEN. December 1977.
VEN W. PLUMMER, June 1978.)
Zero -Base Budgeting. October 1977.
The Impact of Inflation on the Taxation of Capital Gains Zero -Base Budgeting, PHILIP M.J. RECKERS and A.J.
and Losses. C. WAYNE ALDERMAN and J. KENNETH
STAGLIANO, November 1977. (Letters by ELLIOTT L.
ALDERMAN. December 1977.
SLOCUM, April 1978, AMIN A. ELMALLAH, May
To Be or Not to Be: A Building for Investment Credit?
1978 and WILLIAM B. INCE, June 1978.)
MICHAEL M. BILLION. June 1978.
Zero -Base Budgeting -A Planning, Resource Allocation
and Control Tool. JAMES W. PATTILLO. Research
Terminology
Report. September 1977.
MAP Statement No. 9A, Management Accounting Terminology /Selected Terms: Managerial Accounting. Re- Zero -Base Budgeting in Industry. THOMAS S. DUDICK.
May 1978.
search Report. July 1977.
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Letters to the Editor
Letters to the Editor

M u l t i n a t i o na l s i n L a t i n A me r i c a : A n A c c e n t o n C o n t r o l .

Le t t e r s t o t he e d i t o r c o mme nt i n g o n a r t i c l e s p u b l i s he d i n
Vo l u m e L I X ( J u l y

1977- J u ne 1978)a r e

J O HN D . W HIT T . F e b r u a r y

listed above

to ge t he r wi t h the a r t i c l e r e f e r e nc e d .

H. S AVAG E, O c t ob e r

ELM ER

E. HE U P E L , A u -

gu s t
A Lo o k a t E mp l o y e e S t o c k O wne r s h i p P l a n s a s F i na nc i ng

Tools.

BART

WILLIA M

P.

HART MAN, DA VID LAXT ON

WALVOORD.

FR A N K A LT MA N N , N o v e mb e r
A c c o u n t a nt ' s

Le ga l

Lia bi lit y.

Ma y
ber

1977. (Letter by
1977.)

and
1977. (Letter by
1977.)

Ma r c h

ST EPHEN A .

C AROL

Mosc ow.

S. D E HA VE N ,

T. HA N Feb rua ry

1977.)

St e p . PHILLIP

E. LA M B ER T . Ma r c h 1977.(Letters by
RIC HA R D A . N E S T , J u l y 1977, THOMAS E. MIGN ANE LLI, S e p t e mb e r 1977and RO G E R HA Y ES , N o v e mb e r 1977.)
As s e s s i ng P r o gr e s s of t h e C M A P r o g r a m. J O H N K. HA R RIS and J A C K L. KR OG ST AD . Fe br ua ry 1977.(Letters
by KE NN ET H W. SC HE MP F, A ugus t 1977 and T HOM AS E. HA G AN , S e pt e mb e r 1977.)
A xe l s o n o n N e w Y o r k C i t y C r i s i s . F e b r u a r y 1977.(Letter
by EDW AR D D. GO DD AR D, July 1977.)
Be ne fit -C os t R a t i o s f o r F a m i l y Pr a c t i c e R e s i d e nc y C e nte rs .

MIC HAE L

D.

MC G R A IL. F e b r u a r y
RUP LE ,

Pr i c e -Le v e l A c c o unt i ng, P r a c t i c a l P o l it i c s , a nd T a x R e l i e f .
LEONARD

J OEHNK and GEO RGE
1977. (Letter by T HOMAS

T he F A S B : S e r v i ng It s C o n s t i t u e nc y . D O N A LD J . KIR K.

1976. (Letter by
1977.)

