MANAGEMENT
ACCOUNTING
PUBLISHED BY THE NATIONAL ASSOCIATION OF ACCOUNTANTS/ OCTOBER 1978

CASH MANAGEMENT -WHY AND HOW
PENSION FUNDS ARE BIG BUSINESS
INDEXING THE PROGRESSIVE TAX
NAA ANNUAL REPORT

�

TT " � •
1

s

t

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

r

the firm. With this exposure, we can gain an
in -depth understanding of your particular
situation and provide the expert counsel
and guidance you deserve.
If�you're�planning�a�career�change�—or�are
seeking to emplo y capable accounting and
financial�talent�—call�your�team�of�accounting professionals at Source Finance this
week in confidence.
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Call your nearest Source Finance
office this week
East, Southeast
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Boston
Newark New York
Mllesley, MA

404,325-7000
617,1482-7850
201/494-2060
6171235 -3020
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Chicago
Detroit
Southfield, MI
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313:'963 -7464
313, 352 -8860
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Now Available: Source Finance offers
interested professionals and hiring
executives two Informative reports without
charge. The 4978 Accounting and Finance
Salary Survey is a comprehensive study of
compensation at all responsibility levels and
provides an in-depth review of successful
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Irvine, CA
Los Angeles
Palo Alto
San Francisco
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Deloitte, Haskins and Sells
and Crocker National
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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.

If unable to call, write indicating position
214 ?696 -1500 tifle to:
303-571 -4220 Source Finance, Dept, A17
817'338-4750 100 S. Wacker Dr.
Chicago, Illinois 60606
714'975.0150
213/385-0333
415328 -2050
415/956 -4740
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PRESIDENT'S PERSPECTIVE

Research
for Business Needs
The business community in general and the management
accountant in particular are being subjected to unprecedented
pressures from many public and private quarters seeking to
dictate how corporations should manage their financial affairs.
Criticism of established accounting procedures by legislators,
new accounting rules promulgated by regulatory agencies, and
divergent opinions among members of the financial community —
including the accounting profession itself —are presenting
management and ma nagement accountants with problems never
before encountered.
Often called upon to present the business management point
of view, management accountants frequently find themselves
without a unified voice or vehicle to express business views
supported by timely and authoritative research.
In response to this need, NAA is expanding its research
program. The research product will be designed to provide
information that can be used to assist and influence effectively
other accounting forums, professional associations, and political
bodies in the establishment of practices and standards for
measurement, control, and reporting of business operations.
To ensure that this research is relevant, the research staff will
involve NAA members and organizations in the selection of
research topics, evaluation and conclusions. To support this
expanded research program, NAA is seeking contributions from
industry, foundations, CPA firms and individuals concerned with
accounting research for mana gement.
If we are to produce quality research for use by management
accountants and others, your support is needed. Your
suggestions, and feedback on existing research publications, will
be of valuable assistance to the Research Committee and
research staff.
We hope you will support this expanded research effort through
your contributions, both financial and intellectual.

CLEMENS A. ERDAHL
President, 1978 -79
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WHY NOT PROJECT FINANCING?
By P. James Perille and Frederick J. Saathoff

or

Cover:
One way of financing
an oil gas "play " —
as illustrated r this
drill ship —is through
project financing. See
page 13.

EFFECTIVE CASH MANAGEMENT FINDING MONEY AND MAKING IT WORK

Where is the capital to finance the development of new energy sources coming from?
p
p
9Y
9
Project financing in which the economic unit serves as collateral for the loan and
generates cash flow to pay off the debt is one technique that is coming into wider use.

Photo courtesy of Standard Oil
Co. (Ind )
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CASH MANAGEMENT — WORKING FOR THE EXTRA 1 % OR 2%
By James E. Morley, Jr.
Your company doesn't have to be pushing for No. 1 on the Fortune 500 to benefit from
cash management. Any company, regardless of size, can raise its rate of return by
"staying invested." For starters, you must increase the revenue from short-term operating
cash without raising materially your costs of managing it.
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FINANCIAL SOURCES IN THE PUBLIC SECTOR
By Ralph J. Weed
There's gold in them thar government hills —but it takes more than a burro and a
prospector's pickax to dig it out. Here's the modern way for private sector financiers to
mine the mother lode.

29

PROJECT FINANCING FOR EXTRACTIVE VENTURES
By Larry Wynant
How important are "off- balance sheet" liabilities as a general source of financing? Dr.
Wynant examines the numerous project financing arrangements used by the mining
industry and the impact of reporting practices on a firm's borrowing capacity.

36

DOLLAR -VALUE LIFO
By Martin J. Amlung, III
Here's a step -by -step exposition of the basic principles of dollar -value LIFO as applied to
inventory valuation and to standard cost systems. The author also demonstrates a method
of accounting for DVL on the income statement and balance sheet.

41

APB OPINION NO. 29: ACCOUNTING FOR NONMONETARY
TRANSACTIONS —SOME NEW PERSPECTIVES
By Harold E. Arnett
Is APB Opinion No. 29 a move toward current value accounting? Here are discussed some
of the thorny issues of the Opinion that requires the disclosure of the nature of
nonmonetary transactions along with any resultant losses and certain gains.
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TRUST FUND ACCOUNTING FOR MULTI - EMPLOYER TRUST
FUNDS
By Charles B. Jackson
Virtually unknown 30 years ago, employee welfare and pension trust funds —and their
management —have become big business. Today, pension funds alone have more than
$185 billion invested in them; their accounting requirements, needless to say, involve more
than a simple general ledger.
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INDEXING THE PROGRESSIVE TAX SYSTEM
By Frank J. Unger
Indexing our progressive tax system is the best means to help individuals cope with the tax
and inflation dilemma.
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PEOPLE IN THE NEW S all about m embers and other financial executives
TIME OFF the lighter side of the ledger
NEW PRODUCTS/ SERVICES a look at the marketplace

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.
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Price $2.00 per copy. Second class postage paid at Lancaster, Pa.
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Dynamic Duos
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The two outstanding manuscripts submitted in the 1977 -78 Competition were the products of partnerships composed of an academician
and a practicing management accountant. This mating of theory with
practice may be part of the answer as to why they won the Lybrand
Gold and Silver Medals. Their stories also may be useful to aspiring
MANAGEMENT ACCOUNTING aut ho r s , writ ing un d e r t h e ne w rule s tha t

becam e effective w ith the beginning of the NAA year.

Gold Medal winner Albert D. Burger is manager of the audit department at Lehigh Portland Cement Co. Stuart K. Webster, one of his
professors at Lehigh University, was the co- author. The roles were
reversed in the case of the Lybrand Silver Medal manuscript. C. Mike
Merz, associate professor of accounting at Boise State University, was
the principal author, while Steve Larson, assistant to the vice president
and corporate secretary of Boise Cascade Corp., was the co- author.
This collaboration of an academician with a practicing accountant
has many benefits. The management accountant usually has had
hands -on experience with his topic; therefore, his presentation has a
solid background of practicality. The professor, on the other hand, has
a breadth of knowledge of accounting literature and actual writing capabilit y t h at co rp o ratio n m an age rs, u n d er stan d ab ly, of ten la ck.

In other words, although the academician usually lacks the actual
experience of working with an accounting system and testing it against
reality, he does know the theory and he does know what others have
written about it. The management accountant is —and has to be —reality- oriented. He has tested his system and found it works or discovered
why it doesn't work under certain conditions or in particular environments. The collaborators' assets and liabilities often dovetail — leading
to t he p ro d u ct io n o f an ex ce p tio n a l ar tic le.
Su c h t e a m s a s s u m e a g r e a t e r p o t e n t ia l im p o r t a n c e u n d e r t h e n e w
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encourage the submission of more practice- oriented articles —because that is what our readers apparently want. Matching the professor's theoretical expertise with the management accountant 's practlcal experience should lead to the publication of more useful, stimulat-
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Data Sheet
Robert F. Randall, Editor

ZBB in Fiscal Year 1980 by more clearly delineating a planning phase to precede budget preparation and by restricting agency application of
ZBB to only those programs over which the
agencies have some discretion. The report,
Zero Base Budgeting —the First Year- Another
View, was written by Frank D. Draper and Bernard T. Pitsvada.

AICPA Restructures Auditing Facility
SEC Opts for Reserve Valuation
The Securities & Exchange Commission surprised the oil -gas industry and the accounting
field by choosing a new practice for oil and gas
accounting — reserve recognition accounting
(RRA). The Commission seeks disclosure of
valuation data on proved oil and gas reserves
and then for 1979 financial statements, a supplemental earnings summary based on RRA.

FASB Updates Agenda
In an updated plan of its work, the Financial
Accounting Standards Board has announced
that with respect to Elements of Financial
Statements it may issue either another exposure draft or a final statement in the fourth
quarter. Earlier, the Board said it would issue a
final statement during the fourth quarter. In another action, the Board decided to defer adding
a project on Financial Accounting and Reporting by State and Local Governmental Units to
its agenda. A project on Financial Reporting by
Nonbusiness Organizations, either private or
governmental, was added to the agenda, and
the Board plans a hearing on this issue in Fall
1978.
The fund - raising body of the standard - setting
structure —the Financial Accounting Foundation —named Edmund S. Purves executive director. Formerly general counsel with Coats &
Clark, Inc., Stamford, Conn., he will serve on a
full -time basis with the Foundation.

The American Institute of CPAs has restructured its auditing standard - setting facility to
make it more efficient. It has replaced the 21member Auditing Standards Executive Committee with a 15- member, volunteer, rotating Auditing Standards Board; formed a new independent Auditing Standards Advisory Council to
monitor the Board's operations and contribute
to its effectiveness; appointed a staff vice president— auditing; strengthened staff support,
and added a director of auditing research.
Douglas R. Carmichael, formerly vice president— technical services, was named to the auditing vice presidential position with overall administrative responsibility for the Auditing Standards Board staff.

Demand for Financial Executives High
Of the 106 new CEO's appointed last year,
37.6% came from the functional specialty of finance, according to a study by Main, Jackson
& Garfield, Inc., management consultants. The
firm said the continuing trend toward financial
CEO's reflected a trend toward conservatism
and diminished risk - taking. In the latest Heidrick & Struggles, Inc., survey, of the first half of
1978, finance continued to account for more
than a third of total demand (35 %). The firm
noted that the demand is strongest for financial
executives with a broad business management
outlook.

Business /Accounting Briefs
U.S. Tried to Do Too Much
With Zero -Base Budgeting
A research report just published by the Association of Government Accountants (AGA) concludes that the Carter Administration tried to do
too much in the first year's attempt at using
zero -base budgeting. As a result, the authors
say that the overall benefits of ZBB were impaired. They recommend limiting the scope of
MANAGEMENT ACCOUNTING /OCTOBER 1978

There are four computer program languages
emerging as U.S. leaders, according to the Administrative Management Society: BASIC for
micro and minicomputers, COBOL for large
business computers, FORTRAN for the engineering and scientific fields, and RPG for small
to medium -sized computers.... Arthur Schoen haut, executive secretary of the Cost Accounting Standards Board, has been elected presiContinued on page 62

Management
Accounting
Practices
Louis Bisgay, Editor

MAP Acts on Cost Accounting Issues
The Management Accounting Practices Committee responded to five proposed Cost Accounting Standards Board standards dealing
with the allocation of various indirect costs
(MAP, June 1978) by endorsing the Board's decision to treat the standards as a group and
urging that final rules be made effective simultaneously. The Committee gave the individual
proposals mixed reviews, varying with each
topic, and expressed several major reservations about the five sets of proposals as a
whole:
• They do not appear to represent a coordinated description of principles relevant to allocating indirect costs; more could be done to integrate and possibly to condense the proposed
standards.
• The definition of "direct cost" in terms of its
relationship to final cost objectives, while consistent within the Board's promulgations, is in
conflict with the general understanding
throughout accounting literature and in practice
that costs may be direct or indirect as respects
any cost objective. The MAP Committee suggests redefining "direct costs" to the generally
accepted context or, failing that, more fully explaining the specialized use of the term when
issuing the standards,
• If they are issued in their present form, one
total effect of the five standards may be an undue proliferation of overhead pools. It is frequently true that a general allocation is as valid
as the sum of many detailed allocations. Both
the government and industry would benefit if
the standards were broader or if the Board, in
prefatory remarks, were to emphasize that
more detailed allocations need not be instituted
unless the effect on total indirect cost allocation would be material.
In another matter, the MAP Committee told the
Cost Accounting Standards Board that it "looks
with favor on the concept of recognizing the cost

of money on facilities under construction as an
element of cost" and that, as previously expressed to the FASB, "a majority of the Committee favors considering such cost as an expense in
the year in which incurred...."

CASB Issues Proposed R &D Rules
The CASB has proposed a standard intended
to provide criteria for the accumulation of costs
of independent research and development, and
bid and proposal projects, and for the allocation of such costs to cost objectives. Among its
fundamental requirements is the provision that
IR &D /B &P projects shall be treated as if they
were final cost objectives, except that business
unit general and administrative expenses are
not allocable to such projects.

FASB Releases Segment
Information Reporting Draft
FASB has released for public comment an exposure draft of a proposed Statement, Reporting Segment Information in Financial Statements That Are Presented With Another Enterprise's Financial Report. If adopted, the proposed rules would amend FASB Statement No.
14, Financial Reporting for Segments of a Business Enterprise. The proposed rules concern
financial reports containing consolidated or
combined financial statements that are accompanied by a complete set of parent company or
affiliated company financial statements. In such
circumstances, this amendment would eliminate the requirement to disclose segment information in the separate financial statements of
the parent company or of an affiliated company
that has been consolidated or combined in the
financial report. Segment information would,
however, continue to be required in separate
financial statements of an affiliated company
accounted for by the cost or equity methods in
the consolidated or combined financial statements.

SEC Wants Disclosures on Directors
In Release Number 34- 14970, the Securities &
Exchange Commission proposed changes in its
proxy rules that would require firms to provide
shareholders with substantially more information about corporate boards of directors (MAP,
August 1978) than they do presently. These
proposed changes in proxy disclosure requirements represent the first stage in the Commis Continued on page 59
MANAGEMENT ACCOUNTING /OCTOBER 1978
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Need a quick reference I
to determine monthly
payments on any size
loan? It's in FINANCIAL
FACTS!
Do you remember these
formulas: Current Ratio,
Acid Test Ratio, Inventory
Turnover, Accounts
Receivable Turnover,
Inventory Economic
Order Quantity, Break even Point? Find them in
FINANCIAL FACTS!
Do you use statistical sampling
in your work? Find formulas
and random number tables
in FINANCIAL FACTS!
Do you need a quick
reference for metric measurement and conversion? These
tables are in FINANCIAL FACTS!
Find these and many more
in FINANCIAL FACTS!
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TO THE EDITOR

L

Consid er th e Pro ject Own er
Man y co mp anies are d isco vering th at
cost acco u n tin g in the co n stru ctio n industry is not performed as well as
would b e ex p ected. Th is is skillfully developed in Jam es J. Ad rian 's article
"Cost Accou n tin g for a Co nstru ctio n
Com p a n y " (M A 3/ 78 ).

From the many exam ples cited, it was
evid en t that the benefits to the customer
o f th e construction company, i.e., the
pro ject owner, were not considered. In
fact, th e author, in no instance, cited the
ben efits to the project owner in the significant area of tax accounting.
Th is is ironic in that, oftentim es, the
own er's accountants and tax advisors

Your
computer
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your reports are all these things. In addition,
the Margin Master's sturdy, freestanding design
allows it to be stored on your existing shelving,
eliminating the need for expensive storage racks,
and saving valuable floor space. The polished
solid steel posts eliminate page tear out and the
difficulty of threading bent nylon posts. This
computer binder opens to a flat reading position
with visibility to the inner edge of the reports.
Label holders provide content identification.
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rely heavily on the contractor's costs to
support their claims for investment tax
credit and the establishment of shorter
component lives in the analysis of their
new building account. Available dollars
are, thus, lost every day by American
industry due, in part, to this reliance on
these contractor's costs that are admittedly, nothing more than "often less
than accurate estimates."
No wonder the IRS is taking so many
taxpayers to task on their supposedly
sophisticated investment tax credit analysis of construction accounts.
Peter Tarrant
Valuation Consultant
Marshall & Stevens, Inc.
Kansas City, Mo.

Macroeconomics, an Empty Promise
I seldom write letters to the editor,
but I feel I must respond to John Benedik's article "Macroeconomics; The
Emerging Influence on Accounting
Theory" (MA 7/78).
What troubles me is the overall impression given that there is no alternative to the macroeconomic approach,
and that it follows further that we
should help refine it to a fine art. But
before accepting too quickly, let us look
again at the abbreviated definition of
macroeconomics, not of what is said,
but what is implied, to see if we can be
completely comfortable with the concept.
As defined by Mr. Benedik, "macroeconomics represents the use of accounting concepts to explain the national economy." Innocent enough, but he
goes on to say "It is also used for planning and implementing specific national
economic policies." Planning and implementing, why do these words scare
me? Why should they not scare everyone hearing them? Taken to their logical conclusion, these words are the antithesis of liberty and freedom. It is one
thing to plan but by whom for whom?
For a plan to be effective, it must be
implemented, but by how much force?
Force is implied, is it not?
MANAGEMENT ACCOUNTING /OCTOBER 1978

I must disagree with Henry G. Pans za's depreciation strategy as set forth in
"Tax Trade Offs: Investment Credit
versus Depreciation" (MA 2/78).
Because Mr. Pansza is basing his decision on tax savings, the first task is to
get the maximum investment credit
consistent with the economic realities
concerning the useful life of the asset.
The investment credit directly reduces
the tax and does not affect the total of
the depreciation deductions over the life
of the asset.
Having established the investment
credit, the next step is to make use of
the most liberal depreciation policy
available under the Internal Revenue
Code. The fact that the company may
have little income or even that a liberal
depreciation policy may generate a loss
is of little consequence. The new extended carryover periods for both net operating losses and investment credits provide sufficient time to use those benefits.
A significant factor in the initial
choice of depreciation methods is that a
MANAGEMENT ACCOUNTING /OCTOBER 1978
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When you need temporary fill -in people in accounting,
bookkeeping or data processing, you want them FAST You
have a specific job waiting.
You want them to get the job done with no ifs, ands, or buts
... QUICKLY.
You want them to be slightly over - qualified so your people
won't have to spend their valuable time explaining what is
needed.
You want these people to come in, do the job, and leave.
That's what our people want too!
This is why we say the sooner you fire us, the happier we
will be.
wmnlemps

For Liberal Depreciation

We never quit...
we always get fired.
That's good for you, and
it makes us happy too!

registered Trade Mark c! the Robert Hall Organi:,:3tirr
)

Personally I believe accountants
should be in the forefront of the move
back to rationality. Economics is a science of choices: a study of the allocation
of scarce means among competing ends,
and this implies a free and open marketplace. We will do a great disservice to
the future if we abandon this precept
which lies at the very foundation of the
idea of individual liberty and freedom.
If the concept of choice means that
individuals or governments purposely
act now so as to bring about a situation
or condition they consider more desirable later, it should go without saying
that some choices will fail and some will
succeed. For me, I would prefer a society that limits the effects of adverse results from faulty choices to the initiating party, and not on an unsuspecting
and innocent populace.
To any doubting souls, I need only to
refer them to the article entitled "Accounting Soviet Style" contained in the
same July issue to illustrate the empty
promise of macroeconomics.
Richard W. Cochran
Treasurer
Gen. L. Brown,Ins.Agency
Las Vegas, Nev.

World's largest temporary service specializing exclusively in
Accounting, Bookkeeping and Data Processing emergencies.
Look us up in the White Pages
in the united States, Canada and Great Britain.
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change can be made from an accelerated sentation of the subject matter of acmethod to straightline without IRS con- counting for leases. I was, however, sursent, but a change in the opposite direc- prised to see a couple of errors in the
tion requires consent, which may not be mathematical notation , and am writing
given.
to correct them.
Finally, present economic conditions
Specifically, in equations 1, 2, and 3,
dictate the use of liberal depreciation 'he shows a series calculation for t taking
methods. The constant inflation makes on the values of integers from 0 to n. By
an increased cash flow more valuable beginning with 0, he has assumed the
now than it would be in later years, par- classic annuity d ue case, and should
ticularly in a growing business. Changes have set his upper limit at n -1. Without
in technology can require the replace- this change, his formulas may lead a
ment of assets sooner than anticipated, reader to include one too many rental
which again favors an increased early payments. The presentation would have
cash flow.
been helped if he had defined n as the
Given these considerations, deprecia- "number of payments" instead of the
tion strategy would favor the use of the "term of the lease." Ambiguity can remost liberal depreciation policies avail- sult if, for example, the lease term is
able, except in the most unusual cir- three years but there are six semiannual
cumstances.
payments.
Another simplification would have
Gerard A. Spick, CPA incorporated a reference to an annuity
Chicago, Ill.
table as a way to find the value of the
series. Alternatively, the following formula could have been provided:
Extraordinarily Clear
(i + i)
(R — E) • 1 -{Professor Blum's article (MA 4/78) is
an extraordinarily clear and logical preFinally, the example calculation was

By immediate
implementation
of your most pressing
accounting need.. *
CFMS opens the door
to a fully integrated
financial
C'
66
management
system.

Washington DC (202) 347 -7550
New York (212) 269 -2700
Chicago (312) 648 -5555

Paul B. W. Miller
University of Utah
Salt Lake City, Utah

A Recommended Approach
Robert F. Huebner, Jr.'s article "Selecting a Retirement Program for a
Small Corporation" (MA 1/78) was
generally well -written and informative,
but it neglected to mention the basic
plan type most often recommended in
today's climate the Offset Plan.
Several of Mr. Huebner's exhibits
took into account the permissable feature of integrating the private pension
plan with Social Security, but none of
them achieves the level of cost and benefit stabilization characteristic of the
Offset Plan. Simply stated , the offset
formula identifies a percentage of Social
Security benefits that will be used to reduce the amount to which the participant would otherwise be entitled. These

Whether it be General Ledger, Budget and Planning, Cost
Accoun ting; Purchasing and Accounts Payable; or Billing and
Accounts Receivable. Pick one, two or all. They are ready to
roll. The others are ready when you are. A completely
integrated financial management system compatible with an
IBNf or mini - computer based environments, in modules or as a
total package.
CFMS ... developed by the nation's largest builder of custom
financial systems, American Management Systems. From our
AMS offices throughout the United States we implement and
maintain hundreds of clients' financial applications with
consulting, development, software and
support. CFMS... the Comprehensive
Financial Management System.
Y'
Tell us about your most
pressing accounting needs..CFMS is
,
ready for your immediate
Implementa tion. With CFMS the
> °
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S
system, downstream or today, are
c
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•
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marred by an apparent typographical
error that inserted the value .9 for d
when .09 should have been used.

am5

For more information write•:
AMERICAN MANAGEMENT SYSTEMS
1515 Wilson Blvd. Dept. 220 -1
Arlington, VA 22209
Or call: (7 03) 841 -6000
Attn: Mr. Peter Livengood
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percentages may be on an absolute or
multiple of earnings basis:
Example 1:
(Absolute)

Example 2:
(Multiple of
Earnings)

60% of final average
compensation offset by
831/, of Primary Social
Security benefit
2% of pay times years
of service (maximum
30 years credited) offset by corresponding
percentage of Primary
Social Security benefit

Even prior to the recently legislated
rates of Social Security contribution, the
offset approach was often recommended. Since the rates have escalated and
the levels of earnings to which the rates
are applied have also been greatly elevated, the offset approach will have
enormous appeal.
William W. Whitescarver
Senior Vice President
and Consultant
Herget and Co., Inc.
Baltimore, Md.

Welcome a Practical Solution
I agree with T.E. Carlson's concern
as expressed in his article "Needed: A
New Interpretation for Interim Reports" (MA 1/78). There is indeed a
great deal of inconsistency in reporting
practices between industries and even
between companies within the same industry. These inconsistencies are a result of seasonal fluctuations as well as
the variations as to the type of data disclosed on a quarterly basis. Many companies report to their shareholders on a
quarterly basis using the minimum disclosures as required by APB Opinion
No. 28. Others provide their shareholders with the expanded disclosures as required by the SEC's Accounting Series
Release No. 177 adopted in 1975. The
FASB has seen fit to deal with the question of accounting for income taxes in
an interim period in Interpretation No.
18, but it has failed to deal with the
broader problem of setting standards for
determination of income in interim periods.
Mr. Carlson's proposal for presenting
a condensed income statement and
earnings - per -share data for the quarter,
MANAGEMENT ACCOUNTING/OCTOBER 1978

period to date, and for the latest twelve
month period presents a practical method for eliminating seasonal variations
and should provide some consistency in
interim reports. We believe corporate
accounting executives share Mr. Carl son's concern about the incompleteness
in the interim reports as now prepared
and would welcome some practical solution that would be used by the financial community.
H. J. Trefi
Manager, Consolidated Reports
Deere & Company
Moline, 111.