Ju ne

1977.(Letters by DA VID L. GIT T ES , S e pt e mb e r
1977and ALE C DUA R T E, O c to b e r 1977.)
T he Us e f u l ne s s of H u m a n R e s o u r c e A c c o u n t i ng i n P e r s o nne l Se l e c tio n. J . D . SPIC ELAND and H. C . ZA UN BREC HER. F e b r u a r y 1977. (Letter by G E N E J . HYME L, S e p t e mb e r 1977.)
W o u l d n' t I t B e N i c e If- A L A N L. BO ON E. F e b ru a r y 1977.
(Letters by FLOREN C E DA RRAH, J uly 1977,C HAR LES
E. P HIP PS , J u l y 77 and GE OR GE M . J AC KS O N, S e p t e m b e r 1977.)
ruary

Miscellaneous Letters
"A S a l u te t o W i ll i a m B la c k i e . " C HA R LE S

of Im m e d i a t e Wri te off s . MIC HA EL SC HIFF. D e c e mb e r 1976. (Letters by DEAN E. GRABER and
J OHN K. HA R RIS , M a y 1977,J A ME S S . H. C HID , J une
1977, JACK WOOLF, A u g u s t 1977 and MIC HA EL
SC HIF F, N o ve mb e r 1977.)

C a pi t a l iz i ng Le a s e d A s s e t s . J ON AT HAN D. P O ND . J a nu a r y
R. J . HAN LO N, J R . , A u gu s t

E l e c t r o ni c F u n d s T r a ns f e r Sy s t e ms . J AMES

1977.)
C. LAMPE.

March

1977.(Letters by RO G E R J . W E NT Z, S e p t e m1977and PAT RIC K T. M c G UIR E , O c t o b e r 1977.)

F o r e i gn Inf l a t i o n a nd M a na ge me nt D e c i s i o ns . F R E D E R IC K
D. S. C HOI. J une
EN , D e c e mb e r
Id e nt i f y i ng a n d

1977.(Letter by DON ALD
1977.)

D . S HEE L-

J A M ES L. BR A N DE S . A pr i l
O c to be r

1977.(Letter by
1977.)

DEN NIS

Le v e r a ge d Le a s ing. RO B E RT J . RYAN, J R. , A p r i l

(Letter by H.
1977.)

E.

RAWLINSON.

1977.

" A n E xc e l l e nt E xa mp l e . " J A M E S J . VA L E N T O . D e c e mb e r

1977.
" E q u a l l y S i gni f i c a nt . " M IC HA E L

H.K.H. YO UN G.

a r y 1978.
"M i xe d Bo u q u e t . " J A C K SE LLE R S . O c t o b e r

"No
"No

Pi ro u e t te s . " LA RR Y

R. MA R T IN .

Feb ru -

1977.
1977.

D e c e mb e r

Us e fu l P u r p o s e . " C HA RLES HOLDA WAY. O c t o b e r

1977.
" S e t s t he R e c o r d S t r a i g ht . "

S.M. HUN T .

D e c e mb e r

"Stu de nts Be ne fi t f rom A p pli c a t ions A rti c le s . "

1977.
C. M IKE

"Su p p ort for t he

1977.
FASB ?" ROGER D. WO LLS T A DT .

J une

1978.
" T h e D o c t o r s ' a n d La w y e r s ' G a m e . " J E A N E. SIGMAN.

1977.

LAW REN C E HIGBEY, J R. , N o v e mb e r
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October

M E R z . D e c e mb e r

R e c o r d i ng E n v i r o nm e n t a l P l a nt C o s ts .

R. BER ESF ORD ,

D O N A LD L. DE HA VE N , J u l y

T he F u l l D i s c l o s u re P r o b l e m. J UA N IT A M A R S HA LL. F e b -

Be ne fits

ber

J a nu a ry

R.
M.

July 1977.)

1977.(Letter by

M. SAVOIE .

1977.(Letter by DO NALD L. D EHA VE N, J ul y 1977.)
S o c i a l A c c o u nt i ng a nd t he T r a ge d y of t he C o mm o ns . R A Y
WHIT T INGT ON. A p r i l 1977. (Letter by J OHN S.
M E R M E R , N o v e mb e r 1977.)

D e c e m-

A c c r e d i t i n g S p e c i a l t i e s i n P u b l i c A c c o u nt i ng - A Lo g i c a l

1977.)

1977.(Letter by J OHN B. LI U A ,

SE N . M a y

A B e t t e r J o b . . . Y o u r s f o r t he A s k i ng . RO B E RT HALF .

1976.(Letter by
1977.)

ALLA N

M u n i c i p a l A c c o u n t i n g a n d Di s c lo s u re . DA VID

Letters Commenting on Earlier Articles
D e c e mb e r

1977. (Letter by

Octo ber

1977.

" W e D i d n ' t L o s e H e r . " MAURE EN

C. E B E R LE .

J a nu a r y

1978.

79

Feature Articles
At You r Service. Sep tem b er 1977.
Bringin g Up Man agem en t Accou n tan ts. WARNER V.
STOUGHTON. June 1978.
Contro l o f Data Pro cessin g. Ju ly 1977.
Fifty - Eigh th Ann u al Rep o rt. Octo b er 1977.
5 Auth o rs Win Ly b ran d Award s. Au gu st 1977.
Lent Elected Presid en t o f McLeo d Society. Au gu st 1977.

Sen. Muskie Will Address Mid - Atlantic Conference. Sep tem ber 1977.
Speaking in San Francisco. May 1978.
The Conflicts of Fre edom . R. LESLIE ELLts. September
1977.
The Distributions Channels D ecision: A Program of Per form ance Measurem ents. DOUGLAS M. LAMBERT.

Les Ellis of Armstrong. July 1977.
Minor Joins IMA Staff; Vaccaro is Area Manager on
NAA Staff. January 1978.
Modeling NAA. November 1977.
Morgan, Mosso Named FASB Members. January 1978.
NAA in Chicago. August 1977.
NAA Returns to San Francisco. April 1978.
Nominating Committee Report. May 1978.
Notice of Approved Amendments to the Bylaws. December 1977.

June 1978.
The Lease - Purchase Decision. February 1978.

Q

T he S a ga o f a n A c c o u nt i ng A d d i c t . B A R R Y Lt N D S T R O M .

July 1977.
Two Years on the Road. JOHN C. ADAMS. August 1977
(Letters by RAYMOND N. BOWEN. January 1978 and
ED BANCROFT , March 1978.)
Winners All: Akron, Syracuse and Cuyahoga Valley. August 1977.
Zero -Base Budgeting. October 1977.

MEMOMAL

EDUCAT� ON

FUND

-

0

A contribution now to the Memorial
Education Fund is an investment in
the profession of Management Accounting.

It will be put to good use
exclusively for educational purposes.

Send check to NAA Memorial Education Fund, 919 Third Avenue, New York, N-Y. 10022.

So
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Meet Your Source Finance Management Team.
The specialized accounting
recruiting firm staffed by
accounting professionals.

If your field is accounting —or you're responsible for hiring accounting people —get to
know your team of accounting professionals
at Source Finance.

the firm. With this exposure, we can gain an
in -depth understanding of your particular
situation and provide the expert counsel and
guidance you deserve.

Source Finance is the unique non - franchised
national recruiting and placement firm specializing in the accounting and financial
professions. Each of our staff has extensive
work experience in the field prior to joining

If you're planning a career change —or are
seeking to employ capable accountng and
financial talent —call your team of accounting professionals at Source Finance this week
in confidence.

John Catterton, CPA, MBA, directs the Fort
Worth office. Prior associations include Ernst &
Ernst and McDonald Transit, Inc. Member
AICPA, NAA.

Bill Mueller, CPA, directs the Detroit office.

Jim Fowlkes, CPA,directs the Dallas office.
Prior associations include Arthur Andersen &
Co. and Cencor, Inc. Member AICPA, NAA,

Rich Nowak, CPA, directs the Chicago
office. Prior associations include Ernst & Ernst
and American Hospital Supply Corporation
Member AICPA, NAA.