Will We Be Ready?
"Organizing for People ", by Herbert
Heaton (MA 2/78) is an excellent article. It points out the need to modify
management techniques to be effective
in a complex and changing world. And
it goes on to demonstrate "how to do
it." The article should be read by all
management accountants, whether serving in the private or public sector.

As Mr. Heaton indicates, and my first
observations after becoming an accountant for local government twelve years
ago — accounting in local government
was more concerned with appropriations and commitments than with responsibility and performance. I am
pleased to report much has been accomplished to correct this condition. However, it will remain a challenge for
some time to come.
We can be certain of one thing in this
changing world— whatever our responsibility is today —it will change tomorrow. Will we be ready?
I think SO—if MANAGEMENT AcCOUNTING continues to publish articles
that provide the proper balance. Our
theory and principles may be sound —
our skills and technique current. But if
accountants are not equipped to coordinate their effort, they won't be effective.
Further, in stating "today none of us
has the skills which will be needed for
employment here five years from now,"
Mr. Heaton is reminding us of the importance of continuing education.
Continued on page 61
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Why Not
Project Financing?
Because of the large demand for capital for many needed projects,
the financing of new ventures is often difficult. Project financing,
which relies upon the assets and cash flow of a particular venture, is
one alternative employed by oil companies to supplement the
traditional sources of capital.

By P. James Perille and Frederick J. Saathoff
Seeking new sources of capital for corporate expansion or new activity is a task assigned to the
financial executive. The technique of "project financing" deserves a full consideration by the corporate manager assigned this responsibility.
What is project financing? The term has been
used to describe various types and kinds of financings of projects both with and without recourse.
In recent years, however, it has evolved to define
more precisely:
A financing of a particular economic unit
under which the lender partially or wholly
relies upon the assets ofthe unit for collateral, and upon the cash flow from the unit as
his source of funds for repayment ofdebt.
There has been a high level of interest in project
financing as defined above, and that high level of
interest will likely continue and perhaps increase
in the future. While there are many reasons for
the interest in project financing, some of the more
significant considerations are:
1. Conventional sources of funds may not be
adequate.
MANAGEMENT ACCOUNTING /OCTOBER 1978

2. Supplemental sources of capital can be
opened up.
3. The burden of financing is shifted to the
project.
• Serves to reduce overall risk to sponsor.
• Provides leveraged returns without corresponding risk or recourse.
4. Project financing provides investment opportunities not otherwise available.
Conventional Sources of Funds
May Not Be Adequate
Normal sources of corporate pool capital to
fund new investments include equity funds, either
from retained earnings or the sale of new stock;
corporate debt obligations; tax deferrals, depreciation and other forms of capital recovery.
Equity financing through the sale of new stock
has been quite unattractive as a source of funds
for many companies. The high returns required by
equity investors have been consistently reflected in
the low price -to- earnings ratio evident in recent
years. Also, the potential dilutive effect on earnings per share has dampened interest in this vehicle. As a result, over the past 15 years, more industrial firms have sought to increase the proportion ofdebt in their capital structure. This trend is
evident in the petroleum industry. A recent study

P. James Perille is
director, financial
evaluations and
anaylsis for Standard
Oil Co. (Indiana),
Chicago. He holds a
B.S. degree in chemical
engineering from
Purdue University and
has done graduate
work in business
administration at
Northwestern
University.
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Frederick J. Saathoff is
director, external
reporting and policy for
Standard Oil Co.
(Indiana), Chicago. He
holds a B.S. degree in
business administration
from the University of
Nebraska and an
M.B.A. degree from
Northwestern
University, Mr. Saathoff
is a member of the
Chicago Chapter,
through which this
article was submitted.

by the Chase Manhattan Bank shows' that the
proportion of debt to total capital employed for a
group of 29 of the largest oil companies has increased from 13.3% in 1965 to 26.1% in 1976.
There is, however, a limit on the proportion of
total capital structure that can be obtained via direct borrowings, and that limit has been or is being reached by many firms.
Tax deferrals, depreciation and other capital recovery charges represent another normal source
of capital. But because of the effects of inflation
and rising costs levels, such sources are generally
inadequate even to replace existing productive capacity, let alone provide for expansion of operations.
Many companies are finding conventional capital sources inadequate to fund available discretionary investment opportunities. This leads to the
second principal reason for interest in project financing: It often opens up supplemental sources
of capital that might not otherwise be available to
the sponsoring firm. Some of these new sources of
capital in project financing include:
• Investors in the equity portion of leveraged
financial leases, whether they are capital leases or
operating teases.
• Bank, pension fund or insurance company
lenders, including lenders to lessors as well as general commercial lenders to joint venture projects.
• Supplier's credits.
• Export- import credit agencies ofa large number of countries.
• Joint venture equity interest holders, as well
as limited partners, that supply their pro -rata
share ofequity, and also provide security backing
for their share or more than their share ofdebt.
• Overseas Private Investment Corp. (OPIC) or
World Bank direct or guaranteed loans.
• Foreign government lenders or guarantors of
debt.
Transfer Burden of Financing
One of the main factors in opening up the availability of the supplemental capital sources listed
above is the "stand alone" nature of a project financing as opposed to a more conventional project that is funded from corporate pool capital.
The security for the project financing is highly dependent upon the cash flows from the project itself, with little or no recourse to the shareholders
ifthe project gets into difficulty. This, therefore,
represents a higher -risk, higher- return situation
for the project lenders, and attracts capital sources
reflecting these objectives.
Another attractive feature ofa project financing
arranged by a joint venture is that the underlying
investment is often recorded by the individual
shareholders on an equity basis. This can result in
highly leveraged returns to the shareholders de-
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pending upon the success of the enterprise and its
capitalization. The debt obligation generally extends directly only to the project itself, and the
consolidated balance sheet ofthe individual shareholders properly does not reflect the debt burden
assumed by the venture.
New Investment Opportunities
Renewed interest in project financing also has
been stimulated because it opens the door for projects that would not otherwise be available. For
example, oil companies have entered into many
joint venture oil, gas, and petrochemical projects
with both developed and developing foreign countries. Frequently these projects involve the use of
raw materials, manufactured goods, or labor
available in the local country, together with the
expectation of producing other raw, intermediate,
or finished products that could be consumed in
that country or exported.
Foreign countries often need capital investment
projects and technological know -how to reduce
imports or to increase exports, As a result, the
government partner in a joint venture project is
often willing to provide its share of equity funds
and guarantee its share of the debt of the project.
In some cases, it will guarantee the entire debt of
the project. Once the host government decides to
participate, momentum is added that often contributes significantly to the project's success. Also,
the host government usually is quite anxious to
see the project meet its debt obligations because of
the importance of maintaining a good credit rating. Accordingly, the host government frequently
will take appropriate measures to foster the investment. These measures might include tariff
protection for manufactured products, temporary
tax relief and so on. Furthermore, projects highly
favored by the host country often prompt additional incentives to the investor, such as a tax holiday for a period ofyears, lower tax rates until the
project is paid out, or interest subsides.
The foregoing is not intended to unduly emphasize projects involving foreign governments. There
are many other natural opportunities for project
financing involving private financial co- venturers
who are seeking economies of scale and correspondingly higher returns. In some cases, the coventurer may bring technical know -how to the
project as well as his share of the debt and equity.
Negative Aspects of Project Financings
So far, we have focused only on the attractive
aspects of project financing. It should be noted
that there are also negative features, some of
which are summarized below.
• Project financing is time consuming and can
be quite complex.
• Joint ventures can be particularly costly as
MANAGEMENT ACCOUNTING /OCTOBER 1978

compared to the more conventional sole risk corporate projects because of the inability to write off
tax losses or to absorb investment tax credits until
profits become large enough to utilize them as offsets.
• Because of the higher perceived level of risk,
project financing can be more costly than pool
capital financing of corporate projects.
• Participation in joint ventures nearly always
involves a substantial sharing of project control,
and this entails a definite risk of disagreement
among the participants.
A few examples of project financing that have
been accomplished help to illustrate the points
that have been made up to now and provide more
specific information.
Joint Venture—Manufacturing Facilities
A joint venture project in a foreign nation involving manufacturing facilities, this project involved a 50% interest on the part of a private
company from that nation, a 20% interest on the
part of another private company from a different
nation, and a 30% interest by a subsidiary of a
third company. The funding of the project included a 35% equity financing pro -rated among the
three participants. The remaining debt financing
was supplied by local and foreign commercial
banks and suppliers credits, and was largely supported by guarantees provided by local government- controlled banks. As part of the financing
arrangement, the joint venture must maintain certain maximum debt -to- equity ratios.
The project was capital intensive and made a
semi - finished product that could be converted into
finished product through the use of labor intensive
finishing facilities. All or part of the output could
be consumed in the country where produced, although the possibility existed that some of the finished product might be exported.
The project involved a reduced level of risk because of the substantial degree of direct and indirect government support of the project through
assurances or guarantees. This was due to the fact
that the project supplied capital and jobs in a desirable industry involving a technologically advanced facility and manufacturing process. It also
permitted a substantial degree of back integration,
and corresponding economies to the host country.
Other benefits include improvements in balance of
trade through the reduction of imports, and the
obtaining of a product supply deemed vital to the
country's development.
From the standpoint of the foreign participants
in the venture, the project offered a number of
attractive features. It placed them in business in a
country that welcomed its operations and appeared to offer an attractive profit potential. The
process involved operations and expertise of a naMANAGEMENT ACCOUNTING /OCTOBER 1978

ture familiar to the companies because they had
other similar endeavors elsewhere.
Strong government backing provided a basis for
substantial leverage and an attractive return on
investment. The project provided a vehicle to sell
licensing rights on proprietary processes, as well
as obtain profits from the sale of the products.
Furthermore, the importance of the project to the
economy of the foreign country reduced political
as well as commercial risk because there was assurance that the government would foster the viability of the venture, even under adverse circumstances. Finally, special incentives, particularly in
the area of taxes, were made available to the participants in the venture.
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Joint Venture Drilling Company
The second example involves a joint venture
drilling company in which the equity ownership is
held on a 50/50 basis by two corporations —an oil
company and a drilling company. The joint venture company purchased a large cargo vessel and
converted it into a drill ship. Financing was obtained through direct bank loans covering 90% of
the construction and conversion costs of the vessel. The principal security for the financing was an
intermediate term contract for services that the oil
company entered into with the joint venture drilling company. Additional security was provided
via working capital maintenance agreements that
each of the co- venturers provided to the lenders
on a several basis.
From the standpoint of the oil company participant, the joint venture arrangement assured the
availability of a drilling rig during a period of expected tight supply with no appreciably different
conditions than would have been the situation if it
had entered into a normal contract for service
with an unaffiliated company. The drilling company could provide the expertise, manpower, and
logistics necessary to operate the vessel, just as
would be the case under a normal contract for
service arrangement, and the cost for the rig
would be set at market rates, which appeared to
yield an attractive return to the co- venturers.
The oil company's interest in the vessel would
be recorded as an equity investment, and the vessel was expected to be self - financing through the
underlying contract commitment. One -half of the
profits of a highly leveraged firm would flow back
to the oil company, regardless of whether it was
using the vessel, or the vessel was being contracted out to third parties. Also, the oil company
would have a 50% interest in the residual value of
the vessel.
From the standpoint of the drilling company
the joint venture arrangement offered a number of
distinct advantages over building a proprietary
drill ship. In the first place, there was uncertainty
as to how long the then existing shortage of drill15

large

Recent
increases in the
price of new
natural gas
supplies have
changed the
economic
attractiveness of
acreage
holdings.

ing rigs might continue. There was, therefore, a
definite advantage in having a one -half interest in
a rig which was committed under intermediate
term contract, rather than having a full interest in
a rig which might be idle at some future date.
With a contract of service as security, the drilling
company was able to participate in a venture that
could be easily financed on a highly leveraged basis. The drilling company had only to invest in
one -half of the equity for 50% interest in what
appeared to be a profitable venture that had little
impact on its ability to borrow and finance other
projects. Furthermore, the strong security involved in the arrangements with a major oil company enhanced interest rates and terms. Finally,
the drilling company received a daily operating
management fee for arranging for the crewing,
provisioning and operation of the drill ship.
Obviously, both companies benefited from the
supplemental source of debt financing that was
made available through the use contract which
provided the main security for the arrangement.
Additionally, the liability of the two parents, both
strong companies, for working capital maintenance was on a several, rather than a joint basis,
so that each company's obligations would be independent of the other company's obligations. The
synergistic joint venture between two corporations
provided substantial advantages to both companies with little impact on the financing capabilities
ofeither party to the agreement.
Limited Partnership for Exploration
and Development
The last example deals with a limited partnership arrangement between a domestic oil and gas
company serving as general partner and a financial investor who was the limited partner. Oil and
gas companies often have large amounts of unexplored acreage to process that require major expenditures for exploration drilling and development. Because ofthe large amounts of capital that
are required at the front -end to process this acreage, alternative funding sources to pool capital are
sometimes advantageous. In the right circumstances, a limited partnership with a substantial
financial investor can provide an attractive vehicle
for evaluation and development of acreage inventories.
Recent increases in the price of new natural gas
supplies have changed the economic attractiveness
of large acreage holdings that were at one time
considered to be of marginal interest inasmuch as
they consisted of low- yield, on -shore gas provinces. The increasing attractiveness of processing
such acreage, coupled with internal budget limitations, prompted the oil and gas company to initiate an effort to identify gas exploration and development projects suitable for outside funding on a
non - recourse basis.
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A particular gas play was selected as a funding
candidate for a limited partnership due to its special characteristics. The amount of acreage was
quite large, so that it was expected that very substantial expenditures would be needed to explore
and develop the gas reserves located on it. Another factor was that the land leases would expire in a
relatively short period of time. The acreage, therefore, required immediate attention. Finally, there
was some exploratory risk, as well as a developmental risk in a technological sense because the
land involved a tight, low -yield gas play area.
A limited partnership arrangement was entered
into with a major financial investor. The agreement provided that the limited partner would put
up 100% of all funds for drilling, completing and
equipping a number of wells in exchange for a
variable partnership interest in production profits.
As new proceeds become available, the limited
partner receives a relatively high proportion of the
partnership proceeds until a before -tax payout of
the limited partner's contribution to the partnership is achieved. After payout, the limited partner
retains a relatively low residual interest in future
partnership proceeds. Under this type of arrangement, the limited partner's return will vary only
within a narrow range, regardless of the ultimate
profitability of the overall program. However,
there is absolutely no guarantee that payout will
necessarily occur. As compensation for taking essentially all the risk and funding the entire program, the limited partner would expect an attractive return, a consideration generally enhanced by
the fact that (1) the limited partner also receives
all tax deductions and credits associated with its
investment, (2) payout is designed to occur within
a relatively short time, and (3) the partner retains
a continuing residual interest.
The oil and gas company as general partner
also benefits from a financial point of view. Because the net cash flow "relinquished" to the limited partner after the payout period is relatively
low, the oil and gas company retains most of the
upside potential. The general partner's future rate
of return from the partnership is potentially high
because no appreciable or additional investments
are required on its part. The partnership arrangement provides a supplemental capital source to
the general partner allowing the use of corporate
funds to finance other projects with more attractive returns. It represents a non - recourse arrangement which doesn't burden the general partner's
balance sheet and which results in minimization
of risk on the part of the oil and gas company.
Under the right circumstances, limited partnership arrangements can represent an attractive financing tool. Investors such as banks, pension
funds, or insurance companies are willing to supply substantial amounts of cash for such investContinued on page 22
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Cash Management—
Working for the Extra 1% or 2%
Before you can execute the razzle- dazzle plays in managing cash,
you have to learn the basic blocking and tackling, i.e., know how to
set up a program and carry it out on a daily basis.

By James E. Morley, Jr.
The only justification for an elaborate cash management operation is that more money will be
earned than spent to get that extra 1% to 2% rate
of return. 1% to 2 %— that's all we're concerned
about as the difference between a "basic" approach to daily cash management that a clerk can
handle and a system that might require a full -time
professional cash manager. The I% to 2% can be
earned through time invested, not just rates.
My point is this: be realistic in evaluating how
"sophisticated" you want to be in cash management. If your cash pool is large, say over $1 million it's probably worth the extra effort and risk to
get that 1 to 2% ($10,000- 20,000 on $1 million).
It's a lot of fun to read a dozen papers and journals each week and spend all day on the phone
with bankers and brokers —but will it be worth it?
You may be better off improving working capital
by spending your time collecting receivables, taking cash discounts, stretching out your payments,
and playing the "float."
Generally, with the implementation of a cash
management program, the first and largest increase in short -term investment income comes
fairly easily, it's the extra 1% to 2% that comes
hard. Obtaining that extra return depends upon,
l) your idea of an acceptable degree of risk, and 2)
the amount of effort you can spend staying on top
of the "money market."
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There are four broad areas in cash management; 1) identifying cash available for investment,
2) establishing investment goals and guidelines, 3)
determination of the investment instruments, and
4) daily routines for cash management. These areas cover a whole spectrum of sophistication.
For lack of better terms, I have arbitrarily divided the four broad areas of cash management
between "basic" and "advanced." All I have done
is place into the basic category items that I consider just that — basic. As football fans know, basics
are the blocking and tackling. If you can't block
and tackle, you are going to lose a lot of games
despite a book full of razzle- dazzle plays. That
means that there are many things in the advanced
category that a number of readers will consider
basic, but they are basic only because they were
either in existence when you started at your company or you have made them second nature.

James E. Morley, Jr., is
vice president for
finance and
administration,
Rensselaer Polytechnic
Institute in Troy, N.Y.
He holds a B.M.E.
degree from
Rensselaer Polytechnic
Institute and an M.S.
degree in accounting
from Syracuse
University. Mr. Morley
is a member at large.
This article was
submitted through the
Princeton Chapter.

Basic: Identifying Cash
Available for Investments
The annual cash Bow cycle. The first step to
good cash management is preparing a budget or
schedule of receipts and disbursements for the
year. This is really in the form of a cash flow budget and it need not be terribly sophisticated your
first year 'round. In fact, the easiest way for you to
prepare this will be to go back and reconstruct a
cash flow document based on actual figures for
your preceding year. Exhibit 1 is a general outline
17
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of the type of budget that is fairly easy to put
together and drop numbers into. It is important to
go through and prepare a budget so that you will
be able to judge actual performance against the
budget and ask why cash flow was different than
you had expected.
The process of refinement of the cash How budget is probably the most important step leading to
a more sophisticated approach to cash management. A cash management budget will not only
help you get a handle on cash flow, but also aid in
identifying surprises that may have occurred in
the past but have not been previously documented. Most important will be the identification of
disbursements and receipts that can be controlled
in order to improve cash flow and thereby increase the amount of invertible funds.

Exhibit 1
CASH BUDGET
Jan.
Beginning cash balance

Feb.

Mar.

Dec.

XXXXX

Add:
Receipts
Letter o f credit
Maturing investment/ bo rrowing
Total available
Less:
Payro ll and related
General disbursements
Taxes
Dividend
Principal & interest
Investment /short -term debt
Total disbursements
Ending cash balance

Advanced: Identifying Cash
Available for Investments

XXXXX

Exhibit 2
DAILY CASH REPORT
For the close of business as of (date)
Bank
account
number
General operating
cash A /C
Payroll cash A/C
etc.

XXX

Book
balance

Bank
Bank
book
available
balance cash balance

XX

XXX XX
XXX XX
Totals

Prepared by
It is necessary to call your bank each day for these balances.

Debt management is a consideration for many
for one reason or another. For whatever the reason, if you do have a cash flow shortfall during the
low periods, you will have to consider the coordination of your investments and debt structure.
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This makes the overall cash management operation more complex; however, if the two programs
have not been well coordinated in the past, there
is an opportunity to reduce interest expense and
increase interest income. But, the effectiveness of
this kind of a program depends upon a high degree of savoir faire of the money market coupled
with a willingness to take some risk betting on the
direction of interest rates over a six -to- twelve
month period.
The daily cash report. Exhibit 2 outlines a basic
cash report. This is a very important document
and it should be prepared daily, preferably the
first thing in the morning. It should encompass all
active cash accounts, and a phone call should be
made each day to the banks to obtain the bank
book balance and available fund balance —or the
balance reporting systems offered by many banks
may be utilized. Obviously, a daily phone call may
not be necessary for some of your accounts whose
activity is predictable at certain times: Each individual company is a separate case; therefore it is
necessary to evaluate what accounts should be reported daily.
The next three items are placed in the advanced
category: 1) Balance Sheet Analysis, 2) Bank Relationships, and 3) Identifying the Float.

Balance sheet analysis. Balance sheet analysis
means the review and control of accounts payable.
Once a cash flow budget has been prepared and
you are comfortable with this document and your
daily cash report, you should begin looking at the
accounts receivable and accounts payable operations.
Rigorous collection procedures are the best way
to insure adequate cash flow on the receivable
side. In addition, it includes monitoring of any
letters of credit and their relationships to the receipt of funds.
On the accounts payable side, zero -in on liabilities for taxes, dividends, payroll and other expenditures over a dollar amount that appears significant to you in order to manage the liability side
of the balance sheet. By using these four items,
you usually can identify an extremely high percentage of your cash disbursements and minimize
the number of activities and transactions you
must monitor. The remaining cash disbursements
below your selected dollar amount should be paid
on a timely basis, insuring that all cash discounts
are taken.
The impact of bank relationships on cash balances. If you're using the first three points to minimize your cash balances in the banks, you'll soon
be invited to lunch by your banker — that's when
you know you've graduated. The types of relationship your company has with your banker is probaMANAGEMENT ACCOUNTING /OCTOBER 1978

bly the limiting factor on what is an acceptable
level of cash to be maintained in your bank accounts. I don't have any pat formula for coming
up with the proper balance to be maintained at
your banks, but certainly, minimum levels are required to support the services they provide.
The main considerations should be the types of
services that you do obtain from the banks and
the manner in which they expect to be compensated. They can be compensated in balances left in
accounts or on a specific charge basis. Most banks
are just getting into a more specific charge basis
for their services. Typically, they rely upon some
formula applied to your average daily available
balance to come up with the income earned on
your account. This figure is compared to the cost
of services to your account and a profit or loss is
determined for your account.
These "profit" statements should include the
available balance for tax payment deposits and
should be reviewed with the banks. If they are
reluctant to do so, that may indicate that you have
left too much money "on the table." What I am
trying to say is: how much you leave with any
bank is subject to negotiation, recognizing that at
some point it will refuse to service your account if
you don't leave enough money in compensating
balances.
Identifying the float. Float is the difference between three figures. The cash sheet in Exhibit 2
carries three columns and the primary reason for
these three columns is to aid in the identification
of the float. You really have two floats to be concerned with - - although the one I think really
counts is the float between your bank book balance and your available funds regardless of what
your book balance is at the time. Available funds
are those funds that have cleared the federal reserve system by the process of: 1. having the deposits you have made cleared through and
charged against the payer's account, and 2. your
own disbursed checks having been presented and
cleared at your bank.
On the deposit side of float, you should be
aware of how long your bank is taking to `blear"
your deposits. "Taking" is a misnomer because
you really don't know how long it is taking a bank
to clear your deposits because the way banks do it
is to code on the check the normal amount of time
or a standard time that it takes to clear rather
than the actual time. In other words, it is worthwhile— particularly with large single check deposits—to check with your bank and see if you can't
speed up the process of making those deposited
funds available. The average for many banks is a
three -day clearance, so if you have a check for,
say, $100,000 and you can get it cleared in one
day, then you can invest that $100,000 for two
additional days and you will begin to pick up that
1% or 2 %.
MANAGEMENT ACCOUNTING /OCTOBER 1978

Exhibit 3
CASH MANAGEMENT
Money Market Instruments and Institutions
United States Treasury direct obligations
United States Treasury bills
United States Treasury notes and bonds
Housing credit agencies
Federal National Mo rtgage Association
Government National Mortgage Association
Federal ho me loan banks
Federal Home Loan Mortgage Corporation
Federal credit agencies
Banks for cooperatives
Federal land banks
Federal intermediate credit banks
Bankers acceptances
Bank of America NT &SA, San Francisco
Citibank, New York
Manufacturers Hanover T rust Company, New York
Morgan Guaranty Trust Company, New York
Continental Illinois NB &T Company, Chicago
First National Bank, Chicago
Mellon Bank NA, P ittsburgh
Bank certificates of deposit
Same as bankers acceptances, plus:
many of the banks yo u maintain acco unts with.
Commercial paper
General Motors Acceptance Corporation
General Electric Credit Corporation
Sears, Roebuck Acceptance Corporation
Ford Motor Credit Company
Merrill Lynch, Pierce, Fenner & S mith
Montgomery Ward Credit Corporation
plus, banks o n the approved list for bankers acceptances
Day -to -day money management
Repurchase agreements (U.S. Government obligations)

Establishing Investment Goals and Guidelines
Establish acceptable levels of risk. This guideline may be self - evident but it is very important to
establish the degree of risk you can take in your
cash management program. Consider risk in cash
management as comprised of two factors: 1. the
inherent or institutionally - established risk based
on the "quality" of the investment instruments
(risk of principal), and 2. the risk the money manager takes when trying to "guess" what the market is going to do (market - risk). The differences in
the two categories of risk are that the risk in the
first is a risk of principal, and in the case of the
second the risk is the result of money market fluctuations and general changes in the interest rates.
Although, depending on the investment instrument, you may risk principal if investments are
sold before maturity, as in the case of the reduced
market value of a bond or note resulting from the
market conditions of increasing interest rates.
In today's money market, there are sufficient
high quality "instruments" available with a near
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When you're
invited to lunch
by your banker,
you'll know
you've
graduated.

zero principal risk and a list of these investments
by name should be established and approved by
your finance committee or board of directors. Exhibit 3 is a sample of investments that could be
approved by the board of directors. As you can
see, it is very conservative.
Be comfortable with a conservative listing of
very high quality instruments because you have
enough to worry about in cash management in
judging what interest rates are going to do, let
alone worrying about whether you also are going
to lose the total principal as, for example, in the
case of Penn Central commercial paper.
Please note that this list is not designed as a
plug for any particular bank or company, rather
as an illustration of the quality instruments that 1
think you should begin with to reach a meeting of
the minds with your board of directors.
Determining desired rates of return.This item
is placed in the advanced category because it flows
from the establishment of the determination of acceptable risk levels on your money management
instruments. To a large degree, the rate of return
on your short -term investments is determined by
market conditions unless you are willing to accept
a ' high degree of principal risk, and shift out of
high quality, lower yielding instruments to lower
quality, higher yielding instruments during times
of falling interest rates.
By determining a rate of return I mean establishing an aggregate dollar amount of investment
income to be achieved and working to meet or
better that budget goal within the framework of
your accepted level of risk. In other words, if the
short -term interest rates drop by 2% from the estimated percentage you used to establish your
budget, there will be very little that you can do to
make up that 2% by shifting to other market instruments. All other things being equal, I prefer to
switch my emphasis during periods of falling interest rates to increasing the turnover of receivables and stretching out payables. This is in preference to taking on the added risk of the garbage
you have to buy in order to get an added 2% over
the Treasury Bill rate for an equivalent time period.
Determination of the Money Market Investment
Instruments
The determination of acceptable short-term
cash investment instruments is a function of 1. the
degree of principal risk, 2. the length of the investment period, and 3. liquidity requirements.
You will quickly gain an awareness of the need
for liquidity as you work with your cash budget
and make conscious decisions as to what level of
cash you must maintain at your banks. To add a
margin of safety, you should hold sufficient marketable instruments that can be sold or redeemed
on short notice or "reversed repoed" (for explana-
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tion of this technique, see below) to cover any surprises.
For example, certificates of deposit with banks
typically yield more, for the same period of time,
than U.S. Treasury Bills. However, they are not
normally redeemable until the due date, and as a
result your cash is tied up for a fixed period of
time and is considered "illiquid" if the secondary
market is ignored. You gain liquidity with a small
trade -off in interest return by switching to "governments." Because of the vast secondary market
in Treasury obligations, they can be bought and
sold daily (with same day delivery) and consequently offer a higher degree of liquidity than
bank C/Ds or most commercial paper.
Obviously, the highest degree of liquidity is to
keep all of your cash in a demand deposit account,
but that defeats the purpose of maximizing returns from cash management.
A daily savings account is another good way to
maintain liquidity without sacrificing interest income although these are restricted to $100,000.
Repurchase agreements constitute a highly liquid
operation that can offer more interest return than
the daily savings account. Moreover they allow
you to operate in levels of investment in excess of
the $100,000 savings account maximum.
Repurchase agreements, or "repos" or RPs as
they are often called, can be negotiated with commercial banks and some brokerage houses. The
substance of a repurchase agreement consists of
your purchase of marketable securities, usually
"governments," coupled with your bank's (or broker's) agreement to "repurchase" these securities
from you after an agreed period of time. However,
the interest paid is usually a function of the federal funds rate, not the investment instrument. So,
from this standpoint, the securities really act as
collateral rather than a "true" purchase. In a reverse repo, the roles are reversed and you become
the borrower, pledging perhaps a Treasury with
long -term capital gain potential without affecting
the holding period.
Understanding the Money Market
The best way to understand the nature of the
many money market instruments is by establishing a regular reading program and by actually
working with different types of investments. Exhibit 4 lists the types of references that are published to help you understand the money market.
At one time or another, all of the money market
instruments are mentioned in the various publications. This list is not all- inclusive; rather, it is only
suggestive of the sources available.
Basic: Daily Routines for Cash Management
Daily cash report. I have already outlined the
basic structure of the daily cash report. I need
only stress the importance of its early completion
MANAGEMENT ACCOUNTING /OCTOBER 1978

e a c h d a y a nd a c c u r a c y . T he p ri ma r y r e a s o n f o r a n
a c c u r a t e d a i l y c a s h r e p o r t , i n a d d i t i o n t o k e e p i ng
y o u a wa r e
i t e m:

of the

f l oa t , i s r e l a t e d t o the f o ll o wi ng

Watching your banker and broker.

D e s p i t e t he

l a y ma n' s f e e l i ng t ha t y o u r b a nk , s e c u r i t i e s c u s t o d i a n a n d b r o k e r , wi t h a l l

of t he i r r e l a t e d go v e r n-

me nt r e gu l a t io ns , a r e b a s t i o ns

ofe ff ic i e nc y

a nd e r-

The use of " wire
transfers" to move large dollar amounts between
banks and brokers. T he t e r m wi r e t r a ns f e r r e f e r s
t o t he p r o c e s s of ha n d l i n g t h e t r a n s f e r of f u nd s
c a s h re p o r t is e mb o d i e d in:

t hr o u gh t he f e d e r a l r e s e r v e s y s t e m s o t ha t f u nd s
b e c o me a va il a b le o n t he s a me d a y

of

tr a ns f e r ,

r a t he r t ha n t he s i t u a t i o n whe r e c he c k s m u s t c l e a r
thr o u gh the f e d e ra l r e s e r ve s y s t e m, a p r o c e s s t ha t

ro r l e s s o p e r a t i o n, in t he re a l wo rl d the y a r e a ll

req ui re s a minimum

s u b j e c t t o a d e gr e e

ma i l i ng d e l a y s . W i r e t r a ns f e r s a r e t he m o s t e f f i -

of M o n o p o l y ,

of e r r o r

t ha t , u nl i k e t h e g a me

d o e s n o t e nd u p i n y o u r f a v o r . In

of t hr e e

d a y s , no t i n c l u d i ng

c i e nt wa y t o ha n d l e l a r ge b l o c k s

of mo n e y

a nd

ot he r wo r ds , d e p o s i ts ma y ge t p o s te d t o s o me b o d y

i ns u r e t ha t y o u a r e ma xi mi z i ng t he a v a i l a b i l i t y

e ls e 's a c c o u nt

fu nd s f o r i nv e s t me nt .

( ma y b e

t he

b a nk ' s c l e a ri ng a c -

of

c o u nt ) , wi r e t ra ns f e r ma y b e a d a y l a t e o r ge t l o s t

T he m a j o r p r o b l e m wi t h w i r e t r a ns f e r s i s t h a t

e nt i r e l y , t h a t b i g c h e c k f o r $ 1 0 0 , 0 0 0 m a y t a k e 4

p e o p l e o p e r a t i ng t he s y s t e m a r e p r o ne t o e r r o r ,

d a y s t o c l e a r r a t he r t ha n

a ga i n

3 days,

a nd o t he r i nt e r -

e s t i ng i t e ms l i k e t ha t .

CASH

us ua lly in s o me b a nk ' s

fa v or. T r a ns f e r s

2:00 o ' c l o c k o n a p a r t i c u l a r d a y .

mu s t o c c u r by
Ot he r wi s e , the y wi l l no t ge t c re d i te d a s " s a me d a y

Adv anc e d : D ai ly Rou ti ne s f or Cas h Man ag e me nt
A n e v e n mo r e i m p o r t a n t re a s on f o r t he d a i l y

fed f u nd s . " It is ve ry i mp o r t a nt to id e nti fy t he
s p e c i f i c b a n k s a nd a c c o u nt s i nv o l v e d s o t ha t t he

Exhibit 4
CASH MANAGEMENT READING LIST
Address

Publication

Daily

Bus ine s s We e k

1221 Ave nue of the America s
New York, N.Y. 10020

Weekly

First Chica go World Re port

First Na tiona l Bank of Chica go
Bus ine s s a nd Ec onomic Re s e a rc h Div.
One Firs t Na tiona l Pla za
Chic ago, III. 60670

Monthly

Bus ine s s C omme nts

Gira rd Ba nk
Philade lphia , Pa .

Fixe d Inc ome Re vie w

Me rrill Lync h, Pie rc e , Fe nne r
La wr e nc e Sho pping C e nte r
Route 1, T re nton, N.J . 08648

Ec onomic Note s
Re s e a r c h Su mma ry
Money Note s
Inves tme nt Polic y Note s

Dona ldson, Lufkin J e nre tte Inc .
140 Broa dway
New York, N.Y. 10006

Sta tis tic a l Re fe re nc e
Ac tion Re c o mme nda tion

Dona ldson, Lufkin

Inve s tme nt Polic y
Re s e a rc h Outlook

Dona ldson, Lufkin

Smith

Monthly

Weekly

&
&

&

Stra te gy

&

&

Dow J one s
Co.
22 Cortla ndt St.
New York, N.Y. 10007

&

Wa ll Stre et J ourna l

J e nre tt e Inc .

Monthly

J e nre tte Inc .

Qua rte rly

C omme nts on C re dit
Bond Ma rke t Roundup

Sa lomon B rothe rs ,
One Ne w York Plaza ,
New York, N.Y. 10004

Weekly

Me mora ndum to Portfolio Ma na ge rs

Sa lomo n Bro the rs

Weekly

U.S. Fina ncia l Data

Fe dera l Res e rve Ba nk of St. Louis
P. 0. Box 442
St. Louis, Mo. 63166

Weekly

Weekly Money- Market Bulletin

Morgan Gua ra nty Trus t C o.
23 Wall Stre et,
New York, N.Y. 10015

Weekly

Wee kly Govt. Se curitie s Bulletin

Me rrill Lync h Govt. Se curities
1 Libe rty Plaza
165 Broadway, New York, N. Y. 10006

Weekly
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A lockbox
won't straighten
out your control
problems.

transfer can find its way through the system into
the appropriate accounts. The cash report is important because daily monitoring of the available
fund balance and bank book balance alert you if
any large amounts of money have not been recorded properly.
Wire transfers can be used to concentrate funds
for investment if you utilize lockboxes for receipts.
The improvement in the deposit and availability
of receipts —using a lockbox. I have placed the
concept of using the lockbox for your account receivable deposits in the advanced category because it is something that I think should be undertaken only after you have established a good,
sound accounting and accounts receivable operation. In other words, if you have a problem depositing your money and keeping track of it each day
under your existing system, don't look to a lockbox to straighten out your accounting and control
problem. The banks will only make it worse. They
are well equipped to handle large volumes of
"clean" payments accompanied by remittance advices. They are not equipped to assist you in identifying to which account a payment should be
credited.
The big advantage of the lockbox is twofold.
One, you cut down the delay of the mail and im-

prove the clearance of checks because the checks
will go directly to a post office box, be picked up
by the bank, and deposited during the same day.
Also, depending upon your bank setup, it is possible to have the lockbox located in an area that will
further improve the ability of the bank to clear
your funds, i.e., reduce the number of days to
clear the funds from three to perhaps two or even
one day,
Another advantage of the lockbox could be that
it places the burden of depositing the receipt on
the bank rather than your own cashier's operations. Just from the standpoint of employee morale and smoothing out the cashier's operation,
the lockbox is an efficient item that pays off not
only in improved cash flow but also in reduced
cost for handling, all the way from the cashier to
the mailroom.
The Extra 1% or 2%
The name of the game in cash management is
increasing the revenue from short -term operating
cash without significantly increasing the cost related to managing that cash. The basic framework
for cash management presented in this article will
aid you in establishing such a program and, once
established, in evaluating the trade -offs needed to
gain that extra I% or 2 %.
❑

WHY NOT PROJECT FINANCING?
Continued from page 16
ment opportunities without becoming actively involved in operations. Therefore, the interests of
both parties can be well served.
Weighing Pros and Cons
Project financing arrangements can provide access to sources of supplemental capital other than
that of equity and corporate debt. Secondly, most
of the financing risk is shifted from the corporation to the project itself. To the extent that there is
a shift in risk to the project, such financings have
a reduced impact on the company's borrowing capacity. Although the interest costs associated with
project financings are greater than the corporate
cost of debt, the high leverage achieved in relation
to the risk may, in some cases, make such financings effectively less expensive than the use of corporate pool capital. The final advantage of project
financing is its ability to open up investment opportunities not available on any other basis.
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Project financing does have a number of disadvantages. Applications which are attractive, and
yet are amenable to the company's operations, are
limited. Also, because of the risks involved, security❑arrangements❑required❑by❑the❑lenders❑—or❑the
financing companies❑—may be onerous. Lenders
generally will attempt to minimize the risks that
they assume, and careful negotiations are required
as a rule. Putting together a project financing can
be very time- consuming and complex from the
standpoint of negotiations, tax matters and documentation. Finally, in a project financing, there is
oftentimes the disadvantage of having to share
control and the attendant risk of disagreement.
There are many innovative financing opportunities available in the use of joint ventures and partnerships, as well as other forms of project financing. Each of these opportunities must be analyzed
carefully to determine whether the costs outweigh
the expected advantages.
❑
' 1976 Financial Analysis ofa Group of Petroleum Companies, The Chase Manhattan Bank, N.A., New York, N.Y., October 1977,
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Financial Sources
in the Public Sector
While the public sector may not be the best source of financing for
every company or project, it certainly is a viable and beneficial one
in many instances.

By Ralph J. Weed

levels

The existence of public sector financing sources at
federal, state and local
generally goes unnoticed by much of the private sector business community. Smaller businesses, which often do not
have the staff and /or the time to seek out public
sector financing programs, are probably the least
aware of their existence and the most in need of
the advantages that can be derived from their utilization. Also, there is a category of both small
and large businesses which while they are aware
of the programs, do not want to get involved with
what they call the "strings" attached to public
sector financing. Nevertheless, both of these categories and others in the business community
should seek out and review what is currently
available from public sector financing sources to
determine its usefulness under current money
market conditions.
Some of the advantages that could be derived
from the utilization of public sector financing
sources are:
1. Some programs will participate with private
sector lenders to provide up to 100% financing
of a project. They generally will permit the private lender to take a preferred security position, taking whatever subordinate position is
available or permitted.
2. Through various kinds of funding, such as appropriations and the issuance of tax free bonds,
MANAGEMENTACCOUNTING/OCTOBER 1978

some programs will provide financing at a lower than market rate of interest, bringing down
the carrying cost of a project.
3. Some programs will provide financing at terms
of repayment that are extended beyond what is
available in the private sector, bringing down
the annual cash carrying cost ofa project.
4. If a project is a sufficiently high risk that private sector financing sources are hesitant to
participate, many times it can be financed in
whole or in part through a public sector program's participation.
Public sector financing takes many forms, including:
1. Grants— financing is provided carrying no repayment terms.
2. Loans — financing is provided at more favorable terms than the private sector will give or
where private sector borrowing is not available.
3. Loan guarantees —the loan of a private sector
lender is partially guaranteed in order to make
funds available and /or to provide better than
market terms from the private sector.
4. Equity guarantees —the equity contribution of
a private sector investor is partially guaranteed
for a number ofyears in order to stimulate this
type of financing.

Ralph J. Weed is chief
financial analyst for the
Pennsylvania
Department of
Commerce, in
Harrisburg. He holds a
CMA, is also a CPA,
and has a BBA degree
in accounting from
Temple University. Mr.
Weed is director of
professional
development at the
Harrisburg Area
Chapter, through which
this manuscript was
submitted.

This presentation is being written not to condone or condemn any public sector financing
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Some states
have a toll -free
ombudsman's
number that can
be used...

agency or its purpose or to comment on the pros
and cons of public sector financing in the private
sector in economic theory or concept. Also, this
presentation will not attempt to define a process
through which economically feasible projects can
be identified and /or packaged for public sector financing. Rather, the purpose of this presentation
is to:
I. Create awareness of the existence of public sector financing sources and suggest how to go
about identifying them.
2. Generate familiarity with how these financing
agencies operate, their general purposes, and
application procedures.
3. Suggest general procedures that can be followed to expedite application processing by the
financing agency.
Because the chief financial person in a business
organization is important. in applying successfully
for public sector financing, this presentation is directed toward his role as the provider of information and liaison to the financing agency. If you are
the C.F.P., here's what you do.
Before Beginning the Search
Before beginning the search for financing, become very familiar with the general aspects of the
company and the project to be financed. Know
what it is the company is attempting to accomplish by entering into the project. Be knowledgeable about the internal benefits the company will
derive and the business strengths and weaknesses
of the company historically, currently, and in the
future.
Determine where the project will be carried out
and a general time frame for performance and
completion. Be able to explain how the project
will progress and what resources are needed. If
there are definable steps, know what they are and
the timing of resource requirements for each.
In the realm of financing, know the areas of
need and availability. Try to break down the areas
of need into categories such as working capital,
real estate, personal property, intangible property
and start -up costs. Be familiar with what debt and
equity financing is available and its cost in the
private sector as well as the effects of possible
trade -offs and variations. Determine if a void exists in the availability of private sector financing.
Last, know what external effects your project
will have. Consider, at international, national,
state and local levels, the consequence on such
areas as employment, social impact, the environment, and tax revenues including the ripple effect
on each. From an economic view consider the
consequence on the industry, competition, productivity, technology, capital formation and other
related areas.
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Armed with a general knowledge of the company and the project, the next step is to identify a
financing source that can be utilized.
Seeking Out a Receptive Program
Financing programs can be found at all levels of
government. At the federal level, the place to
start, is ironically, probably your state department
of agriculture. The federal government has a computerized data base of more than 1,000 federal
loan, grant and assistance programs call the Federal Assistance Programs Retrieval System
(FAPRS— pronounced FAPPERS). The operation of this system is administered by the U.S.
Department of Agriculture through the state departments of agriculture. The system is designed
to pinpoint eligibility for funding under the federal financing program's established criteria. In addition to FAPRS, a call or letter to almost any
federal department or agency, such as the U.S.
Department of Commerce, Transportation, Energy or the Environmental Protection Agency could
produce results.
At the state level, the place to start probably
would be the state department of commerce or
other departments and the Appalachian Regional
Commission if applicable. Some states have a toll free ombudsman's number that can be used to
gain direction. If all else fails, call or write the
governor's office.
At the local level, things generally are not as
organized. The best place to start probably would
be with a local industrial or community development organization. If one is not identifiable, a call
to the mayor's office is more than likely the best
alternative.
During the search for a public sector financing
source, inquire about programs that have a purpose relating to the internal and external effects of
your project. Program goals are generally centered around the following major areas:
1. Creating and preserving employment. These
programs usually are involved in industrial development and /or expansion, alleviating the
economic effects of unemployment, and training or retraining.
2. Stimulating or supporting all or a segment of
the economy. These programs usually are involved in industrial development and /or expansion, alleviating the effects of unfair competition, encouraging research and development,
providing and maintaining infrastructure, and
compensating for the effects of social deficiencies.
3. Reducing the negative internal economic consequences of enacting a law. These programs
usually are involved in alleviating the effects of
environmental safety, and equity market restrictions and regulations.
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In identifying applicable programs, expect to
find ones that seem only partially or remotely to
parallel the project characteristics. Also, project
internal and external effects may have to be redefined in terms that better relate to those of the
program. Seeming inconsistencies between project
and program should, at this stage, be discounted
until further investigation proves that a match is
not possible.
As part of the search, inquire as to the means of
contacting an identified program and generate an
appropriate list of programs that might be of interest. When all sources have been exhausted,
prioritize the list by most applicable program considering what has been learned so far and the project characteristics.
How Public Agencies Operate
Government financing agencies are created by
law or statute passed by the appropriate legislative
and administrative bodies. Once enacted, the responsibility to carry out the intent of the act is
placed with an administrative department, whose
oversight is related, to establish an agency for implementation of the act. A governing body and
staff is then gathered, operating policies and procedures instituted, and if necessary, regulations
adopted.
The purpose ofthe agency's program is included in the law or statute and interpreted in the
regulations. Public agencies generally are not created to make a profit. However, in carrying out
their purpose they must use prudence in meeting
their goals and protecting the public interest.
Agency funding usually comes from either government budgeted appropriations reviewed and
approved periodically by the legislature and /or
the issuance of tax -free bonds in the private sector. Whatever the source, it seems that most agencies are restricted as to their fund raising ability
and correspondingly the availability of funds to
the private sector is limited.
Staffing of the agency is accomplished through
the administering department. Organizationally,
the agency usually will have a director, professional staff, field representatives, a supporting office staff and outside professionals contracted in
relevant areas. As in funding, staffing is generally
at a lower level than required to service a great
volume ofapplications, which precipitates a fairly
stringent adherence to established procedures. Often, in dealing with applicants, there is a desire on
the part of the agency representative to be as helpful in individual circumstances as he can, but because of the volume of applications, he must insist
on strict compliance with established processing
procedures.
Staff activities — disseminating information and
applications, determining eligibility, processing
and reviewing applications, and making recomMANAGEMENT ACCOUNTING /OCTOBER 1978

mendations to the governing body —are coordinated by the agency director. The governing body
reviews the information submitted by the staff
along with staffs recommendation and decides to
finance or not finance the project. All of this process generally is accomplished with no direct input
from the applicant to the governing body.
Sometimes, dealing with public agencies is difficult and frustrating. In order to reduce aggravation, remember that most agencies are very busy
with many diverse projects and problems; therefore, most contacts, especially requests, should be
followed up in writing. Also, as with any organization, it is important to be familiar with and follow the agency chain of command and review
process to avoid creating bottlenecks.
When dealing with individual agency personnel, it must be realized that they are probably not
as familiar with your business and project as you
are. Therefore, be sure you are communicating
and taking the time to seek out and explain areas
of misunderstanding. Agency personnel usually
have a one -time relationship with a project both
because of the nature of the program and agency
personnel turnover. Thus, they are not necessarily
interested in generating an on -going relationship
as bank representatives would be.
Maintain a cooperative and open attitude with
the agency representative. He generally will try
his best to assist in getting an eligible project approved for financing as soon as possible. Maintain
a professional -to -1 professional relationship with
him. Do not try to hide anything or portray something in a different light. Remember that the agency representative will be your company's representative to the agency and its governing body
when the project is presented, so save him from
any possible embarrassment by giving him full
and accurate information.
Working from your list of identified financing
agencies in order of priorities, as described previously, the next step would be to make contact
with the appropriate representatives. During this
contact give them a brief description ofthe project
and the internal and external effects it will have. If
one indicates that the project may be eligible, inquire as to the availability offunds and the agency's application procedures and timing. Ifsatisfied
that the program may be of some utility to the
project, request that the agency representative
send an application including instructions and applicable law and regulations.
If, after reviewing the material, interest still exists, establish a meeting with the agency representative, preferably at the company's office. At this
initial meeting, a cordial but professional relationship should be cultivated. Attempt throughout the
meeting to solicit the representative's guidance
and opinions.
While there are many topics that could and
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should be covered in the initial meeting, probably
some of the more important are as follows:
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public agencies
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1. Review, in more detail, the project and its estimated internal and external effects.
2. Determine if the project is eligible in whole or
part or if a redefinition of the effects are possible to gain a more recognizable match.
3. If the project is found to be not eligible, then
determine if there are any other known programs that can be identified and whom to contact.
4. If the project is found to be eligible, then determine the application processing steps and procedures, and the availability of funds.
5. Review the application to ascertain exactly
what information and supporting exhibits are
required and in what form they should be presented.
6. Determine how the staff recommendation is
generated, who is involved, and what criteria
are used in evaluating projects.
7. Ask for the representative's opinion of what
the decision - making body uses as guidelines
and policy in its evaluation of projects.
8. Inquire as to what conditions and restrictions
are usually imposed if a project is approved.
9. Last, determine what follow -up is done by the
agency and what criteria are employed in evaluating the success of the program.
After meeting with the various agency representatives, determine which, if any, financing
source or combination of sources could be utilized
in the project. Notify, preferably in writing, the
applicable agency representatives that there is intent to apply and that an application is being prepared. The application preparation and information gathering process should now formally begin.
Preparing the Application
During preparation of the application and gathering of appropriate information it is probably
well to keep in mind one general question as a
tool. That question is:
If I were an investor reviewing this project,
given that my background in this business is
limited and considering my objectives and
purpose for becoming involved, what would
I look for in my evaluation and what supporting information would I need?
This question can be used as a guide for determining the substance and form of information
submitted on or with the application. Many times
the application questions and requirements do not
fully reflect what is needed to properly evaluate a
particular project.. The submission of additional
information to answer more adequately applica-
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tion questions can create a better understanding of
the project by the agency, and expedite processing
to a desired end.
The following areas generally are or should be
covered in the application or supporting information:
APPLICANT