Bob Luter, MBA, directs the Southfield office
Prior associations include eight years with
Coopers & Lybrand. Member NAA

Bill Richardson, CPA, directs the Irvine office.
Prior associations include Peat, Marwick,
Mitchell & Co. and Lion Oil Company. Member AICPA,

Dick Mosek, CPA, directs the Denver office
Prior associations include nine years with
Price Waterhouse & Co. Member AICPA, NAA.

Ben Rugg, CPA, directs the Palo Alto office.
Prior associations include Haskins and Sells
and Crocker National Bank, Member AICPA.
NAA.

Prior associations include Coopers & Lybrand
and Applegate, Mueller. & Co. Member
AICPA, NAA,

Bob Mensik, CPA,MBA, directs the San Francisco office Prior associations include Shirley
& DeBoo and Avco Community Developers.
Member AICPA, NAA.

Aid

R.

Carl Miller, CPA, directs the Los Angeles
office. Prior associations include Arthur Andersen & Co. and Tymshare, Inc. Member AICPA.
NAA.

NMI
Finarre

sdayyStrvev
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Sandy Salmelo, CPA, MBA, directs the Boston
office. Prior associations include Price Waterhouse & Co, and The Gillette Company.
Member AICPA, NAA.

Walt Stroman, CPA, MBA, directs the Atlanta
office. Prior associations include McKnight
Frampton and Santee Cooper. Member
AICPA. NAA.

Now Avdlable: Source Finance offers
interested professionals and hiring executives
two Informative reports without charge The
1978 Accounting and Finance Salary
Survey is a comprehensive study of
compensation at all responsibility levels and
provides an in -depth review of successful

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

Southwest
Dallas
Denver
Fort Worth

214,630 -3410
303.770 -6210
817.338.4750

If unable to call, write indicating position
tifie to: Source Finance, 100 S. Wacker Dr.,
Chicago, Illinois 60606, Department A13

West Coast
Irvine, CA
Los Angeles
Palo Alto
San Francisco

714 975 -0150
213!385 -0333
415;328 -2050
415956 -4740

- I

Call your nearest Source Finance
office this week
East, Southeast
Atlanta
Boston

404 325 -7000
617 482 -7850

Midwest
Chicago
Detroit
Southfield. MI

312 372 -9192
313 963 -7464
313 352 -8860

SourceFinance

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

-=

I

Robert Half is a Certified Public
Accountant. But he hasn't practiced
accounting since 1948 when he
established Robert Half Personnel
Agencies ... an organization devoted to
finding the best talent in accounting.
finance, banking and data processing.
Robert Half's offices are staffed by CPAs, CAs, Controllers, Bankers and Systems
Engineers. They're specialists ... they're professionals ... they know their market
and they know their people. Robert Half does what he does best ... 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.

# R O B E R T H AL F
PERSONNEL AGENCIES

ALBUQUE RQUE • ALL ENT OW N • A TLA NTA • B ALT IMOR E • BI RMINGHA M • BOS TON • BUFF ALO • CHIC AGO • CINC INNATI
CITY O F COMMERCE (CA) • CLE VELAND • C LIFTO N, N.J. • C OLUMB US • DALLA S • D AVENPO RT • DAYTO N • D ENVER
DES MOINES • DETROIT • FRESNO • GRA ND RAPIDS • GREENSBORO • HARTFORD • HOUSTON • INDIANAPOLIS • KANSAS CITY
LANCASTER LONG ISLA ND • LOS ANGE LES • LOUISVI LLE • MEMPHIS • MI AMI • MIL W AUK EE • MINNEAPO LIS • NEW ORL EANS
NEW YOR K • OMA HA • OR ANGE (C A) • PA LO ALTO • PHIL ADELPHI A • PHO ENIX • PITTSBURGH • P ORTLAND • PROV IDENCE
SACRAMENTO • ST. LOUIS • ST. PAUL SAN ANTO NIO • SA N FRANCI SCO • SA N JOSE • SEATTLE • STAMF ORD CT. • TAMPA
WASHINGTON, D.C. • W ILMINGTON
CANAD A: CA LGARY- TOR ONTO • VANCOUVE R • G REAT BRITA IN: L ONDON