This area is usually adequately addressed on the
application. It will cover such things as: eligibility
information, the name and address of the company, and the location of the project. It is important
to establish one contact or liaison person in the
company to deal with the agency. He or she should
be clearly indicated in the application along with a
mailing address and telephone number. This contact person should have adequate knowledge and
authority to discuss the project and provide the
answers to any questions that might arise. Because
of his position and responsibilities in the organization, the chief financial person is probably best
equipped to carry out this role.
ENTITY

Describe the entity or combination of entities
that will be used in carrying out the project. If
multiple entities will be used, describe the role of
each, their relationship to each other and, if appropriate, why this organization structure was
chosen.
OWNERSHIP

List the partners, shareholders, or other ownership interest in the above entities. Describe the
relative ownership position and operating relationship of each to the project.
If a company is publicly held, a list of the board
of directors and chief operating officers is probably appropriate, including their relative ownership
and operating positions, instead of a complete
shareholders list.
OTHER INVOLVED OR RELATED ENTITIES AND
INDIVIDUALS

List others who will be indirectly involved in
the project and their relationships. Examples of
who might be included in this category are those
who will have a guarantor, co- signer, assignor,
grantor, parent- subsidiary, brother - sister or other
relationship to the project.
BUSINESS HISTORY

For the directly and indirectly involved or related entities, as appropriate, describe the industry
or service provided, historical operations, and
business qualifications of each as they relate to the
project. This information should be geared toward
supporting the ability of those involved in the
project to fulfill successfully their roles and responsibilities.
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FINANCIAL HISTORY
Where an entity's or individual's involvement is
related to his financial position or operations, appropriate financial statements should be provided.
These statements should be prepared in accordance with generally accepted accounting principles and ideally include the opinion of an independent certified public accountant.
For individuals, financial information should be
provided at the most current date and in a form
similar to those used by banks. Information
should be disclosed relating to financial position,
income by source, and contingent liabilities in sufficient detail to provide adequate understanding.
Sometimes it is also appropriate to include a copy
of the last three years' filed federal and state income tax returns. Whatever is submitted, be sure
that it is signed and that permission has been
granted to submit it to the agency.
For businesses, financial information should be
provided for the last three fiscal years and the
most current quarter to date. Again, sometimes it
is also appropriate to include a copy of the last
three years' federal and state income tax returns.
Most public sector financing agencies will, as
part of their review, do or receive a credit check
on the involved entities and individuals. If appropriate, desired sources of credit information
should be indicated and contacted to be expecting
a credit request. If the information has not been
updated, this should be done in preparation.
FINANCING REQUEST
The specific amount, kind and terms of the request should be stated. If the timing of need for
the funds is critical, then the dates and reasons
should be explained. A contingent or interim financing plan should be presented if timely funding realistically cannot be expected from the agency. However, before utilizing interim financing
and beginning the project, check with the agency
to determine what is permitted.
PURPOSE OF FINANCING
Determine what the estimated total project cost
will be. Break the costs down into major categories such as working capital, real estate, personal
property, intangible property, and start-up cost.
In each of the major categories, provide sufficient
detail and supporting information to determine if
the amounts are reasonable. The reader of this
information should be confident that all areas of
need have been properly addressed for the total
scope of the project.
SOURCES OF FINANCING
The total anticipated sources of financing for
the project should be identified. Various projected
types of debt and equity participation including
amounts, terms, restrictions and conditions are
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important. Provide sufficient detail and supporting information such as commitment, turndown
and subscription letters to substantiate the availability or denial of projected financing. The reader
of this information should be confident that sufficient financing has been identified to cover the total estimated project cost.
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PROJECTED INTERNAL AND EXTERNAL
EFFECTS
Describe the anticipated internal and external
effects the project will have in the areas indicated
earlier, with emphasis on those effects paralleling
the purposes of the agency. Present statistics that
the agency is able to compare with its own, and
include data to support any computations.
OPERATING PLAN
Explain how the project will be carried out and
the sequence of events involved. Feasibility information to support important areas of the operating plan should be included. Documentation of
research and third party opinion in matters of
market analysis, engineering, architecture, accounting, law and other key aspects of the project
should also be submitted.
FINANCIAL PLAN
The operating plan should be translated into a
financial presentation for submission. Three to five
years projected financial statements are usually
acceptable. The projections should be prepared in
accordance with generally accepted accounting
principles and be consistent with those that will be
employed in accounting for the project. All relevant assumptions and estimates used in the preparation of the projected financial statements including the projected debt structure and service
should be an important part of the presentation.
Statement presentations should consist of balance
sheets, profit and loss statements and statements
of cash flow.
The periods to be covered and applicable breakdowns will vary with the project. Generally, the
following periods and breakdowns are suggested:
Period
Prior to commencement of
operations
First year of operations
Second year of operations
Third and subsequent
years of operations

Breakdown
Monthly
Monthly
Quarterly
Annual

The projected financial information should be
in sufficient detail so that its .reasonableness in relation to the operating plan can be verified.
STRUCTURE
A description of how funds will be disbursed
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should be considered. If multiple entities are involved, relate the roles of each in the Now of
funds. For projects employing the use of more
than one financing source, describe the relationship of each to the project and the timing of disbursements. Escrow arrangements to be entered
into should be explained and the disbursement
and authorization criteria detailed. Copies of appropriate financing agreements, leases, escrow
agreements and other relevant documents could
be important inclusions.
SECURITY AND LIEN POSITIONS

If security is being offered, list what it is, where
it is located and who owns it. Give an indication
of an assets' original cost, book value and fair
market value. Include applicable appraisals and
other data to support indicated values.
Describe lien positions being offered. If more
than one lien holder is involved, explain the relationship and lien position of each. In order to
avoid possible embarrassment, it is generally well
to check appropriate records to see that a lien position offered can in fact be taken. Many times the
agency will not have a record check performed
before financing is approved but rather will make
disbursement subject to the taking of a given lien
position. If it is found at that time that the proposed lien position cannot be taken by the agency,
untold problems and bottlenecks can result.
While preparing the application and supporting
information for submission, maintain contact with
agency representative. If something is not clear,
ask him questions to gain understanding. Do not
make assumptions, because they can and probably
will come back in the form of a problem or delay.
When you consider the application complete,
review it with the agency representative in detail
and give him the copies for submission. Follow -up
this meeting with a letter to the representative
thanking him for his efforts and acknowledging
the fact that a completed application was given to
him for submission. The ball is now in the agency's court.
After Submitting the Application
While the process to this point may seem long
and tedious, prior diligence should pay off in time
saved by expediting the agency's review procedures. However, even the best prepared and most
complete application can raise questions. If agency personnel do have questions or require addi-
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tional information, be sure that you understand
what they are asking for, how they want it presented and why they need it so that time can be
saved in the preparation and submission. It is usually a good idea to get requests for additional information in writing. Questions and requests for
additional information should be responded to as
quickly as possible while still providing full and
complete answers. Don't forget that the staff of
the agency is probably not very familiar with the
company, business and project but they have to
feel comfortable in their knowledge and understanding to make an effective presentation to their
decision - making body. Good communication is,
therefore, the key to avoiding problems during the
review process.
If the application is approved for financing, the
next step is to enter into formal agreements with
the agency. If attorneys for the company have not
been consulted to this point, now is the time for
their involvement.
Remember that the agency not only has the
program goals and objectives to fulfill but it has a
responsibility to protect the public interest. This
responsibility is translated into conditions and restrictions in the funding agreements. While a complete list of possibilities is infinite, the spectrum
can cover everything from physical operations to
financial position and operations. If there are
strong feelings by the company on what will be
acceptable, it is probably a good idea to have the
company's attorney and the agency's attorney together review the general agreements so that any
problems can be addressed before submission of
the application. General conditions and restrictions are not chiseled in stone and can probably be
changed to suit a particular situation by the agency's decision- making body when the application is
approved, if a request is made at that time.
After the project is completed and all of the
agency's funds have been disbursed, there generally is no real follow -up on the part of the agency.
Changes in personnel, understaffing and concentration on processing new applications are probably the major reasons for this. There may be a
requirement for periodic submissions of reports
and financial statements, but as long as funds are
expended for the purpose for which the program
was designed and, in loan programs, there have
been no payment defaults, then usually no intense
follow -up or monitoring is performed on a continuing long -term basis.
❑
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Project Financing
for Extractive Ventures
Massive capital requirements for new capacity by the mining
industry have led many companies to arrange financings tied
directly to the assets and earnings stream of the new venture.

By Larry Wynant
In response to a rapid escalation during the past
decade in the investment costs required for new
capacity in the extractive industries, project financing has become a popular financing technique. The term "project financing" has generally
been used to refer to those instances where the
project arranges its own debt financing. Very few
new projects have actually succeeded in raising
large borrowings solely on their own merits and
some form of credit support from the project's
sponsors generally has resulted. Yet, most project
financing arrangements have enabled the sponsor
to segregate, either in an economic sense through
limited recourse agreements or in a purely cosmetic sense, the project and its borrowings from
the assets and general purpose obligations of the
company. As a consequence, project financing liabilities are often reported on the parent's balance
sheet under a caption other than long -term debt,
discussed only in footnote remarks, or not disclosed at all in the company's financial statements.
There can be many sound economic considerations underlying a company's decision to arrange
a segmented, limited recourse financing—including concerns with the project's and sponsor's risk
position, the availability of politically motivated
funds on a non - recourse basis, and tax considerations. However, much of the promotional literature on project financing and many financial speMANAGEMENT ACCOUNTING /OCTOBER 1978

cialists have claimed that the popularity of project
financing can be traced in substantial part to financial reporting considerations. By arranging for
the project debt to be treated as an off - balance
sheet obligation (where the term "off- balance
sheet obligation" is used broadly to include any
liability not reported directly on the sponsor's balance sheet as long -term debt), companies can enhance their overall borrowing capacity. Such an
argument necessarily assumes that credit and equity analysts fail to recognize either the existence
or full financial implications of such obligations.
On the other hand, financial theory, and particularly the mounting evidence in support of the notion that financial markets are efficient, would argue that lenders and sponsors should be indifferent to the legal form of the debt obligations and
that borrowing capacity is not affected by mere
cosmetic alterations.
The major purpose of this article is to provide
direct evidence on how financial analysts and institutional lenders evaluate executory contracts
and quasi -debt obligations in appraising a firm's
financial position. The initial sections focus on one
segment of the extractive industry— mining companies—in order to gauge the importance of off balance sheet liabilities as a general source of financing and to survey current reporting practices
for investments in new extractive ventures. The
second part presents the result ofdirect mail questionnaires that were sent to credit officers and se-
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curity analysts at 139 major financial institutions.
Industry Financing Patterns
Inflation, raw material shortages, and an increasing scarcity of readily accessible, high grade
mineral bodies have resulted in dramatic increases
in the investment required for new mining projects during the last decade. Consequently, many
mining firms have turned to joint venture arrangements, higher leverage, and more complex borrowing structures for financing new ventures.
That an increasing portion of the industry's
capital needs has been provided by debt financing
is readily evident from published industry data,
The U.S. Federal Trade Commission, for example, reported that total debt as a percentage of
stockholders' equity for the U.S. primary metals
industry rose from 39% to 1966 to over 60% by
1975. Moreover, debt ratios typically exclude off balance sheet obligations and, therefore, substantially understate the true leverage position of the
industry. An investor or creditor would obviously
be interested in appraising the riskiness of the
firm, and the leverage position of the company
and its unconsolidated affiliates would be an important factor in that risk assessment.
Many project financings have resulted in off balance sheet obligations of several forms: borrowings of unconsolidated associates (less than
majority -owned investments) or subsidiaries that
are completely non- recourse to the sponsor; debt
of unconsolidated affiliates where the parent has
provided limited or indirect guarantees such as
working capital maintenance agreements, longterm purchase contracts, or completion guarantees requiring tests of physical completion or economic capability; and quasi -debt obligations such
as leases and production payments.'

Table 1
AGGREGATE FINANCIAL STRUCTURE FOR 20
MINING FIRMS FOR 1974
Debt as % of
capitalization
Average
ratios for:
All 20 firms
10 firms with
greatest %
difference between reported
and " consolidated"
leverage

As
reported
24.6%

18.6

"Consolidated"
31.6%

29.8

Fixed charge
coverage'
As
reported
15.9X

13.5X

"Consolidated"
13.OX

6.6X

Fixed charges include reported interest costs in 1974 plus lease rentals
plus im puted interest charges for production payments and unconsolidated borrowings. The interest rate used was the m arket yield at December 1974 of bonds with a rating equal to that of the company or for "A "
rated bonds if the firm was unrated.
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In order to obtain a better measure of the true
or "fully consolidated" financial structure of the
industry, a sample of 20 companies was formed to
include the three or four major firms from the
aluminum, copper, lead and zinc, gold and silver,
diversified and ferrous sectors of the industry. For
each of the companies, the 10K filed with the Securities and Exchange Commission was examined
and the following information recorded: outstanding production payments, the present value of all
noncapitalized leases and the pro rata share
(based on the parent's percentage equity') of the
borrowings of unconsolidated investments.
Various ratios were computed to allow a comparison between the reported and "fully consolidated" capital structure of the group and are presented in Table 1. The calculations are obviously
rough approximations and the sample of 20 firms,
given the size and growth characteristics of the
companies, is likely a biased representation of the
industry. However, the comparative ratios in Exhibit 1 highlight the potential importance of off balance sheet obligations. The addition of such liabilities increases the leverage of the sample by
28 % and reduces debt servicing capacity, as measured by the fixed charge coverage ratio, by
roughly 20 %. If the comparison is restricted to
the 10 companies that registered the greatest percentage change in leverage, then the debt /capitalization ratio increases by a dramatic 60 %.
Financial Reporting Practices
Off - balance sheet liabilities can constitute a significant portion of a company's capital structure
and generally result from borrowing activities of
unconsolidated affiliates or executory contracts
entered into by the parent company. Formal reporting requirements for intercorporate investments and executory contracts are very broad in
nature; therefore, an individual firm is likely to
have some discretion over its reporting practices.
The accounting standards of both the Financial
Accounting Standards Board and the SEC have
attempted to prevent disclosure abuse through the
overriding requirement that all material events be
reported directly in the firm's financial statements
or in footnote form. Unfortunately, materiality remains one of the most pervasive concepts in accounting practice. Many practitioners and academics in the field, such as Bernstein (1970),have
pointed to a lack of uniformity in practice and the
importance of personal judgment in the accountant's decision whether a particular event is material enough to warrant separate disclosure. On the
other hand, empirical studies by Boatsman and
Robertson (1974) and Frishkoff (1970) indicate
that materiality is not a totally vague concept and
that professional accountants seem to at least
agree on a range of values separating material
transactions from insignificant events.'
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Although most transactions that significantly
affect the firm may be treated by the accounting
profession as material items and reported in the
financial statements available to the public, it is
even less clear that the type or amount of information provided is adequate for the outside analyst's
needs. Burns et al. (1963), Binberg (1965), and
Carpenter and Wodjak (1971) have argued that
many executory contracts are given non- standardized and inadequate disclosure under current accounting practices. Therefore, the specifics of executory contracts, quasi -debt obligations or liabilities issued by non - consolidated affiliates, although
acknowledged in footnotes to the financial statements, may not be communicated to outside analysts in a complete or meaningful fashion.
Impact of Off-balance Sheet Liabilities on the
Firm's Borrowing Capacity
Off - balance sheet financing would permit an increase in overall borrowing capacity if private or
institutional investors in the company's debt or
equity securities fail to correctly assess the ramifi-

insurance companies, pension fund trustees, mutual fund managers, and security analysts at the
major investment houses. Because the questions
referred to project financing liabilities and most
recent mine financings have been very large and
complex, it was decided that the questionnaire
should be sent primarily to larger institutions, Table 2 provides a summary of the questionnaire distribution and response rates for the survey groups.
The respondents who did not fully complete the
questionnaire were generally smaller institutions
which indicated that they were unfamiliar with
many of the financing techniques referred to in the
questionnaire.
Evaluation of Quasi -debt Obligations
Lease financing has had limited popularity in
the mining industry although several companies
have negotiated large lease transactions in the last
few years. However, leasing has received substantial attention in both academic and trade journals
as a method of off - balance sheet financing. Therefore, a survey of the procedures used by analysts

In view of
evidence that
financial
markets are
efficient, lenders
and sponsors
should be
indifferent to
the legal form of
debt
obligations.

Table 2
DISTRIBUTION OF QUESTIONNAIRES AND RESPONSE RATES

Institution

Number of
Questionnaires
Mailed

Total Assets
Respondents
Where
Available
($ billio ns)

of

Responses
Received

Completed
Questionnaires

40

25

(63 %)

17

(43 %)

193.1

Pension fund trustees
(25 with managed assets
greater than $1 billion
and 14 with assets between $100 $1,000 million)

39

15

(38 %)

13

(33 %)

31.0

Life insurance companies
(25 of top 35 companies
ranked by assets)

25

16

(64 %)

15

(60 %)

103.3

Mutual funds (13 of
16 largest funds ranked
by market value of assets)

16

7

(44 %)

5

(31%)

18.2

Investment banks (19 of
top 25 firms ranked by
underwritings)

19

6

(32 %)

6

(32 %)

Not
applicable

139

69

(50 %)

56

(40 %)

-

Commercial banks
(31 of top 50 banks
and 9 of remaining
100 banks, ranked by
deposits)

Total

cations of such obligations when appraising the
firm's financial position or if the liabilities are not
effectively covered by debt covenants in existing
loan indentures.
In order to gauge the evaluative procedures of
institutional lenders and analysts for off- balance
sheet obligations, a mail questionnaire was sent in
July- August 1976 to 139 commercial banks, life
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to evaluate leases, inasmuch as the questionnaire
was completed prior to the new FASB regulations
for reporting leases, indirectly sheds substantial
light on the likely treatment of other, less publicized forms of executory contracts.
The questionnaire asked the respondents to indicate what procedures were used to evaluate
lease obligations in analyzing a company's invest31

ment quality and financial position. A choice of
four types of analytical procedures was given and
replies to the questions are tabulated in Table 3.
Fifty -three percent of all the respondents indicated that they included both the capitalized value of
leases and lease payments in calculating balance
sheet and coverage ratios, and a total of 82% replied that either one or both of the formal techniques were used in evaluating lease obligations.
The reliance on formal versus informal analytical
procedures varied substantially across the institutions, with pension trustees, mutual funds and investment banks making less extensive use of formal techniques on a routine basis. However, such
divergences most probably reflect differences in
the investment duties and orientation of the respondents. In fact, Table 3 confirms that officers
responsible for equity investments evaluate leases
in a less complete and formal manner, depending
more on informal methods or ignoring lease obligations more frequently than would their counterparts engaged in commercial lending or bond
management.
The next series of questions was directed at
those who claimed that they include a capitalized
value for leases in their ratio analysis. The respondents were asked to indicate how that value was
arrived at when not provided directly by the company. Roughly half of the respondents stated that
they use a proxy measure, such as aggregating or
multiplying lease payments by a factor, for calculating a capitalized value. The multiplicative fac-

Table 3
ANALYTICAL PROCEDURES FOR LEASE OBLIGATIONS
Total
re sp o nde nt

Investment duties
Debt /Bonds
Equities

Inf ormal techniques
Leases are considered
as a separate factor
to be weighed in the
credit evaluation
Leases are analyzed
a s a c ompa ra tive
ratio to others in
the industry
Formal techniques
All or a portion of
lease payments are
included in coverage
ratios
Ca pita lize d va lue of
leases is included as a
liability f or balance
sheet ratios
Both 3 and 44
Leases not considered
Answer not specified
Total

32

4%

3%

5%

7

—

18

14

15

13

15
53
4
3

12
70

23
27
9
5

100%

—
—
100%

100%

tors noted ranged from 6 to 14 times, with 10
being the most frequent answer. A present value is
computed by 46 %, with the majority using a discount rate roughly equal to the company's borrowing rate plus the possible addition of a risk
premium of one to two percentage points.
The questionnaire results suggest that investment officers and analysts generally are aware of
lease obligations. However, only 53% of the respondents presently treat leases as the equivalent
of debt for both balance sheet and coverage ratios
and more than half of this group have adopted
proxy rules -of -thumb for determining the capital-

Table 4

EVALUATION OF PRODUCTION
PAYMENT LOANS
Treatment of pro duction
payments

Percent
all respo ndents

As a separate factor
Given minor evaluation
in most cases
Included with debt
in balance sheet
ratios
Imputed interest cost
is included in coverage
ratios
Both «3 and #4
Not specified

30%
27

27

2
9
5
100%

ized value of lease obligations. Analysis of t h e
questionnaire results must be tempered by the
caution that inform al m ethods of lease evaluation
are not necessarily less effective analytical techniques. However, such allowances would seem to
be more than offset by two factors: nonrespondent
institutions are less likely to use formal techniques
than are the respondents and som e of the com pleted questionnaires may be guided by considerations of what the respondent felt should be done,
not necessarily what is routinely done in practice.
When asked about their evaluative techniques
for production payment obligations, approxim ately 38% o f t h e institutions indicated that they
treated production paym ents as the equivalent of
straight debt. Table 4 indicates that for the remainder production paym ents are given minor
considerations or treated as a separate factor in
their credit evaluation. The analysts noted very
little difference in treatm ent for debt as opposed to
equity financing.
Treatm ent of Executory Contracts
The financial institutions were also asked to describe how indirect or contingency guarantees and
other forms of executory contracts, such as longterm purchase agreem ents, are treated in their apMANAGEMENT ACCOUNTING /OCTOBER 1978
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Percent of all respondents
indicating treatment for:
Long -term
service or purchase
commitments

Contingency
guarantees

Method of evaluation:
Viewed as a form of loan
suppo rt and included in
balance sheet ratios
Primary co ncern is with
impact of contract on
future operations
Treated as a separate
factor f or consideration
Given minor consideration
because guarantee is
limited
Given minor consideration
because of inadequate
information
Not specified

30%

21%

—

51

—

34

—

4

30
2

36
2

Columns may add to more than 100% bec ause of multiple responses.

Table 6
MOTIVES AND COSTS FOR PROJECT
FINANCING ARRANGEMENTS'
Percent of all analysts citing response for:
Leases

Production
payments

Indirect
guarantees

COSTS OF FINANCING:
Effective rate premium
is not signif icant

21%

7%

not applicable

MOTIVES FOR FINANCING:
Suggested in questionnaire
Reduced risk expo sure for
company by transferring
more project risk to lenders
or other parties
Company conserves its
borro wing power

5

88

59

87

4

77

Means of tapping special
funds sources

40
—

—

Method of by- passing
restrictive covenants in
bond or loan agreements

3

7

56

18

18

9

Mentioned by respondents
Balance sheet treatment
Financing packaged to suit
specifics of project

7
—

Arrangement allows 100%
financing

6

6

Other

4

12
4

' C o lum ns add to more than 100% because many of
multiple answers.

—

Structure permits more
leverage or new sources
of financing

—

Several questions in the mail survey solicited
the analysts' opinions regarding a company's motives for leasing, arranging production payments
or negotiating a financing supported by contingency guarantees or executory contracts. The institutions were also provided with the opportunity to
confirm or deny whether leasing or production
payment financings involve additional costs to the
borrower. The responses are shown in Table 6.
Roughly 21% of all the respondents felt that
there were many instances where leasing did not
result in additional costs to the lessee. The comments provided argue that the net cost of leasing,
after tax considerations, may not be significantly
higher compared to the alternative of borrowing.
The most popular reason for leasing cited by all

ANALYTICAL PROCEDURES FOR EXECUTORY
CONTRACTS'

—

Motives for Off- Balance Sheet Financing

Table 5

'

praisa1 of a company's financial condition and
worth. The results are summarized in Table 5.
Very few of the respondents viewed executory
contracts as the equivalent of a debt obligation.
Such contracts were often treated as a separate
factor or in the case of long -term purchase commitments, concern was focused on the potential
impact on future operations. Overall, 30% to
40% of the group pointed out that such arrangements were given minor consideration because of
general uncertainty regarding the specifics and
motives underlying the contracts. The percentages
were somewhat higher for those respondents concerned principally with equity investments.
When specifically asked if current disclosure
practices were adequate given their information
needs, 66% ofthe institutions responded negatively. The types of information that were cited as
being disclosed inadequately included "specifics of
the contract and potential liabilities" (indicated by
60% of the respondents); "existence of executory
contracts" (30 %); "relationship between parties
to the contract" (20 %); and "motives ofthe companies" (13 %). With more than 30% of the respondents stating that executory contracts are given minor consideration in their evaluative process
because of a lack of complete information, it is
important to determine whether such treatment is
the result of inadequate information or the analysts' failure to search out the required information. The respondents were asked to indicate the
types of information used in their analysis of a
firm's financial position. Interestingly, most of the
analysts who said that executory contracts were
ignored because of information deficiencies indicated that SEC reports and direct company contracts were used as regular or frequent sources of
information. This fact would suggest that although available information sources seem to be
used, investment analysts are either unable or not
sufficiently concerned to extract the full specifics
.of indirect liabilities and executory contracts.

9

4

the questionnair es contained
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Table 7
RESPONDENTS' OPINIONS AS TO IMPACT ON
BORROWING CAPACITY
Unconsolidated loans
supported by:
Leases

Production Contingency Executory
payments guarantees contracts

82%

95%

91%

82%

Reasons given:
Balance sheet treatment

43

32

35

37

Escapes loan covenants

4

2

2

Asset in question is less
risky than company or
leverage tailored to
asset characteristics

4

19

4

4

Limited recourse obligations /low probability
of claim on parent

4

8

16

13

—
45

4

2

4

42

45

45

—

Say f inancing arrangement
increases capacity

Taps special credit
sources
Not specified

the institutions was the company's desire to conserve its general borrowing power. Balance sheet
treatment was specifically suggested by 18% of
the respondents.'
Eighty -eight percent of the questionnaire group
argued that a company is prepared to pay a rate
premium for production payments because the financial institution has limited recourse to the parent company and, therefore, has accepted greater
risk of loss. Balance sheet treatment was again felt
to be a major factor by 18% of the respondents.
Most of the institutions claimed that the most
important factor in a project financing with limited recourse or indirect guarantees was the sponsor's concern with its overall borrowing capacity.
Roughly 40% and 60% of the institutions also
noted "the ability to tap special fund sources" or
"a reduction in the sponsor's exposure to the project risks" as major reasons for the choice of a
project financing versus parent financing strategy.
Only a small number of the respondents felt that
cosmetic or balance sheet considerations represented an important factor. However, the argument made for leases also holds here: namely,
many analysts may view a "conservation of borrowing power" and "balance sheet treatment" as
one and the same answer. Therefore, cosmetic
considerations may be a much more important
factor than initially suggested by the questionnaire responses.
When asked if, in their opinion, the use of project financing arrangements makes it possible for a
company to obtain a greater amount of debt financing than would be the case if general obligation debt financing were used, the vast majority
34

answered affirmatively. Table 7 indicates that balance sheet treatment was the most popular response to explain the alleged increase in borrowing capacity and more than one -third of the group
noted this reason as a factor for all four of the
financing arrangements specified. Very few of the
respondents qualified their answer to be more precise as to why balance sheet treatment was important.
Twenty percent of the analysts felt that production payments enhanced borrowing capacity because the properties in question were less risky
than the company overall. A slightly smaller
number of respondents also indicated that an increase in borrowing power resulting from unconsolidated loans backed by executory contracts
could be attributed to the limited recourse nature
of such borrowings or the fact that the probability
of eventual claim against the parent organization
was percieved to be remote.
A significant portion of the respondents did not
give a reason for their answer and this was particularly true for those individuals concerned with
equity investments. The large number of incomplete answers would suggest that many analysts
had not given a great deal of prior consideration
to such financing arrangements.
Treatment of Indirect Liabilities
in Loan Indentures
Fifty -six percent of all the respondents and
more than 70% of those analysts concerned chiefly with debt financings believed that the avoidance
or by- passing of restrictive covenants in loan
agreements was an important motive underlying
project financing arrangements. The divergence in
response among debt versus equity analysts likely
reflects the former group's direct involvement
with large project financings and loan agreements
in general.
When asked to indicate to what extent each of a
series of financial arrangements is typically covered in loan or indenture restrictions, fewer than
30% of the survey group claimed that the financing arrangements mentioned (with the exception
of long -term leases) were effectively covered by
debt restrictions in loan indentures (see Table 8).
The responses by the institutions were extremely
varied and around 25% of the group, primarily
the equity analysts, indicated that they were unaware of how such arrangements were treated in
bond agreements. The wide diversity in response
could stem from the fact that the respondents
were referring to different qualities of corporate
borrowers. AA and AAA -rated companies, for
example, generally have very open -ended covenants whereas BAA to A companies are saddled
with tighter restrictive clauses.
Although the majority of respondents mentioned restrictive covenants as an important factor
MANAGEMENT ACCOUNTING /OCTOBER 1978

in the sponsor' s financing decision and indicated
that indirect liabilities are seldom covered by standard loan agreements, very few analysts felt that
such considerations resulted in additional borrow,
ing capacity for the parent company. Table 7 indicates that less th an 4% of the institutions cited the
avoidance of loan covenants as a reason for increased borrowing capacity, suggesting that analysts believe they are aware of the company 's total
debt position even though some indirect liabilities
are not formally acknowledged or controlled by
indenture or loan agreements.
The dangers of generalizing the results of a
study with a small sample size are obvious. However, the respondents to the mail questionnaire
were generally the larger and presumably, more
sophisticated , institutions in the financial community. The findings of the study would , therefore,
strongly suggest that a company can enhance its
borrowing capacity through off - balance sheet financing and the use of limited recourse obligations. For the majority of the survey institutions,
indirect liabilities as a whole are not systematically or formally included in their analysis of a company' s financial position . A failure by credit and
equity analysts to recognize fully the financial implications of such obligations because of either ineffective evaluative techniques, the novelty of such
financing arrangements or inadequate disclosure
practices may enable a firm, through the use of
project and indirect borrowings, to raise total debt
capital in excess of the amounts available directly
at the parent level.
Cosmetic benefits will likely diminish in importance in future years. Executory contracts, following in the path of lease financing, will be subject to

Table 8
TREATMENT OF VARIOUS OBLIGATIONS IN INDENTURE
COVENANTS
Percent of respondents indicating co verage
In
most
cases

In
some
cases

Long -term leases

52%

15%

Sale of future production

25

34

20

21

Working c a pita l
maintenance agreements

29

34

13

25

Project completion
guarantees

30

27

18

25

Deficiency agreements

27

30

16

27

Long -term purchase
commitments

21

40

14

25

Type of arrangement

Usually
not
covered
9%

Not
specified
25%

Debt of non - consolidated
affiliates supported by:

increasing pressure for additional disclosure. In
addition , institutional investors and analysts will
become more sophisticated in their appraisal of
off - balance sheet financings. Yet, the current
treatment of indirect liabilities by investment analysts and the perceived gap in disclosure adequacy
pose an immediate challenge to both the financial
community and the accounting profession.
❑
' The sale of a production payment is the conveyance of an interest in minerals
in the ground, to be repaid from future production. The acquirer is typically a
nominee❑corporation❑and❑the❑purchase❑price❑is❑refinanced❑by❑pledging❑the❑pro•
duction payment to a financial institution.
' In those instances where the parent provided a complete guarantee for the
borrowings of an affiliate, the total rather than the pro rata share was noted.
' Five percent to M of total assets or earnings, for example, are frequently
mentioned by members of the accounting profession as rules-of -th um b fo r ma te riality.
' To the extent that analysts attribute the conservation of general borrowing
power to balance sheet treatment, then those respondents would probably have
seen no need to mention balance sheet treatment as a separate factor.

NAA RESEARCH
ths❑ ❑
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U

Q
NAA's Research Department exists for one fundamental purpose —to advance the knowledge
and practice of management accounting.
NAA's research program does just that.
It has produced over 100 titles. Most are
still available, at prices ranging from $2.95 for
several accounting practice reports to $12.95

MANAGEMENT ACCOUNTING /OCTOBER 1978

for each of the two volumes of "Management
Accounting for Multiple National Corporations.'
83 of the publications have been assembled
in a SuperLibrary, a $382 .10 value priced at
$267.49.
That 's a small price for a comprehensive
management accounting reference collection.
Write for the descriptive catalog "Publications❑for❑the❑Management❑Accountant"❑—
National Association of Accountants, 919 Third
Avenue, New York , New York 10022.
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Dollar -Value LIFO
The dollar -value LIFO method of computing cost of sales and
inventory has traditionally received cursory treatment in most
accounting texts, even though it is among the simplest, yet most
versatile, methods.

By Martin J. Amlung, III
During the inflationary period of the early 1970s,
1..
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L I F O inventory acco u ntin g received much em phasis as a means of matching current costs
again st cu rren t reven ues. Mo st recently, and in
p a rt d u e t o the FASB's Co n ceptual Fram e work
project, LIFO is receivin g renewed emphasis as an
accep tab le ap p ro x im atio n o f replacem ent cost of
sales. As a result, many co m panies which had
never ad op ted L I F O fou nd themselves making
sim ilar co m pu tatio n s to satisfy current disclosure
req uirem ents fo r rep lacemen t cost of sales.
Stran gely , th e d o llar -valu e LIFO (DVL) m ethod fo r co m p u tin g co st o f sales and inventory has
trad itio nally received curso ry treatm ent in most
acco un tin g texts, even th ou gh it is am ong the sim plest, y et mo st versatile, m eth o ds.
Basics o f Do llar-Valu e Meth o d
Th e o b jective of DVL is to d etermine the "real"
ch an ge in in ven to ry , and to co st this change at the
ap p r o p r iat e LI FO valu e w ith o ut identifying unit
costs, Th is allo ws a co m p an y freedom from the
detailed record - keepin g associated with all other
LIFO m e th o d s.
Determ in in g th e "real" in ven tory change is acco m p lish ed b y co n vertin g p resent and prior year
en d in g in ven to ries to a co m m on, or "base" cost.
Th at is, to find "r e a l" in creases or decreases at
base co sts, we sub tract p resen t inventory at base
co st fro m p rior in ven to ry at b ase cost.
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Consider the following exam ple. Gid get Co m pany adopted LIFO as of 12/31/72, at which tim e
inventory wa s $10,000. W e will call the 12/31/72
inve ntor y ou r "b ase. " Th is m eans tha t in the future, to find real increases or decreases for Gidget
Com pany's subsequent inventories, we will convert them to base (12/31/72) costs.
The "in de x" shown in Exhibit 1 is the cost
chan ge during a ye ar. As our ba se ye ar is 1972,
and we ad op ted LI FO on 12/ 31/72, the inde x is
1.000. In other word s, at the adoption d ate, base
and LIF O costs are th e sam e.
Let us now assume that inventory as of
12/ 31/ 73 is $18,000, and that costs have risen
20% since 12/31/72. What was our real inventory
increase? To answer this, we must first convert our 12/ 31/73 invent ory to base cost u sing a
cost index of 1.20 (1973 costs are 1.20 tim es 1972
costs).
Subtracting 1972 from 1973 at base cost, we
find an increase of 5,000 base dollars, meaning
that we have built a layer on L I F O inventory.
This la yer is then co nver ted to curre nt cost. By
using our 1973 cost index, we have costed our
1973 LI FO lay e r at c u rr en t c os t, o r 1.200 tim es
bas e co st . O ur 12/ 31/ 73 invent or y at LI FO n ow
consists of a base of $10,000 plus a 1973 layer of
$6,000 totaling $16,000.
Let u s n ow s how h ow LI FO c om p u t ed by t he
DVL m etho d can be acco unted for on t he b ooks
of Gidget Com pany. Rec all t ha t G id get C om p any's records ( F I F O basis) show inventory at
MANAGEMENT ACCOUNTING /OCTOBER 1978

$16,000

Cost of sales receives a debit adjustment of
$2,000, reflecting the matching of the most current (1973) costs against 1973 revenues. Under
FIFO, a portion of these costs would remain in
inventory.
Let us now perform the DVL calculation for
the next year, 1974. Gidget Company's inventory
at 12/31/74 is $22,000. Costs have increased 10%
over 1973. We must now compute the cost index
that will convert 1974 to base cost. See Exhibit 2.
Next, we use this index to convert our
12/31/74 inventory to base cost (Again, refer to
Exhibit 1.). This cumulative index, used to convert current cost to base, is known as a "cumulative deflator." When we use this index to convert
an increase at base cost to current cost, it is
known as a "cumulative inflator." Returning to
our calculation, we have used our cumulative deflator to arrive at a base cost for 12/31/74 inventory of $16,667, and an increase (layer) in base
cost of $1,667. Note that we have converted our
layer at base of $1,667 to LIFO cost of 2,200 using
our cumulative inflator of 1.320. This gives us
LIFO inventory at 12/31/74 of $18,200.
To state Gidget Company's inventory on a
LIFO basis, we need an inventory contra account
of $3,800:
12/31/74 Inv. per books before
LIFO
12/31/74 Inv. on LIFO basis per
above
Contra required

1974 Debit exp., credit inv.
contra

Index

@ LIFO

12/31/72 Inv.
(base)
$10,000
1973 Increase
2,516

1.200

$10,000
3,019

12/31/75 Inv.

$12,516

$13,019

Exhibit 1
CALCULATION OF LIFO INVENTORY
Base Index

LIFO

12/31/72 Inventory (base)
$10,000 1.000 $10,000
1973 Layer (increase)
1.200)
5,000 1.200
6,000 (5,000
12/31/73 Inventory
($18,000
1.200) 15,000
16,000
1974 Layer (increase)
2,200 (1,667 @ 1.320)
1,667 1.320
12/31/74 Inventory
($22,000
1.320) 16,667
18,200
(2,981) (2,484
1.200)
1975 Layer (decrease)
(4,151)
(2,200) (1,667
1.320)
12/31/75 Inventory
($19,000
1.518) $12,516
$13,019
NOTE: Based on hypothetical data

$22,000
18.000

Our computation of the adjustment to cost of
sales and the inventory contra account:

$(3,800)

Our adjustment to inventory and cost ofsales is
not $3,800, but $1,800, computed as follows:
Contra required 12/31/74
Contra, 12/31/73

@ Base

@

Net inv. at LIFO

$18,000
(2,000)

@

Inv. at cost before LIFO adj.
Adj. to LIFO basis (LIFO contra)

@

The inventory contra account is a "negative" inventory account used to state Gidget Company's
inventory at LIFO. Inventory presentation on the
balance sheet would resemble the following:

@

2,000

_

2,000

_

Cost of sales -1973
Inv. LIFO contra

The $1,800 debit to expense is an adjustment for
matching of only 1974 costs to revenues, because
we have built another LIFO layer, leaving the
1973 and 1972 costs in inventory. Under FIFO,
some of the earlier costs would flow to income.
What happens when inventory decreases in real
terms? Assume that Gidget Company's 12/31/75
inventory is $19,000, and that costs have risen
15% over 1974. We would then compute our cumulative index as shown in Exhibit 2. Using cumulative index as a deflator, we again convert
12/31/75 inventory to base cost as shown in Exhibit 1.
Because we have had a decrease in inventory at
base cost, we have "eaten into" our LIFO layers
built in 1973 and 1974. This is reflected in our
computation of LIFO inventory by removing the
layers up to the amount of decrease at base cost,
starting with the latest layer. LIFO inventory now
consists only of $10,000 base dollars plus $2,516
($6,000 - 2,484) of the 1973 base increase valued at
1.200 times base cost:

_

12/31/73 to be $18,000. LIFO inventory as computed in Exhibit 1 is $16,000. To state net inventory and cost of sales on a LIFO basis, we will
make the following journal entry:

$(3,800)
(2,000)
$1,800
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12/31/75 Inv. at LIFO per DVL
calculation
12/31/75 Inv. per books (before
LIFO)
Contra required, 12/31/75
Contra balance, 12/31/74
Debit cost of sales, credit inventory contra, 1975

$13,019
19,000
(5,981)
(3,800)
$2,181
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The above debit to cost of sales recognizes that
under LIFO, all 1975 costs flowed to cost of sales
(none was inventoried, because inventory decreased). This would probably not have been the
case under FIFO.
This completes our discussion of the basics of
the dollar -value LIFO method. A "loose end" in
the foregoing discussion was that we assumed
what our cost increases and indexes were from
year to year. We will now proceed to a treatment
of how DVL is applied to companies using standard costs, and included in this discussion will be
the development of indexes used in the DVL calculation.
Application of DVI, to Standard Costs
CONSTRUCTION OF INDEXES, DOUBLE
EXTENSION METHOD

As we are aware, the accuracy of the indexes is
crucial to the DVL calculation. We will discuss
the double extension method here, because it is
the simplest and least cumbersome of methods
available. The indexes to be derived are:
Deflator: converts current inventory at standard
to base costs (may be at standard)
Inflator: converts LIFO layers at base cost to current average actual LIFO cost
Average Actual Index: used to derive inflator;
converts standard cost to average actual
cost.
To construct our indexes, inventory must first
be separated into "pools." A "pool" is a grouping
Exhibit 2
COMPUTATION OF CUMULATIVE COST INDEX
Index year
1974
1975

1973
1.200
1.200

Year cost index
1974
X
X

1.100
1.100

X

1975

Cumulative
cost index

1.150

=
=

1.32
1.518

Exhibit 3
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1976 std.
Unit
Ext.
750
.75
None-new prod.
2.50
1,880
3,800
4.75
450
.50
1.80
2,520
600
3.00
$10,000
—

LIFO DOUBLE EXTENDED SAMPLE -1977
12/31/77
qty.
P_ roduct
1977 std.
Unit
Ext.
A
1,000
1.00
1,000
B
500
2.00
1,000
C
750
3.00
2,250
D
800
6.00
4,800
E
900
.50
450
F
1,400
2.00
2,800
G
200
3.50
700
Subtotal
$13,000
1677 without 1976 (subtract prod. B)
(1,000)
Do uble extended sample total
$12,000

$10,000

of products in inventory that exhibit similar formulation, cost behavior, or end use. In addition,
pools should be constructed so that change in
product mix within the pool is minimized. For
example, companies will, in many cases, divide
their inventory according to product lines, or even
raw materials and finished goods within product
lines, to obtain valid pools. Once the inventory
has been divided into pools, indexes will be developed, and a DVL calculation performed, for each
pool.
To keep our discussion simple, however, we will
assume that Fictitious Company has only one
pool, the Widget pool. The Fictitious Company
employs a standard cost system, and adopted
LIFO as of 12/31/76. We will use 1976 standards
as our base costs, and will derive indexes for 1977,
the Company's first year on LIFO.
We will now "double extend" the Widget pool
using a representative sample of the products in
the pool. "Double extension" means the extension
of current physical quantities at this year's and
last year's standard costs. In the Widget pool, seven products make up over 70% of the pool's total
12/31/77 dollar inventory. We will use these
products as our sample for double extension. The
double extension for the Widget pool is shown in
Exhibit 3.
Note that only those products with costs in
both 1977 and 1976 are included in the total sample, avoiding distortion of the cost relationships
from 1976 to 1977.
We now develop the deflator, which will convert 1977 standard to base cost (1976 standard):
Sample extended @ 1976 std.— 1000 —_ 800
Sample extended @ 1977 std. 1200
The above indicates that on the basis of our sample, 1976 standard costs are 80% of 1977 standard
costs for the Widget pool. Thus, to convert our
12/31/77 inventory at standard cost to base cost,
we will multiply by our deflator of .800.
In our initial discussion, the inflator was simply
the reciprocal of the deflator, because the example
used actual rather than standard costs. With standard costs, however, we cannot use a standard -tostandard inflator for costing a base layer at LIFO.
The layer must be costed at LIFO average actual
cost. Our inflator must, therefore, be on an actual to- actual basis, so that layers at base are costed at
current average actual cost. To do this, we must
convert our standard costs to average actual cost,
by developing an average actual index, The average actual index is developed as follows:
Inventories in general have three basic components:
A. Raw material
B. Finished Goods — Variable Cost
C. Finished Goods —Fixed Cost
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We will compute a valid actual -to- standard relationship for each above component, and use a
weighting process to derive a single average actual
index.
RAW MATERIALS

Barring major fluctuations in inventories, we
can assume that purchases will approximate consumption of raw materials. Also, generally available from cost accounting systems are raw material consumption at standard, and purchase price
variance. On this basis, we may make the following computation:

Finished goods average actual percentage
Total std. fixed cost of prod.
$5,500
Less fay. fixed cost variance
(500)
Total act. fixed cost of prod.
$5,000
Act. fixed cost of prod. __ 5,000 _ 9 0 9
5,500
Std. fixed cost of prod.
Now that we have derived an average actual
relationship to standard for all three components
of inventory, we will now compute our final average actual index. This is accomplished by weighting our percentages for each inventory component
by using the proportion of each inventory component to the toal at 12/31/77:

12,000
13,000

=

actual

=

Consumption

@

@

Raw material avg. actual percentage -1977
Consumption of raw materials at
std.
$13,000
Subtract fay. purchase price var.
(1,000)
Consumption
actual cost
$12,000

fixed cost vs. standard. We again use data available from our standard cost system.

923

Based on the above, we say that our average
actual cost of raw materials is 92.3% of standard
cost for 1977.
FINISHED GOODS, VARIABLE COST

Also generally available are direct labor at standard, and direct labor variance. Using these we
will now compute average actual variable cost versus standard as follows:
Finished goods avg. actual percentage
Std. var. cost of production
Raw material consumed @ std.
$13,000
Direct labor at std.
1,100
Total std. production cost -var.
$14,100
Production variances
Raw material purchase price variance -fay.
Direct labor variance -fay.
Net favorable prod. variances variable
Actual var, cost of production
Raw material consumed @ actual
Direct labor @ actual
Total actual prod. cost -var.
Act. var. cost of prod . _ $13,000
$14,100
Std. var. cost of prod.

$1,000
100
$1,100

$12,000
1,000
$13,000
922̀

The above indicates that average actual variable
cost of finished goods inventory is 92.2% of standard, on the basis of actual vs. standard variable
production cost.
FINISHED GOODS, FIXED COST

Last, we compute our relationship for actual
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Component
Raw materials
F /G— Variable
F/G —Fixed

ComComponent X ponent = Avg.
%
avg,
act.
to total Act %
index
.50
.40
.10

.923
.922
.909

.462
.369
.091

1.00
Average actual index, 1977

.922

DVC allows a
company
freedom from
the detailed
record - keeping
associated with
all other LIFO
methods.

As a result of our computation, we are able to
say that average actual cost is 92.2% of standard
for 12/31/77 inventory.
We are now ready to compute our inflator on
an actual -to- actual basis. We will assume that we
performed a calculation similar to the above for
inventory at 12/31/76, and found our average actual index for 1976 to be .900.
To compute the inflator for the Widget pool, we
will convert our standard -to- standard comparison
shown on our double extension to actual -to- actual
using our average actual indexes:
1977
Double ext. sample, std. to
std.
$12,000
Convert to avg. actual
(indexes above)
.922
Double ext. sample @
avg. actual cost
$11,060

1976
$10,000
.900
$ 9,000

1977 __ sample @ '77 avg. act. __ 11,060
Inflation
sample @ '76 avg, act.
9,000 — 1'299

The inflator indicates that although standards
increased 20% from 1976 to 1977, average actual
cost increased 23 %.
We have at this point completed the development of the indexes necessary to do the 1977 DVL
calculation for the Widget pool. But before proceeding, we must account for Fictitous Company's conversion to new standards, which we will
assume took place on 1/1/77.
39

Exhibit 4
1977 LIFO CALCULATION
Indexes:

Year

Cumulative

1977 Inflator
1977 Deflator

1.229
.800

1.229
.800

12/31/77 Inventory at standard
Convert to base cost
(15,000 x .800)
12/31/76 Inventory, base cost

$15,000
12,000
10,000

1977 Layer in base cost

$ 2,000
Base
$10,000
2,000

12/31/77 Invento ry

$12,000

Index
1.000
1.229

LIFO
$10,000
2,458
@

12/31/76 Inventory (base)
1977 Layer (above)

$12,458

12/31 /77 Inventory at LIFO
12/31/77 Inventory at standard

$12,458
15,000

Contra required, 12/31/77
Adjusted beginning co ntra
balance, 1/1/77
Debit cost of sales, credit
inventory co ntra

(2,542)

$

(2,000)
542

We know from our sample that the Company
raised its standards on the above date an average
of 20 %. Let's assume that the write -up to new
standards resulted in an increase in the standard
cost of inventory totaling $2,000. Under traditional accounting practice, this write -up would be
credited to cost of sales_ When using the DVL
method, however, the credit must go to the inventory contra account. This prevents a conversion to
new standards from affecting net LIFO inventory,
as shown below:
Before
After
conversion
conversion
Inventory @ std.
LIFO contra

12/31/76
$10,000
—

1/1/77
$12,000
(2,000)

Inventory @ LIFO

$10,000

$10,000

This adjusted beginning contra balance of
$2,000 at 1/1/77 will be compared with the contra required in our DVL calculation to determine
our 1977 cost of sales adjustment.
Having computed our indexes and adjusted beginning contra balance, we are now ready to per-
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form our final calculation for the Widget pool. See
Exhibit 4.
Our calculation indicates that the Fictitious
Company will make a debit adjustment of $542 to
cost of sales to state on a LIFO basis for 1977.
In subsequent years, the Company will develop
cumulative indexes in the same manner as in
1977, and use the same calculation methods to
arrive at LIFO inventory and cost of sales adjustment.
The dollar -value method is simple enough to
use as an estimation tool for replacement cost of
sales. It is also useful for estimating year -end
LIFO adjustments during the year for companies
now on LIFO. This would be done by double extending a sample during the year, and developing
indexes using the sample and year -to -date production data.
Other Considerations
There are some important considerations that
the limited scope of this article prevents us from
discussing fully:
1. The IRS has many requirements concerning
the dollar -value method. For example, it has
rules regarding sample size used for developing
indexes, and concerning reserves which may or
may not be netted against inventories.
2. Mix change within an inventory pool could occur as a company alters product lines to meet
current business objectives. Problems caused
by mix change can become very complex and
could cause indexes obtained by the double extension method to be invalid.
3. Care must be exercised before writing down inventory due to obsolescence, rework, etc. so
that double extended inventory samples are not
distorted. This also has many implications regarding IRS requirements.
We have discussed the dollar -value method of
valuing inventory, and an application of the method t o standard cost systems. Also discussed was
DVL's usefulness as an estimation tool for replacement cost of sales for those companies not
now on LIFO.
We hope this article gives the reader some insight into this subject, over and above what is obtained from traditional accounting texts.
❑
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APB Opinion No. 29:
Accounting for Nonmonetary
Transactions —Some New
Perspectives

Based on the lack of definitive support in the Opinion for making
credits to income, and based on a long tradition of making credits to
capital, the only defensible position to take when contributions are
made to a firm by a governmental unit, as a general rule, is to make
the credit an appropriate capital account.

By Harold E. Arnett
Since the release of APB Opinion No. 29 in May
1973, some writers have concluded that it resulted
in the adoption of new principles and concepts
and has moved accountants more toward the
adoption of current value accounting. Others have
indicated that a number of its requirements are
illogical, inconsistent, or both.
Many of the holdings in the Opinion have been
thoroughly analyzed. Others have been overlooked or given less attention than they deserve.
To understand the provisions in an opinion and
how these tie -in to the overall accounting process,
it is first necessary to understand the concepts
which underlie the Opinion.
Such an understanding of concepts also provides a basis for supporting or criticizing an opinion or standard statement. Too often the APB and
FASB have been criticized for the wrong reasons
or at the wrong levels because underlying concepts were not considered in evaluating the conclusions presented. If conclusions reached are
consistent with accepted underlying concepts,
they cannot be challenged on the basis of logic
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because they would be in accord with inferences
reasonably to be drawn from the accepted concepts. If, on the other hand, the reader supports
conclusions not consistent with accepted concepts, he does so because he feels the concepts
which support such conclusions are better than
accepted ones, and his quarrel is with underlying
concepts, not with conclusions in the Opinion.
This does not deny those situations where given
accepted concepts can support more than one
conclusion. These often are the most difficult to
resolve. Even in those cases, however, an understanding of underlying concepts aids in determining the levels and magnitude of disagreement, and
thereby aids in resolving the issue,
In simplest terms, APB Opinion No. 29 states
that where monetary assets and liabilities are involved on one or both sides of an exchange transaction, accountants handle them reasonably well
(with one exception) but where only monetary assets and liabilities are involved, whether in an exchange transaction or a nonreciprocal transfer, accountants generally have been handling such
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events poorly, inconsistently, or both. Using fair
m arket value s, the Board holds, generally is the
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best way of recording such events, because it will
result in a consistent and uniform practice. This is
true regardless of the group the entity is dealing
with, whether owners or outsiders.
Basic Concepts Involved
The general proposition of the Opinion indicates that four basic concepts underlie the specifics considered: realization of revenue (income), asset measurement, loss recognition, and acceptable
sources of revenue and income. A brief review of
these concepts will aid in understanding the specific considerations in the proposal and their applications to real -world situations that arise.
REALIZATION OF REVENUE

"Revenue (and, hence, income) is generally
recognized when (1) the earning process is
complete or virtually complete, and (2) an
exchange has taken place." '

Recognition
hinges on a
determination
of when the
data can be
measured.

This concept has been a foundation idea in accounting for many years and is felt necessary to
insure objectivity in the income determination
process. The sales point, generally, is the first
point in the total time span of business operations
where both requirements for realization are fulfilled. These realization tests are more in the nature of standards to guide action, rather than absolute requirements, and are interpreted so in
practice. For example, accounting procedures followed for certain precious metals, certain farm
products, and long -term construction contracts
using the percentage of completion method, all
recognize revenue and income prior to the sales
point. For some of these cases, neither criterion of
the realization concept has been fulfilled. For others, an exchange has taken place but the earnings
process isn't complete. In still others, the earnings
process is virtually complete, but an exchange
has not taken place. Recognition hinges on a determination of when the data can be measured
with an acceptable degree of objectivity. Sometimes this is possible as the earning process takes
place. And over the years the "exchange" requirement has come to mean "arm's- length" exchange
or its equivalent. We record and report any number of things in accounting practice where an
arm's- length transaction per se didn't take place.
In a word, where revenue and income can be measured sufficiently objectively prior to the sales
point, the earlier timing will be used. The determination of when this is possible is made on the
grounds of whether the results would be the same
as though both criteria of the realization had been
fulfilled,

The realization and asset measurement concepts are tied closely together. The asset figure for
inventory under the percentage -of- completion
method, for example, may be (and usually will be)
considerably different than would result from application of the completed contract method. The
difference at any given point in time is the difference in income recognized up to that point in time
using one method as opposed to the other. Income, itself, is the measurement of the change in
net assets over a given period of time brought
about by certain events and transactions. Consequently, changing the timing of income recognition is the same thing as changing the timing and
measurement of certain assets and liabilities; they
are two sides of the same event or transaction.
The cash equivalent price of an asset is the cash
outlay necessary to acquire it immediately, assuming an arm's- length market transaction (or equivalent) had taken place. If, for example, a building is
purchased by issuance of a $1 million noninterest
bearing note to be repaid in 10 annual installments of $100,000 each, the accountant is required to estimate the interest element and remove it from the asset base. Let's assume that objective market data is available indicating that the
building could have been acquired for an immediate cash outlay of $900,000. Under APB Opinion
No. 21, the building would be recorded at.
$900,000, with the $100,000 reflected as interest
expense over 10 years. The $900,000 is the cash
equivalent price; it is the critical figure for both
asset measurement and income determination.
LOSSES
Losses should be recognized when sustained.
This concept is a reflection of the accountants'
conservative attitude, sometimes referred to as the
accountants' "prudent man" rule. For example,
when replacement cost (market) is lower than recorded cost, the lower figure is used and the loss is
recognized. When the opposite is true, replacement cost is not used, because this would recognize revenue (income) before it has been realized.
Objectivity of information is not the question, because replacement costs when above recorded
costs are just as objective as when below. It is
important also to note that the arm's - length market transaction requirement is of considerably less
importance for loss recognition than it is for revenue realization. Losses are recognized when evidence is sufficient to indicate a "permanent" impairment of utility to the entity., This concept is
applied to noncurrent assets as well as to inventories, though not as readily.

ASSET MEASUREMENT

Assets should be measured at their cash
equivalent price.
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SOURCE OF REVENUE (INCOME)

"Revenue . . . results from those types of
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profit - directed activities of an enterprise that
can change owners' equity." '
This last concept, that revenue and income only
arise from certain sources (profit - directed activities), is much more difficult to explain briefly. Of
the four concepts basic to the Opinion, it also is
the one where the greatest amount of disagreement exists among accountants as to its basic
meaning. Some accountants believe income determination should be considered primarily from the
viewpoint of the business enterprise. Others believe the view should be through the eyes of the
shareholders (owners). Some feel something must
be "earned" through conscious, purposeful effort
before it can be considered income. Other believe
"earning" is not critical, and, therefore, would
run such things as donations received through income.
Not surprising, the most difficult provisions of
the Opinion to interpret and understand are those
based primarily on this concept.

Gains Recognized
In all nonreciprocal transfers with all parties,
other than owners, and in certain nonreciprocal
transfers with owners, the event must be recorded
on the basis of fair market values with any resulting gains recognized. A few examples are presented to test whether this conclusion is in accord
with the accepted concepts discussed.
CONT RIBUTIONS

TO

CHARITABLE

ORGANIZA-

What is contributed is irrelevant; it could
be inventory, marketable securities, land, patents,
and so forth. For example, if a company contributes to the Boy Scouts finished goods inventory
recorded on the books at $20,000 and with a fair
market value (selling price) of $25,000, the following or similar entries must be made by the compaTIONS.

ny:
Contribution expense
Revenue
Cost of goods sold
Finished goods

$25,000
$25,000
$20,000
$20,000

Specific Provisions of the Opinion
When considering the specific provisions of the
Opinion, the general thrust should be kept in
mind; i.e., nonmonetary transactions will be accounted for on the basis of fair market values, and
any resulting gains or losses will be recognized.
Because of certain significant exceptions, however,
classification for discussion purposes is difficult.
As the question ofincome determination is paramount, we will discuss situations where losses are
recognized, where gains are recognized, and
where gains are not recognized. We will touch
upon tax considerations only briefly, and we will
not be concerned with the difficult problems in
determining fair market values. These aspects are
beyond the scope ofthis article.
Losses Recognized
The Opinion is in complete accord with the basic concept that losses should be recognized when
sustained. Consequently, in all nonmonetary
transactions the Board states that "impairments
of value" (losses) must be recognized, ifappropriate. When a decrease in the value of an asset appears to be permanent and reflects a loss of utility
to the company, the loss should be recognized.
The basic question to be answered by practicing
accountants, therefore, is whether or not the loss
is "real." If it is, recognize it because it has been
sustained. Ifnot, do not recognize it. The Opinion
did not create the loss recognition concept, nor
alter its meaning, nor its application. It simply
states that for all nonmonetary transactions, accountants should use the same guidelines and
judgments for loss recognition that they have used
for other events and transactions in other circumstances.
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If land, recorded at $40,000, with a fair market
value of $50,000, is contributed to a church, the
following entry must be made.

What is
contributed to a
charitable
organization is
irrelevant.

Contribution expense $50,000
Land
$40,000
Gain on disposal of land
10,000
All the examples above conform to traditional
interpretations of the four concepts involved. Had
the company donating the inventory and land to
the Boy Scouts and church sold them first for cash
equal to the fair market value, and then donated
the cash to the organizations, the result would
have been the same. The income would have been
earned, the earning process was virtually completed, and the results the same as though an arm's length transaction had taken place. Whether cash
flows into and out of the entity is irrelevant. The
net cash position is the same in either case; and in
all material aspects, the substance of the event is
the same.
NONMONETARY EXCHANGES. A number of nonmonetary exchanges are to be recorded at fair
market value with recognition of the corresponding gain. One case in point is the exchange of
product held for sale in the ordinary course of
business (inventory) for dissimilar property, as a
means of selling the product to a customer. The
kind of nonmonetary asset received is irrelevant,
just so long as it is dissimilar.
Assume Company A exchanges some finished
goods inventory costing $30,000, with a selling
price of$36,000, for land of Company B. The following entries would result on Company A's
books:
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Land
Revenue
Cost of goods sold
Finished goods

The old asset
plus any cash
given represents
a necessary
investment . . .

$36,000
$36,000
$30,000
$30,000

The earning process is complete, and assuming
fair value (selling price) is determinable within
reasonable limits, the event is the same as though
the inventory had been sold for cash and the cash
used to acquire land. Even though the form is
somewhat different, the substance is the same and
hence the final position of the company is the
same whether cash changes hands or not.
In another case, a company might exchange a
productive asset for another productive asset of
dissimilar nature.' If Company A exchanges land
costing $45,000, with a fair market value of
$52,000, for a patent, the following entry would
be required:
Patent
$52,000
Land
$45,000
Gain on exchange
7,000
This entry is in complete accord with the concepts. The earning process with regard to the land
is complete. The transaction, in substance, is a
sale of the land for $52,000 cash with an immediate reinvestment into a patent. The amounts result
from an arm's- length transaction. The cash equivalent value for the patents is $52,000. Finally, the
disposition of assets at an amount above their recorded amount is one of the acceptable sources of
income.
NONRECIPROCAL TRANSFER WITH OWNERS. Certain of these transfers must be recorded on the
basis of fair market values, with any resulting
gains recognized. The two basic examples here are
distributions of nonmonetary assets to stockholders as dividends, and the distribution of nonmonetary assets to stockholders to redeem or acquire
outstanding capital stock of the enterprise (assuming the distribution is not a split -up or other forms
of reorganization or liquidation or part of a plan
that is in substance the rescission of a prior business combination).
If a firm owns marketable equity securities classified as current assets and recorded at a cost of
$1,000,000, and distributes these pro rata to the
shareholders as an in -kind of dividend, the entry
must be made on the basis of fair market value
and any gain recognized. Assuming the fair market value is $1,500,000, the following entry would
be made:
Retained
earnings
$1,500,000
Marketable equity
securities
$1,000,000
Gain on disposition
500,000
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As this transfer is between the entity and its
owners, it might appear to be an activity not giving rise to income, as indicated in APB Statement
No. 4. But there are really two distinct events involved here. First, the disposition of the marketable equity securities completes one series of activities running from the acquisition of those securities to their disposition. Second, the "payment" of
a dividend to the owners is an entirely different
and distinct event. This fact is somewhat hidden
when the securities are distributed directly to the
owners rather than first being disposed of for cash,
with the cash then distributed as a dividend.
The earning process is complete, the figures are
those which would have resulted from an arm's length market transaction —in substance, the results are the same as though the entity had sold
the securities for cash and then distributed the
cash to the shareholders. Thus, again, the entry is
in harmony with the basic concepts. That is, if the
result is reasonably the same as though an arm's length transaction did take place, it is good
enough. In our example, the market place established the value of $1,500,000. Neither the entity
nor the owners had a substantial impact in determining that value.
Assuming the marketable equity securities were
transferred to stockholders to redeem or acquire
outstanding stock ofthe corporation (as previously described) the analysis essentially would be the
same:
Entry if stock to be held in the treasury:
Treasury stock $1,500,000
Marketable equity
securities
$1,000,000
Gain on exchange
500,000
These events are considered nonreciprocal
transfers, rather than exchanges, because the entity's common stock received by it is not an asset.
Before something is classified as an exchange, a
nonmonetary asset must be given up and a non monetary asset received.
Gains Not Recognized
Two main types of
nonmonetary transactions are recorded on a cost
basis and gains are not recognized. One is the exchange of product held for sale in the ordinary
course of business (inventory) for similar product
as an accommodation. At least one party to the
exchange reduces transportation costs, meets immediate inventory needs, or otherwise reduces
costs or facilitates the ultimate sale of the product —and not as a means of selling the product to
the customers. Such an exchange allows the company to make sales quicker or less expensively, but
the company with which the exchange take place
is not the customer.
NONMONET ARY EXCHANGES.

MANAGEMENT ACCOUNTING /OCTOBER 1978

This is not an uncommon practice among companies dealing in petroleum and petroleum products. If Company A exchanges 10,000 barrels of
oil it holds in Africa for 10,000 barrels of oil Company B holds in South America (because Company A has a customer in South America needing
the oil), the exchange would be recorded at book
value. Actually no formal entry need be made; in
its subsidiary inventory records, Company A
might reduce oil held in Africa and increase oil
held in South America.
This also is in accord with the basic concepts.
Revenue generally is not recorded until the sales
point, which hasn't been reached in this case.
Therefore, the earning process is not virtually
complete. Company A is in the same asset position after the exchange as it was before. Finally, if
income could be recognized in this kind of an exchange, managements of companies dealing in
tangible goods could "create" earnings simply by
exchanging paper.
Another case where gains are not recognized is
in the exchange of productive assets for similar
productive assets where no "boot" is received.
Boot can be given and the rule stays the same, but
not received (we'll cover situations later where
boot is received). Assume these facts as an example. Let's say that Company A trades in a machine for a new one with similar capacity. The
following financial data are derived as of the data
ofexchange:
Old machine
Original cost
Allowance for depreciation
Wholesale value

$20,000
16,000
6,000

New machine
List price
Cash outlay required in addition to
giving up the old machine

$30,000
21,000

The entry required in the Opinion would be:
Machinery -new
Allowance for
depreciation
Cash
Machinery -old

$25,000
16,000
$21,000
20,000

The basis of the new machine is the book value of
the old, $4,000 ($20,000 - $16,000) plus the boot
given, $21,000, exactly the same basis as required
under the Internal Revenue Code for like -kind exchanges where gains are involved.
To drive home the point that losses must always be recognized when sustained, assume the
same facts above except that the wholesale value
of the old machine is $3,000. Then the required
entry would be:
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Machinery -new
Loss on exchange
Allowance for depreciation
Cash
Machinery -old

$24,000
1,000
16,000
$21,000
20,000

Then the basis ofthe new machine is equal to the
wholesale value of the old machine traded -in,
$3,000, plus the boot given of $21,000. Such losses
are not allowed as deductions for federal taxes.
It was not uncommon, prior to APB Opinion
No. 29, to recognize gains on trade -ins, such as
the $2,000 in the example. Many accountants
agreed that the acquisition, utilization, and disposition of an asset constituted a complete series of
events i.e., the earning process was complete, and,
therefore, the gain should be recognized. The acquisition of the new machine was the beginning of
a new, separate series of events. Others felt that
income is derived basically from the use of productive assets, not their sale, and that as long as
one productive asset is traded for a similar productive asset, the series does not come to an end.
The old asset plus any cash given represents a necessary investment to maintain productive capacity, and, therefore, the earning process is not complete until the product produced by the asset is
sold to customers. Consequently, no gains should
be recognized until that time. Both arguments
have strong conceptual merit and both can be justified as falling within the constraints of the basic
concepts involved in this Opinion. The problem
the Board had was in the application of the "earning process" criterion in the realization concept, a
common problem in the practice of accounting,
Basically, the APB agreed with the latter arguments. If nothing else, the requirements will bring
about uniform and consistent handling of these
types of transactions. Also, the holding here is
consistent both with the nonrecognition of gains
when inventory is exchanged as an accommodation and partial gain recognition on exchanges of
similar productive assets when boot is received, as
next described.
PARTIAL GAIN RECOGNITION. In the two types of
transactions just discussed, regarding similar depreciable assets, some monetary consideration
might be received. In such cases:

... The earning
process is not
complete until
the product
produced by the
asset is sold.

"The Board believes that the recipient ofthe
monetary consideration has realized gain on
the exchange to the extent that the amount
of the monetary receipt exceeds a proportionate share of the recorded amount of the
asset surrendered. The portion of the cost
applicable to the realized amount should be
based on the ratio of the monetary consideration to the total consideration received
(monetary consideration plus the estimated
fair value ofthe monetary asset received)." `
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Since partial gain recognition on exchanges of
similar depreciable assets has been covered in a
number of articles, we will use inventory as an
example. Assume Company A receives from
Company B cash of $50,000 and inventory valued
at $150,000 in exchange for inventory given up
with a value of $200,000. The inventory given up
has a cost basis of $120,000. Assume further that
the exchange was made primarily to facilitate
sales to customers other than the parties to the
exchange. Gain to be recognized equals $20,000.
$50,000 —

$50,000
X $120,000
$50,000 + $150,000

The entry Company A would make:

One might
conclude that
donations
recei ved do
result in
Income.

Cash
Inventory
Inventory
Gain on exchange

$50,000
90,000
$120,000
20,000

In essence, this says that '/, of the inventory was
retained. Thus, the earning process was not complete and no gain should be recognized, and the
basis should remain at cost of $90,000 ('/, X
$120,000). On the other hand, '/, has been sold;
thus, $30,000 (' /, X $120,000) is the cost basis to
match against the $50,000 received, resulting in a
recognizable gain of $20,000 (the earning process
is complete). Again, the concepts underlying the
Opinion are adhered to.
The entity paying the monetary consideration
should not recognize any gain, and should record
the asset received at the amount of the monetary
consideration paid plus the recorded amount of
the nonmonetary asset surrendered. If, in the example, the inventory given up by Company B is
recorded at $95,000, then the following entry
would be made by Company B:
Inventory
Cash
Inventory

$145,000
$50,000
95,000

The Board made a special point of indicating
that:
"Events and transactions in which non monetary assets are involuntarily converted
(destruction, theft, seizure, or condemnation) to monetary assets that are then reinvested in other nonmonetary assets are monetary transactions since the recipient is not
obligated to reinvest the monetary consideration in other nonmonetary assets.'
In a word, gains and losses must be recognized
even if the monetary assets are reinvested in similar productive assets. This is the one case where
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the holding of the APB is inconsistent and illogical when compared with other conclusions in the
Opinion as related to the Board's application of
the underlying concepts. If the entity does reinvest
in similar productive assets (which often would be
the case if it was to remain a viable entity), the
partial gain recognition rules should apply. Admittedly, the calculation and recording are somewhat more difficult, but not impossible. Boot received could be considered the difference between
the cash received and the amount reinvested in
similar productive assets.
CONTRIBUTIONS BY A GOVERNMENTAL UNIT. The
type of asset received is irrelevant. Land normally
would be the nonmonetary asset involved. Assume a
municipality contributes land to a company with
"no strings attached," having a fair market value of
$70,000. The critical question is what should be
credited, income or an appropriate capital account?
In this regard, the Opinion is not clear. Regarding
donations of assets by the company, as shown above,
the Opinion is explicit:
"A transfer of a nonmonetary asset to a
stockholder or to another entity in a nonreciprocal transfer should be recorded at the
fair value of the asset transferred, and a gain
or loss should be recognized on the disposition of the asset." '
Regarding donations of assets to the company, the
Opinion simply states:
"... a nonmonetary asset received in a non reciprocal transfer should be recorded at the
fair value of the asset received." 8
This leaves the question of the "credit" up in the
air.
Considering the basic philosophy expressed in
the Opinion, and the statements previously quo tated from APB Statement No. 4, one might conclude that donations received do result in income.
When the Opinion was issued a member of the
APB indicated preliminary drafts had the requirement that donations to a company be credited to
income, but substantial opposition developed so
that this requirement was removed prior to issuance. In his view, the intent of the Opinion is that
donations should be credited to income, even
though not explicitly required. Articles on the
subject ignore the question. In an annual report
for the year ended December 31, 1974, the credit
went to additional paid -in capital.' Another person, active in APB affairs at the time the Opinion
was issued, indicated the intent was for the credit
to go to an appropriately titled capital account.
Based on the lack of definitive support in the
Opinion for making credits to income, and based
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on a long tradition of making credits to capital,
the only defensible position to take as a general
rule, is to make the credit to an appropriate capital account. One possible exception to this general
rule will be discussed in a later paragraph.
Thus, if a municipality contributes land to a
company with "no strings attached," having a fair
market value of $70,000, the following entry is
recommended:
Land
$70,000
Additional paid -in
capital (or donated
capital)
$70,000
Some complexities might arise which must be
taken into account. The Opinion indicates that "a
nonmonetary transaction, regardless of form,
should not be recorded at fair market iffair value
is not determinable within reasonable limits." "
This statement is not peculiar to donations to the
company, but is applicable to all the provisions in
the Opinion. It is mentioned here only to distinguish clearly an inability to measure fair market
value within reasonable limits, which results in an
entry not being made, from performance obligations placed on the Company which are so severe
that no entry ought to be made. This is because
the asset is in serious jeopardy of ever being received because of the performance obligations to
be fulfilled. The fair market value may be determinable with the highest degree of reliability, and
no entry would be made because the asset, at best,
is only a contingent asset.
For example, assume a municipality donates a
plant site with a known fair market value of
$65,000 to a company with an agreement that
clear title will not pass unless the company provides employment in each year for five years for
1,000 employees. Assume anticipated production
and sales will require an annual work force which
might vary between 900 and 1200 employees. No
entry should be made for the land under such conditions, because the assumed facts are such that
there is serious question whether or not clear title
would ever pass to the company. When clear title
does pass, then an entry should be made.
It is also important to note in this example that
the land never really "costs" the company anything even assuming it fulfills the performance obligations and title passes. The only question is
whether or not a consistently high enough employment level can be maintained in order to receive clear title to the land.
Where the performance obligations are material
and represent measurable costs to the company, a
stronger case can be made for crediting the donation to income. Assume the same facts, except the
performance obligation of the company is to provide employment and job training for 400 employMANAGEMENT ACCOUNTING /OCTOBER 1978

ees during the first year, and then clear title will
pass. Further assume that the company can reasonably determine the cost of such training will be
$5,000. Without the performance obligation assume the company would hire only skilled employees not needing substantial amount of job
training. A strong case can be made for the following entry:
Land
$65,000
Liability for employee
training
$5,000
Income from donation
60,000
Assume the training is conducted by a supervisor
whose total wages for the year are $20,000. This
entry would be made:
Wage expense
$15,000
Liability for employee
training
5,000
Cash (Wages payable)
$20,000
In this case, the company utilized assets to acquire
the land. It was not received "cost free" and the
cost associated with the acquisition can be measured objectively. If all the $65,000 is credited to
paid -in capital, and all the $5,000 flows through
expense, the company's net income would be reduced by $5,000. The implication here is that the
company is $5,000 worse -off having accepted the
donation than it would have been had the donation been refused.
If paid -in capital is to be credited in the above
example, the exact same entries are recommended
except paid -in capital rather than income would
be credited for $60,000. In essence, the $5,000 expenditure would then be charged against paid -in
capital, rather than as a charge against operations.
However, it should be noted that historically the
full $65,000 would be credited to capital and the
$5,000 would flow though expense. Thus, to the
extent traditional procedure serves as a defense,
this would be the best defensive position to take,
even in the first case discussed.
In all the above cases, $65,000 is recorded as
the fair market value (cash equivalent price) for
land. That value doesn't change no matter how
severe the performance obligations might be. Of
course, if fair market value is not reasonably determinable, no entry is possible, but that is a different question, and not one addressed here.

In a "no strings
attached"
donation, what
should be
credited?

Measurement of Fair Market Value
Where major uncertainties exist so that fair
market values cannot be determined within reasonable limits, fair market values should not be
used. Hence, gains should not be recognized, even
though they otherwise would be. The first question, then, given the event or transaction, is
47

Does the
marketplace
supply evidence
that is
s u f fi c ie n tl y

objective?

should gains or losses be recognized? The next
question, assuming, a yes answer to the first, is,
can fair market values be measured? If no, gains
or losses will not be recognized.
It is noted that an exchange involving parties
with essentially opposing interests is not considered a prerequisite to determining a fair value of a
nonmonetary asset transferred or received; nor
does an exchange insure that a fair value can be
ascertained within reasonable limits.
The only question is whether or not there exists
in the marketplace evidence that is sufficiently objective. Fair market values should be determined
by referring to estimated realizable values in cash
transactions of similar assets, quoted market
prices, independent appraisals, estimated fair values of assets or services received in exchange, and
other available evidence.
Although the Opinion places emphasis on using
the fair market value of the asset given up in an
exchange, in preference to the fair market value of
the asset received, this is only required where the
evidence is more clearly evident for the asset given
up. Perhaps a better way of expressing the intent
of the Opinion is simply to say that the most reliable evidence should be used. Only in the case of
an exchange where the fair market values of both
the asset given up and the asset received apparently are equally objective, but different, would a decision be made to use the fair market value of the
asset given up. In all other cases, the most objective evidence would be used.

Consistent with Prior Concepts
Opinion No. 29 is uniformly consistent with
concepts generally understood and accepted prior
to its issuance. Although the partial gain recognition rules as applied when monetary assets are received, appear to be an exception, they really are
not. Certainly, when applied appropriately to inventory situations they are not. When applied appropriately to depreciable asset situations the
rules are somewhat more murky, but the best conclusion is that the APB chose from between two
possibilities, both of which were consistent with
basic concepts, the one they felt most consistent
with other holdings in the Opinion. In essence, the
problem for the Board was one of deciding when
one event or transaction culminated and another
began. It was not a question of violating or not
violating the realization concept, but one of application of the concept, particularly with regard to
determining when, and to what extent, the "earning process" criterion had been fulfilled.
Some have indicated APB Opinion No, 29 is a
move toward current value accounting. This also
is not the case. Current value accounting requires
adjustments of all the elements of financial statements regardless of whether the entity is directly
involved in an event or transaction. APB Opinion
No. 29 is concerned only with events and transactions where the entity is one of the parties involved. It simply requires that the "cash equivalent" concept be adhered to and brings about consistent application of that concept.
O

Income taxes
A difference between the amount of the gain or
loss recognized for tax purposes and that recognized for accounting purposes may constitute a
timing difference to be accounted for according to
APB Opinion No. 11. For example, a loss on the
trade -in of a machine for a like -kind machine
would be recognized under APB No. 29, but not
for tax purposes. Because the nonrecognized loss
would be added to the depreciable basis for tax purposes, a deferred tax charge (or reduction of a
deferred tax credit) would result, which would
turn -over (be eliminated) over the life of the asset.

' AP B O p in io n N o . 4 , - Ba s ic C o nc e p t s a n d Ac c o u n tin g P r in c ip le s Und e r ly in g
F inan cial State ments of B usine ss En terpr ises, " AIC PA, 1 970.
' Un de r F A SB S ta te me nt No_ 1 2, - Permanent - imp ai rme nt is n o lon ge r a r equiremen t for wr iting do wn marke table eq uity sec urities properly classif ied as a
current asset.
APB Sta teme nt No. 4, p. 51.
' P ro d u c t iv e a s s e t s a r e d e fin e d in t h e O p in io n a s " as s e ts h e ld f or or u s e d in th e
production of goods and services." Similar productive assets are those "that are
of the same general type that perform the same function, or that are employed in
the s ame l ine o f b us in ess ." No te , h owev er, t hat r eal e sta te f or re al es tat e is
always to be considered an exchange of similar productive assets even though in
a g ive n c a s e - it m ig h t b e c o n t e n d e d t h a t e it h e r t h e a s s e t g iv e n u p o r t h e o n e
re c e iv e d do e s no t p er f or m t he s a me f u nc tion or is n ot em plo ye d in th e s am e lin e
of b u s in e s s . Of c ou r s e, it is o f t h e s a m e g e n e r a l t y p e . T h is h o l d in g m a d e it
unn ece ssa ry for th e A PB to dis tin gui sh bet wee n " inv est men t" rea l e sta te and
"p r o d u c t iv e " real estate. AP B N o . 2 9 , "Ac c o u n t in g f o r N o n m o n e ta r y T r a n s a c tions ," America n Ins titut e of Certi fied Publ ic Ac count ants, May 1973, p. 5 4 1.
' A PB O pi nio n No . 29, p . 54 9.
[bid., p. 542.
Ibi d. . p 547 -8.
(bid., p. 547.
' T u ft c o C or p. . Ann ual Re por t. De c em b er 31 . 1 9 7 4 ( Au d it e d b y E r ns t & Er n s t . )

11 APB Opinion No. 29, p. 548.

Help NAA Grow- St ar t A New C h ap te r
If you live and work in an area not presently served by an
NAA chapter, or you li ve some distance from where your
chapter meets, maybe the answer is to form a new NAA
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i
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chapter to serve your area.
Write or call the NAA office for advice and for a list of
n7en7bers in your area.
Phone (212) 754 -9734. Ask for Spruille Braden, Jr.

MANAGEMENT ACCOUNTING /OCTOBER 1978

Trust Fund Accounting for
Multi - Employer Trust Funds
Along with the burgeoning benefits enjoyed by today's employee
has come a new industry— accounting for the trust funds which
provide the benefits.

By Charles B. Jackson
The multi - employer employee benefit plan industry is new; certainly when compared with most
industries, it is not old. Although in some areas
and in some industries employee benefits of a
somewhat limited nature were provided for many
years, the Labor Management Relations Act of
1947, commonly known as the Taft - Hartley Act,
was the trigger that brought to employees a great
expansion of certain benefits with appropriate tax
deduction of costs. Even then, benefits were slow
in coming and it was not until the early 1950s that
more employers began to agree in labor negotiations to hospital, medical, and doctor benefits to
be provided through welfare trust funds. Pensions
followed as a negotiated benefit, with vacation, apprenticeship and training, industry promotion
funds and others coming still later.
The industry as we now know it is less than 30
years old but it has grown to proportions quite
unimagined at its inception. Today, multi- employer pension fund assets alone exceed $185 billion.

efits, responsibilities of trustees, and its administration. This must be submitted to the Internal
Revenue Service with other information to obtain
qualification status. Once approved by IRS, contributions to the trust funds are tax deductible.
The details of the plan of benefits are set forth in a
plan booklet or other written description and distributed to participants.
The boards of trustees of multi - employer trust
funds are made up of an equal number of labor
and management representatives. They decide
upon the method of operating the trust fund following directions which are sometimes included
in general form in the trust agreement. The administration, including the documentation of financial transactions, record keeping, and financial
reporting, is entrusted to a salaried administrator
and staff or to a professional contract administrator. The administrator then manages the trust
fund operation, is responsible to and follows the
direction of the boards of trustees.
General Accounting Transactions

Trust Fund Legal Basis

Accounting for most trust funds may be considered in the following general areas:

Negotiations between labor and management,
which include employee benefits as well as wages,
work rules, and similar factors, are legalized by
the writing of collective bargaining agreements
and signed by the parties to them. This document
establishes the basis for a trust fund agreement
setting forth its purpose, method of providing ben-

1.
2.
3.
4.
5.
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Billing /collecting employer contributions
Determination of eligibility for benefits
Benefit payments
Operation cost payments
Record keeping and preparation of financial
statements
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Because of the large number of transactions and
often the need to maintain records of hours
worked as well as dollars owed, received, and paid
out, the use of data processing is a necessity.
Accounting for Employer Contributions

Employer and
employee
accountability is
vital in trust
fund operations.

The basic document used for billing and receiving employer contributions is the employer contribution form. It is a preprinted form (often listing
employee names in low- turnover types of employment) mailed monthly to each employer signatory
to or agreeing to comply with requirements of the
collective bargaining agreement establishing the
trust fund. This form is completed by the employer and returned with a remittance of contributions
either to the administrative office or to a bank depository. Contributions are deposited to applicable welfare, pension or other bank accounts established to maintain separation of amounts paid into
proper accounts. Copies of employer report forms
with deposit slips attached serve as a backup for
amounts received until the data on the report
forms can be recorded. Copies of the report forms
are pre- audited and then forwarded to data processing for input and processing. On a date, usually
predetermined to be a monthly cut -off for receipt
of and accounting for non - delinquent contributions, the data for reports received to that date are
processed. Reports are prepared for use in control
of employers required to contribute, determining
eligibility for benefits and original entry data for
accounting records.
Employer and employee accountability is vitally important in trust fund operations. Correct and
current lists of active employers required to contribute need to be maintained. Those employers
not reporting and /or not remitting contributions
owed must be carefully accounted for and follow up action taken to collect amounts owed. The Employee Retirement Income Security Act (ERISA)
mandates that trust fund Boards of Trustees must
ensure that employer contributions owed are actually paid.
The active employer list is used as a basis for
preparation and distribution of subsequent
months' employer reporting forms. Employers
having no employees in given months are generally required to send in the forms indicating that
they had no employees, to avoid delinquency follow-up.
Eligibility Determination
WELFARE ELIGIBILITY

The determination of eligibility for benefits in
multi - employer welfare trust funds is often quite
complicated. Most employees, particularly in the
construction industry, do not work for the same
employer for extended periods of time. It is therefore often necessary to account for hours worked
50

and contribution dollars remitted from more than
one employer to determine whether or not an employee is eligible to receive benefits. This is unlike
the service and certain other industry trust funds
that allow eligibility in the month worked or in
the month contributions are received, upon receipt of payment of specified contribution
amounts.
In cases where there must be an accumulation
of hours worked for and dollars contributed from
more than one employer, the accounting is much
more complicated by plan eligibility rules. These
require a specified number of hours worked (for
example -300) in a specific time period (for exam ple-3 months) for initial eligibility, a specified
number of hours "charged off' (for example 100) for each month of eligibility for benefits, the
allowance of an "hour bank" build -up of hours to
those who work in excess of the hours charged off
to be used for future eligibility with a cap on the
total number of hours which can be accumulated
(for example -1,200 hours for a year's eligibility),
and plan rules on the time period to reestablish
eligibility when an employee has fewer than the
number of hours needed to be eligible for benefits
in the current month (for example -3 months) or
suffer loss of the hours and be required to comply
with the initial eligibility rules.
Eligibility accounting is done most often by use
of a data processing system which can be programmed for specific eligibility requirements. The
source document for data processing input is the
monthly employer contribution form which shows
amounts contributed and, if need be, hours
worked. Upon input to the system the data is
stored for call -up and reference or print -out in
various reports.
If a daily update "on- line" system is used, eligibility is determined generally by reference to a
CRT screen showing the current eligibility status
for each employee. If a batch processing system is
used, the data is input, accumulated, and stored.
At certain time period intervals, generally monthly or quarterly, eligibility reports are printed in
hard copy or microfiche for use by those approving eligibility for benefits.
PENSION ELIGIBILITY

Eligibility for pension credits for benefits is generally much simpler to determine than those for
welfare funds. Pension funds usually allow a
year's credit if a specified number of hours are
worked (for example -1,200 hours). Usually a
partial credit is allowed if fewer hours are worked
than the required number of hours for full credit
(for example 1/ 2 for 600, '/, for 300, ' /, 2 for 100,
etc.). The source of data on hours worked and
contribution dollars paid again is the monthly employer contribution form. Data from these forms
are generally input to a data processing system,
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and the hours converted to pension credits which
are accumulated and stored for on -line reference
or for report print -out at periodic intervals. The
processor of an application for a pension uses this
information to determine eligibility for pensions
and to determine amounts of pension benefits to
be paid, usually monthly. ERISA brought stringent requirements to pension funds, including the
accounting for eligibility for benefits and the reporting of eligibility for credits to employees. One
significant requirement is the one to allow a full
year's vesting for 1,000 hours worked. This complicates the accounting for pension funds because
records must be kept for vesting purposes as well
as for pension credit determination purposes.
VACATION FUNDS
Eligibility determination for vacation benefits is
quite simple. Employer vacation contributions
paid -in are accumulated and paid -out on specified
dates, usually once or twice each year. If there are
no vacation contributions remitted for a given employee, he will not receive benefits. Often interest
earned on contributions held in trust before payout in excess of administrative expenses of the
trust fund is allocated and paid out to the employees. The accounting is limited to determination of
contribution amounts received by employee. The
source document for this information is the same
as for other trust funds, the monthly employer
contribution form.
BENEFIT PAYMENTS
Welfare benefit payments are those made to
providers of hospital, medical, and doctor benefits, sometimes including dental, vision, and prescription drug benefits. These payments are made
by insurance carriers (or a third party if designated by the trust fund trustees and the insurance
carrier) if the benefit program is insured or by the
trust fund administrative office if the benefits are
self - funded.
If the benefits are insured, the trust fund accounting is generally limited to recording premium payments to the insurance carrier and
amounts due back, if any, from the insurance carrier to the trust fund if a retention -type contract is
in effect. Details of benefit payments and other
insurance carrier charges are supplied to the trust
fund periodically by the carrier. This includes an
analysis of benefit payments by various categories
of services provided.
If the benefits are self - funded and are paid out
by the trust fund administrative office, that office
must keep detailed records of the benefits paid.
Listings of checks form the basis for recording
entries in general ledger accounting records. Analyses of benefit payments made by various categories of services provided are also made by the administrative office. The accounting must also inMANAGEMENT ACCOUNTING /OCTOBER 1978

clude the recording of amounts paid each provider
and the preparation of IRS 1099Med forms for
the providers and the IRS.
Pension benefit payments are generally made by
the administrative office or by a bank. Listings of
the benefit payment checks form the basis for recording entries in the general ledger accounting
records. An accounting must also be made of
changes each month —the addition of new pensioners, deletions for deceased pensioners or for
those no longer eligible to receive pension benefits,
and other changes in type or amount of pensions.
Often the accounting must include a segregation
of benefits paid by type of pension -early retirement, normal, disability, etc. The accounting must
also include an accumulation of monthly amounts
paid pensioners and the annual preparation of
W2 -P forms for the pensioners and the IRS.
Vacation benefit payments are accounted for by
listing benefit checks for use in recording entries
in the general ledger accounting records. Often
the accounting will include a listing for each employee of amounts paid by employer with such
listing to accompany the vacation benefit payment
checks. This allows the employee to check
amounts paid to his own records and satisfy himself that the amount paid is correct. Also, some
vacation funds prepare and send a quarterly statement to each employee to allow him to verify the
accuracy of vacation contributions made in his behalf. This not only ensures the employee will receive the correct amounts due him, but also serves
as an audit control to ensure that each employer
has paid all amounts due.
If the claims processing and payment of benefits
is for more than a few thousand participants, the
use of data processing, particularly for the preparation of benefit checks and analysis of benefit
payments, is a necessity.

Pension benefit
payments are
generally made
by the
administrative
office or the
bank.

OTHER PAYMENTS AND DISBURSEMENTS
Other trust fund payments are for operation
costs including administrative expenses; fees for
legal, consulting, actuarial, accounting and other
professional costs; trustee expenses, insurance,
equipment and other costs. These are listed in a
check register which is the original entry source
for recording entries to the general ledger.
A major disbursement is that made to purchase
securities such as stocks, bonds, governmental
agency securities, and the like, to invest the reserves of trust funds. Welfare and vacation funds
accumulate reserves that are invested usually in
short-term securities. Pension funds accumulate
large amounts of reserves which are invested in a
variety of types of securities. Accounting for these
disbursements by welfare and vacation funds is
performed the same as the accounting for operation cost payments. Pension funds usually retain a
bank corporate co- trustee and depository to actu51

ally receive employer contributions and monies
received from investments and make disbursements for investment purchases, benefit payments
and other operation costs. An accounting is rendered monthly by the corporate co- trustee to the
administrative office for use in making an analysis
and as a source document for entries to the general ledger accounting records.
ACCOUNTING RECORDS

In less than 30
years, the trust
fund accounting
business has
grown to
proportions
onceconsidered
unimaginable.

The accounting records of original entry used
as a source for posting to the general ledger are
similar to those of many organizations. They are
basically simple except for the back -up detail records and those records needed for use in preparing
supporting schedules to the basic financial statements.
The cash received from employer contributions
is summarized in a cash summary report which
shows a breakdown of cash received by employer
by month due and also shows contribution overpayments and underpayments. This is normally
prepared in a form to allow easy checking to deposits per bank statements or corporate co- trustee

transaction analysis reports. Posting to the general ledger is made from this report or from a journal entry which summarizes this information.
A check register is maintained for use in recording general administrative expense payments.
Postings are made to the general ledger from this
register.
The principal disbursements are for benefits.
Records maintained for these disbursements are
discussed elsewhere in this article.
Records are kept of other transactions such as
pension fund investment purchases, sales, interest
earnings, dividends, and so on. These transactions
are reported in detail in corporate co- trustee reports. They are summarized and recorded by journal entry for posting to the general ledger.
Other transactions and changes such as adjustments, depreciation, write -off of uncollectible contributions, and similar activities are recorded by
journal entries for posting to the general ledger.
The general ledger contains accounts for assets,
liabilities, trust fund balances, employer contributions and other income, benefit payments and operating expenses. The accounting records are

Exhibit 1
CONSTRUCTION WORKERS CENTRAL AMERICA HEALTH AND WELFARE FUND
STATEMENT OF OPERATIONS AND FUND BALANCE
For the Years Ended December 31, 1977 and 1976
1977

1976

Gro up insurance premium for hospital, surgical, medical
and dental benefits
Self- funded program fo r prescription drugs in 1977 and
for prescription drugs and vision care in 1976
Death benefit payments
Total benefits
Excess (deficit) of revenues over expenses

4,321,900
8,800
282,700
4,613,400

$

Employer co ntributio ns
Liquidated damages
Investment inco me
Total revenues
Benefits provided:

$

Revenues:
3,642,500
9,500
306,100
3,958,100

4,310,200

4,902,700

189,600
18,000
4,517,800
95,600

322,300
12,000
5,237,000
(1,278,900)

112,200
6,100
69,300
14,500
1,600
3,400
19,200
12,400
9,300
8,700
256,700
(161,100)

104,500
5,700
68,200
13,100
1,200
2,700
16,400
11,100
10,300
7,300
242,500
(1,521,400)

Administrative expenses:
Administrator's fees
Auditing fees
Collection expenses
Consultant f ees
Depreciation
Insurance
Legal fees - co llections
Legal fees - general
Printing, supplies and postage
Trustees expenses
Total administrative expenses
Excess of benefits and expenses over revenues
Fund balance:
Beginning of year
End of year
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5,161,600
$ 5,000,500

6,683,000
$ 5,161,600
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Exhibit 2
CONSTRUCTION WORKERS CENTRAL AMERICA PENSION FUND
Balance sheet at December 31, 1977 and 1976
1977

92,500
1,120, 000
7,106,300
147,000
11,542, 600
20,008,400

13,128,100

9,268,800

752,500
121,300
873,800

510,300
102,700
613,000

3,900

3,200

12,100
16,000
$37,158,400

9,200
12,400
$29,919,400

$

$

Receivables:
Employer contributions receivable
Interest and dividends receivable

Total assets

16,800

124,600
1,410,000
8,420,500
297,000
12,870, 200
23,122,300

Deposits with insurance carrier including interest credited,
net of expense charges

Other assets:
Prepaid expenses
Furniture, fixtures and equipment, less accumulated
depreciation of $3,200 in 1977 and $2,500 in 1976

18,200

1976
$

$

ASSETS
Cash In bank
Funds and securities held by co-trustee bank:
Cash
Savings accounts - 5 % interest
Corporate stocks, at cost
United States government obligations, at cost
First trust deed notes, at cost

If you're
processing
claims for more
than a few
thousand
participants,
data processing
is a necessity.

LIABILITIES AND FUND BALANCE

Accounts payable and accrued expenses
Pension benefits payable
Trust fund balance
Total liabilities and fund balance

readily adaptable to a data processing system for
the books of original entry and general ledger inasmuch as much of the information going into
them is summarized by a data processing system
for employer contributions, benefit payments, or
whatever.
In addition to the basic accounting records kept
for use in summarizing transactions and preparation of financial statements, most trust fund
boards of trustees require much financial and other information in addition to the basic financial
statements. Significant additional accounting records and files are necessary to provide this much needed information, and they must be kept in
enough detail to facilitate preparation of the required reports and schedules.
FINANCIAL STATEMENTS AND REPORTS
The format of financial statements has, over the
years, been developed or dictated by the desires of
trust fund boards of trustees to have financial information presented in an understandable manner. Statements are usually prepared monthly.
The basic ones, the Balance Sheet and the Statement of Operations and Fund Balance are prepared in a variety of forms in varying degrees of
detail. The format presented in Exhibits I and 2
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42,100
206,300
36,910,000
$37,158,400

36,700
188,500
29,694,200
$29,919,400

are ones quite commonly used. They give sufficient detail to allow trustees and interested parties
to monitor the financial status of their trust funds.
Close monitoring is required because of possible
changes in income caused by employment fluctuations. A stable or sound financial condition can
change rather rapidly by employment declines unless action is taken to adjust benefits to levels
which can be afforded while still maintaining required reserves.
As stated above, the basic financial statements
are only part of the accounting information needed by trustees. Also needed are supporting schedules for financial statement accounts such as employer accounts receivable, investments, equipment and depreciation, accounts payable, trust
funds reserve, and expense detail. In addition, reports showing statistical data on hours reported,
numbers of eligible by different categories, active
and inactive employer status, employer delinquency status, delinquent employer contributions collection data, analysis of numbers and types of pensions in effect, and analysis of welfare benefits paid
are also often required.
The financial statements and other schedules
are generally tailored to the type and needs of
each specific trust fund. The federal requirement
53

Those not
familiar with
trust fund
accounting
usually
underestimate
its complexity.

that employee benefit trust funds be audited annually has brought a good influence from those performing the audits to financial statement presentation and format. The American Institute of Certified Public Accountants has recommended formats for health and welfare trust fund financial
statements and has an exposure draft out on formats for pension trust fund financial statements.
These factors have brought about more standardization and improved financial data presentation.
ERISA requires that an Annual Report Form
5500, which is a financial report, be filed annually
with the IRS. This report is designed for complete
disclosure of all financial information relevant to
the operation of welfare and pension plans including a statement of assets and liabilities, changes in
assets and liabilities during the year and a statement of receipts and disbursements. ERISA also
requires that an Annual Report Summary, made
up of extracts of information from the Annual Report 5500, be prepared and sent to each participant and beneficiary.
A Very Specialized Field
A common fault of those unfamiliar with em-

ployee benefit trust fund administration and accounting is to underestimate the complexity of the
operation of them. Most are not small entities and
many have assets in the hundreds of millions of
dollars with complex operational requirements.
The sum total of the financial accounting and other recordkeeping requirements make the administration of employee benefit trust funds a very specialized field. Because it is a relatively new industry, personnel with very many years of experience
in it are limited in number. For this reason it offers great opportunity, particularly to accountants, because a major part of employee benefit
plan administration is accounting work.
The International Foundation of Employee
Benefit Plans, together with the Wharton School
of Business at the University of Pennsylvania, has
developed a Certified Employee Benefit Specialist
program. Just started last year, it is designed to
bring professionalism to the industry and to give
the CEBS title to those completing the 10- course,
four- to five -year study program, which includes
employee benefit trust fund accounting. Those interested and involved in the industry should consider taking the course of study.
❑

ERRATA
In the article, "Interest on Equity Capital and CASB Standard 414," August 1978, Exhibit 1, page 41, included an
incorrect rate. The section should have read:
4. Cost of money factor based on 7.875% interest rate
Dept. A labor

$1,600 ,00 0 X . 078 75
$ 1 ,8 0 0 ,0 0 0

Dep t. B lab or

$2 ,5 00 ,0 0 0 X .0 78 75
- - $2,25 0,0 00
= •0875

T
To tal co s t input
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$4 0 0 ,00 0 X .07 875
$9 ,2 70 ,0 00

_

=

07

00 34

MANAGEMENT ACCOUNTING /OCTOBER 1978

Indexing the
Progressive Tax System

By Frank J. Unger
The progressive tax system was developed to raise
taxes from individuals based on the individual's
ability to pay them. One of the basic aims of this
system was a redistribution ofwealth for the benefit of the nation as a whole. This system, however,
was developed without provisions for adjustment
during times of inflation or deflation. Today, the
individual taxpayer is pounded by inflation and
swamped by rising tax brackets. These forces result in a general decline of his purchasing power.
The Effects of Inflation
The primary issue is whether or not the taxpayer can retain his buying power under the existing
progressive tax system during times ofinflation or
deflation. A decision needs to be made whether or
not the progressive tax system requires some systematic or periodic adjustment.
The effects of inflation have been especially apparent over the last ten years. Inflation has pushed
the cost of living up by 79% since 1966. By contrast, the prior ten years experienced a rate of inflation ofonly 19 %. This virulent inflation of the
last ten years, coupled with the progressive rates
of the tax system, is now pushing people who
managed to keep their incomes equal to the rate of
inflation into higher marginal rate brackets. The
marginal rate is the rate one pays on the last dollar of income earned during the year. For instance, one may pay an average tax of 19 % on his
MANAGEMENT ACCOUNTING /OCTOBER 1978

income but be so situated in the tax tables that he
pays 22% on the very last dollars earned that
year, This means that, though he has not increased his buying power in relation to income
increases, he has incurred real tax increases from
year to year on the present tax schedules. The
problem is even worse for the taxpayer whose salary increases have not kept up with the rate of
inflation. In real terms, more tax is paid.
Inflation rates have averaged 7.9% over the last
ten years. Rates of 5.5% or better can reasonably
be expected in the future. As a result, the taxpayer
will continue to lose substantial buying power unless measures are taken to correct the progressive
tax system for inflation. Exhibits I & 2 show the
benefit of indexing for a family of four whose median income in 1976 was $15,000.
The most important point to consider is that
the taxpayer is continually progressing from one
marginal tax bracket to another, and being taxed
for "real" additional income that is not actually
received. Also note that the taxpayer is paying
more in taxes even with the additional deductions
allowed for personal deductions and special personal tax rebates.

a

The issue is whether or not the taxpayer can retain his buying power
under the existing progressive tax system during times of
inflation or deflation.
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Taxing Inflation
The observation that real income is fairly stable
is borne out by statistical information gathered
since 1968. In 1975 dollars, the median income of
families in the United States had increased from
$13,354 to $13,719, an increase in real terms of
55

just 2.7% over a period of eight years, During
that time, however, inflation had pushed the cost
of living up by 61%n.
The effect of these factors on the economy and
the federal government is overwhelming. First of
all, the individual is being taxed for inflation, thus
removing many billions of dollars from the private
sector. Even if the government recycles these billions through transfer payments, one can say it is
actually discretionary income that is being redistributed.
The second effect of taxing inflation is the reverse of the first. The federal government is getting more dollars than it normally would. This
promotes spending in excess of what the government ought to be spending in terms of the real
earnings of the taxpayer. The phrase "promotes
spending in excess of was used deliberately, because, in budget preparation, planners anticipate
revenue. Some of these revenues are those the taxpayer is paying because of inflationary factors.
This, in turn, leads to two other effects on the
nation.
The first one is that the public sector is growing

Exh ibi t 1

INDEXING THE TAX
0

0

economy.
Obviously, any adjustment to the progressive
tax system would involve a great deal in monetary
terms. There are at present some 56 million families in the United States, and the median income
for these families is $15,000. Any significant
change in the tax structure will involve billions in
tax revenues. The following is a series of proposals
that might be considered to make such a change.
Proposal A: That Progressive Tax Tables Be
Indexed to the Cost -of- Living Index

co

4,000
3,500
Taxes paid
existing system

3,000

in relation to the private sector of the economy.
That it is happening to the extent it is, is simply
the result of an accident of the tax system. Once
the growth in the public sector has taken place, it
is rather difficult to arrest.
The second effect is that the real deficit in this
nation is being severely understated in terms of
the taxpayer's real tax burden under an inflationary adjusted tax system. If such a system were
adopted, the deficit would, in a few years, begin to
accelerate.
Some action appears to be needed in the not too
distant future. The economy is still uncertain in its
growth patterns. Consumer spending is soft as is
capital goods spending. A strengthening of the
private sector is needed not only to bolster the
economy and reduce unemployment over the
short term, but also to encourage the capital investment spending needed for the future of the

The indexing would begin in the next year so
that funding of present programs would not be
affected.

2.500
Difference

ADVANTAGES

2.000
1,500

Taxes paid
indexed system

1,000
500

Exhibit 2

EFFECTS OF INFLATION
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79%

305%

$8,400

$15,000

$25,620

2,400
1,920

3,000
160
3,440

3,000
160
5,870

4,080

8,400

16,590

464
17%

1,314
22%

3,179
28%

464

831

1,415

483

1,764

—

Income
Deductions
Personal
Special
Itemized (23% gross)
Taxable income
Present tax
Present marginal rate
Indexed tax
Difference

Base year

—

Inflation

1. Would allow the individual taxpayer's burden to remain equal in regards to his actual
buying power from year to year.
2. Keeps as much money in the private sector
as possible, thereby maintaining proportionate demand in that sector. This would reduce the necessity of government fiscal or
monetary actions for stimulating or slowing
the economy.
3. Eliminates the unintended growth of the
public sector at the expense of the private
sector.
4. Tends to stop the expansion or adoption of
programs that would be funded from the additional gains in cash flows resulting from
present taxation methods.
5. Would eliminate much of the adjustments
that are made on the allowances for personal deductions and special deductions from
year to year, thus allowing for a simpler tax
form for the individual to prepare.
6. Would demonstrate to the federal government that there are limited resources available toward enacting public programs, deMANAGEMENT ACCOUNTING /OCTOBER 1978

spite their intended good effects on the economy or disadvantaged classes of people in
the country.
DISADVANTAGES
1. The government would have to relinquish
some control over the economy . The government could still enact tax cuts from time to
time to stimulate the economy , but it would
have to be temporary in that the cut would be
at the expense of its own revenues.
2. After the adoption of this proposal, the reported deficits would begin to grow alarmingly, because the government 's income would begin to
drop as the flows from the tax system diminished.
3. Federal government borrowings would grow,
thus causing a drain on the amount of money
available to the public sector.
Proposal B: That Government Adjust the
Progressive Tables on a Time-to -Time Basis
ADVANTAGES
1. Would allow the government to retain more
control over the economy by simply allowing it
the discretion of deciding how much of the inflationary gains, if any, would be returned to
the taxpayers . This might be especially important during times when there are pressures on
the economy stemming from excessively high
levels of demand . At the same time, when the
economy is down, stimulus would be provided
by allowing all the gains from inflation to be
returned to the private sector.
2. Would also allow the tax forms to be done
more simply by the taxpayer.
DISADVANTAGES
There is no guarantee that the legislative or executive levels of the government would act to return inflationary cash flows to the individual. The
temptations are great to expand or create new
programs with anticipated revenue increases.
Proposal C: Nothing Be Done
ADVANTAGES
1. Som e con tro l o f t h e eco n o m y is retain ed by

1

allow ing tax cuts fro m tim e t o tim e t o st im u-

late the economy.
2. Desirable cash flows would be available to the
government to enact and implement additional
programs.
DISADVANTAGES
1. The continual loss of funds in the private sector in contrast to the gain of funds in the public
sector will damage the economy at some time
in the future.
2. Any stimulation of the economy by the government would probably be enacted too late to
stop some of the damages caused by a recessionary movement.
3. Uncertainty in the economy would make it difficult for the business community to plan its
future. When this happens, many firms may
pull back on spending, leaving the economy
less stable than it might be.
4. Possible loss of certain choices by individuals.
Whenever the government gains by inflation on
the tax system, the individual loses buying
power and living choices. The constitution was
written precisely so that the individual might
have rights to live as he chooses, providing he
does not infringe upon the rights of others. The
government exists to protect and serve those
rights. In this respect, the present tax structure
is not operating as it should.
5. As the tax burden increases, the taxpayer will
be tempted to drop out of the private sector of
the economy and become dependent on the
public sector. This cost cannot be precisely estimated , but it could become substantial.
6. The cooperative spirit of the average taxpayer
may be eroded.
7. Cautious spending habits of the individual
might be eroded , because, by leveraging to the
limit and on a margin tax basis, deductions on
taxable income would become greater.

The taxpayer is
continually
being taxed for
"real"
additional
income not
received.

Of all the:available options, the first one is preferable; namely that the progressive tax tables be
indexed to the cost -of- living index. Not only is it
most equitable to the individual , but it also appears to be the option that best allows the financial resources of the country to be distributed in
0
the most optimal manner.
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W r to or ecall the NAA of fice f or ad vice and fo r a list o f m em be rs in your area.
Phone (2 12) 754 -9734. As k fo r Sp ruille B rade n, J r.
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Accountant's Desk Handbook
Albert P. Ameiss and Nicholas A. Kargas, Prentice -Hall, Inc., Englewood
Cliffs, NJ 07632, 1977, 502 pp.— Scores
of illustrations, tables, entries, checklists
and charts demonstrate the techniques
and procedures used by top accounting
professionals. Brings together procedures incorporating the latest requirements and accepted principles issued by
APB, AICPA, NAA and SEC.
Operations Research: Principles and
Practice
Don T. Phillips, A. Ra vindran and
James J. Solberg, John Wiley & Sons,
605 Third Ave., New York, NY 10016,
1976, 585 pp.—An introductory -level
text which bridges the gap between theory and practice. Features include network analysis, modeling applications,
coverage of duality theory in both linear
and non - linear programming, geometric
programming and complementary pivot
theory.
Managing Nonprofit Organizations
Diane Borst and Patrick J. Montana,
eds., AMACOM, 135 W. 50th St., New
York, NY 101020, 1977, 328 pp.—Contains 30 papers written by experts in the
nonprofit sector who demonstrate how
the systems approach, MBO and results- oriented management styles currently are being applied.
Financial Management of Financial
Institutions
George H. Hempel and Jess B. Ya witz,
Prentice -Hall, Inc., Englewood Cliffs,
NJ 07632, 1977, 263 pp.— Emphasizes
management of the financial resources,
both assets and liabilities, of the major
business organizations in the United
States. Encompasses the major types
of financial institutions -- commercial
banks, thrift institutions, insurance
companies, and others —their economic
role and the dynamic environment in
which they operate.
College Accounting
10th ed ., A.B. Carson and Arthur E.
Carlson, South - Western Publishing Co.,

BRIEFREVIEWS OF NEW PUBLICATIONS

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

5101 Madison Rd., Cincinnati, OH
45227, 1977, 745pp.— Designed to test
the student's ability to apply knowledge
of accounting principles and complete
workbook assignments. This edition has
been developed with Self -Paced Learning Activity Guides (SPLAGS) to allow
students to complete the course with
minimal instructor directions.
Business and Professional
Communications
Vincent DiSalvo, Craig Monroe and
Benjamin Morse, Charles E. Merrill
Publishing Co., 1300 Alum Creek Dr.,
Columbus, OH 43216, 1977, 282 pp.—
Designed for courses at the undergraduate level that emphasize oral communication skills. Oral reporting, interpersonal communication and dynamics of
the work group such as a committee or
conference are stressed.
Programming Standard COBOL
Winchung A. Chai and Henry Chai,
Academic Press, 111 Fifth Ave., New
York, NY 10003, 1976, 342 pp.—The
authors introduce the student to
COBOL gradually and systematically.
This presentation is geared directly to
beginners with no experience. Illustrations and 34 completed sample programs with written explanations are
presented clearly so that students can
begin to write programs as soon as possible with little confusion.
The Scanlon Way to Improved
Productivity
Brian E. Moore and Timothy L. Ross,
John Wiley & Sons, 605 Third A ve.,
New York, NY 10016, 1978, 228 pp.—
The authors use a chapter -by- chapter
approach which follows the logical sequence companies must go through in
order to establish a Scanlon Plan. The
information provided includes methods

of constructing Scanlon bonus formula,
presenting the plan to the work force
and administering the plan over an extended period of time.
Zero -Base Budgeting in the Public
Sector: A Pragmatic Approach
Peter C. Sarant, Addison - Wesley Publishing Co., Inc., Reading, MA 01867,
1978, 204 pp. —The author gives clear,
step -by -step explanations of the entire
ZBB process and leads readers systematically through the concepts as they
apply to the public sector.
Business Acquisition Deskbook with
Checklists and Forms
F. T. Davis, Jr., Institute for Business
Planning, IBP Plaza, Englewood Cliffs,
NJ 07632, 262 pp.— Provides a quick
refresher and checklist as well as a general discussion of acquisition possibilities in today's market. Many of the
techniques and methods in this book
have been overlooked in the past because of the easy accessibility of cheap
borrowed money, but they are essential
in today's market.
The Director's Guide to Accounting and
Finance
M. G. Wright, McGraw -Hill Book Co.,
1221 Ave. of the Americas, NY 10036,
1976, 2010 pp.— Provides directors with
information they need to perform their
duties, such as th e tax stru cture and
sources of capital, the ability to analyze
performance, and an understanding of
their roles in planning, decision making
and the control processes.
Executive Compensation '77--an RIA
Survey
Published by Research Institute of
America, Dept. 111, Mt. Kisco, N Y
10549, 1977, 68 pp. —This special executive compensation report is based on a
Pooled Intelligence Survey in which
10,000 member companies participated.
The data were tabulated and analyzed
for 28 separate groups and classified according to type of business and sales
volume. A comparison of compensation
practices can be made with those companies that most closely resemble yours.

se
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MANAGEMENT
ACCOUNTING
PRACTICES
Continued from page 6
sion's examination of corporate governance. They are intended to provide investors with expanded information on certain matters. According to
the SEC, stage two will be represented by a staff report addressing the
means by which corporations can
best account to shareholders and the
public under the existing framework
and the need for structuring reforms.
Following publication of the staff report, the Commission will consider
what further action, if any, is appropriate with regard to shareholder communications and shareholder participation in the corporate electoral process. The current proposals would require disclosures about the structure,
composition, and functioning of corporate boards; resignations of directors; att endance at b oard and committee meetings; voting policies and
procedures of institutions subject to
proxy rules which exercise voting
rights with respect to equity securities
held for their own accounts or for the
accounts of others; and the terms of
settlement of proxy contests.
One unusual aspect of the proposals is the formal dissent by Commissioner Roberta Karmel to the statement by the Commission in reference
to the audit, nominating and compensation committees of the board of directors: "it is desirable that these
three standing committees, which
have responsibilities in areas where
disinterested oversight is most needed, normally be composed entirely of
persons independent of management." Interviewed by a New York
Times reporter, Mrs. Karmel was
quoted as questioning the Commission's "substantive authority to
change the forms of governance of
public corporations." She offered her
opinion that "one of the strengths of
corporate America is the diversity,
plurality, differences" and that "it
would be a mistake for the government to impose a single standard on
all public corporations, because corporate governance needs a great
MANAGEMENT ACCOUNTING /OCTOBER 1978

deal of innovation, creativity and
chan ge."
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The ONLY book
you need to pass
the CMA exam

AICPA Will Continue Use
Of `Subject To' Opinions
The American Institute of CPAs has
decided that use of the phrase "subject to" will be continued in auditors'
reports on financial statements when
there are significant contingencies,
The phrase is used when a company's financial statements could be affected materially by the resolution of
an uncertainty, such as circumstances involving litigation. In an exposure draft released last year (MAP,
January 1978), the Institute's Auditing
Standards Executive Committee had
proposed that disclosure in a single
footnote of any contingency that
could materially affect financial statements would obviate the need for the
"subject to" opinion. The exposure
draft reportedly met with much criticism from those who reject the footnote disclosure as a substitute for the
"subject to" warning. After issuing the
exposure draft, AudSEC formed a
task force to consider other matters
related to the audit report. The committee decided it would not, at this
time, follow through on eliminating the
"subject to" opinion, but would refer
this matter to the task force.

AICPA on Real Estate
Accounting
The AICPA has submitted to the
FASB two statements of position regarding real estate accounting practices. One statement narrows the
range of methods used in accounting
for costs to sell or rent real estate
projects, setting cost criteria for "everything from model units and their
furnishings to unused promotional literature," according to an AICPA
source. The second statement illustrates how to account for profit recognition on sales of real estate under
three accounting methods.
MAP comment letters are available
from Manager, MAP Development,
NAA, 919 Third Ave., New York, NY
10022.
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People in the News
a c c o u nt i ng

ma na ge r ,

Da nne r

Pr e s s

RON ALD H. ELD RID GE, F r a m i n g h a m ,

Emeritus Life Associates
H. AC KERSON, Salt Lake
Area.
ALEXANDER J.ADRIAN, New York.
FR ED A. AIKE N, JR., Beaver Valley

t e r , P a . , ha s b e e n p r o m o t e d t o ma na ge r

DA VID

o f c o s t a c c o u n t i ng, F o a m Div . , Sc ot t

pa s t pr e s i de nt .

N.C.,

Pap er

C HARLES

LEONARD BAER,

San Francisco.
Lancaster

ME LVIN H. BROOME,

Ma s s . ,

MA R GA R E T D . GIA NC A T ER IN O, C he s -

Co. She i s
County, Penna.
pa s t

pr e s i de nt .

Jacksonville pa s t
C a me r o n M c L e o d So-

HANSO N D. FERR ELL,
pres ident. Stua rt

Corp.

c ie ty.

Chicago.
ED WA RD P. HAMILT ON, Philadelphia.
ROBERT F. HART F IEL, Minneapolis Viking.
JOHN W. LE VE R, Shreveport pa s t p re s iHUB ER D. HA G AN ,

RON ALD

Delaware

ALKINS, C l e v e la nd , wa s

DEC UR T IS,

Thre e

Hawaii

na m e d

at

c o u nt a n t .

na m e d

Columbus
at

P.

Pr i c e

Wa te rh o u s e

& Co.

BUD D a nd W ILLIA M H. C A R -

T E R we r e na me d s e nio r s , a nd SUS A N A .
T O LB ER T , ma na ge r .

of

ha v e

Ha s k i ns

&

...

EA RL

jo ined Arthur Yo ung

S. FUSAT O ha s
& Co. a s a n a u d i t

DIANA D . FORBES ha s

b e e n p r o mo t e d t o f i n a nc i a l s e r v i c e s a c c o u nt a n t ,

Pa c ific

MA N UE L

R.

Re s o u rc e s ,

SYLVEST ER

Inc . . . .
ha s

c ha p t e r

pr e s i d e nt ,

me mb e r

of

DA VID

E.

N.C., ha s

he

ADAMS,

He nd e r s onv i l l e ,

b e e n a p p o i nt e d tr e a s u r e r

be r

a m e mb e r

of
of Coosa Valley.

ST EVEN

D.

be e n a p p o i nt e d
c o u nt i ng

and

of c o s t a c Hy d r - O - M a t i c

ma na ge r
bu dge ts ,

Pumps. H e i s a m e m b e r of
Central Ohio C ha p t e r .

t he

North

JOSEPH F.
Boston,
ha s b e e n na m e d vic e pre s id e nt- f ina nc e

of

m a n Co., a s u bs id ia ry
o gy C o r p .

Mc Do we ll - We ll -

of

He l i x T e c hno l -

R e f r i ge r a t o r

ART HUR

W.

HER MAN N,

Detroit,

de nt o f D e t ro i t Ba nk & T ru s t

ha s

HICKS

pr e s i de nt ,

op e r a ti o ns ,

City

of

Olson

subs idi ary of Ferr o

N. R A G O i s no w
Tool & D i e Co., a
M f g. C o . . . . ROB-

ERT A . WE LC H ha s b e e n e le c t e d vic e
pr e s i d e nt , a u d i t o r
T rust

Co....

c e nt l y

wa s

of

Se c u r it y B a nk &

R. SC HOENE

re -

vic e pr e s i d e nt ,

fi-

DONALD

na me d

Div., C hr y s l e r

ha s

na me d

no w

N a t i o na l

B a nk . . . . BERNARD

SCOTT J.

Canton, is

Co... .

wa s a p p o i nt e d vic e

WILLIS A .

pr o j e c t a d mi ni s t r a t o r .

is

s e p h D i xo n C r u c i b l e
i s a me m b e r
Mr. M ill a r ,

Co. M r . A d o r n e t t o
of North Jersey Shore, a n d
a m e mb e r of Essex County.

BLAINE C LEM ENS,

Lancaster,

P.

LONGARDNER,

60

of

and

J O HN F . M ILLA R , t r e a s u r e r , o f t he J o -

c e nt l y wa s p r o m o t e d t o c o nt r o l l e r

na n c e , M a r i ne

WILLIA M WUC IN IC H,

Div . ,

N.J.,

of s a la r ie d p a yr o ll .

RIC HARD M. CASSIDY, Bridgeport, re c e ntl y jo i ne d P e r k i n E l m e r C o r p . a s

PE T E R M C GA N N , Brooklyn - Queens,
no w c o nt r o l l e r , A - D r i v e C o r p o r a t i o n.

Asheville

t he c o mp a n y .

T HO M A S R . LEW IS wa s na me d ma na ge r

c o nt r o l l e r

C UNN INGHAM, J R. ,

a nd a d m i n i s t r a t i o n

a t H o b a r t C o r p . A R T HU R A . BOSTON,

be e n p r o m o t e d t o a s s i s t a nt vic e pre s i-

HA N S , A s h l a n d , O hi o , ha s

of

me mC ha p t e r , he i s c o n-

wa s a p p o i nt e d c o r p o r a t e c o nt r o l l e r , a nd

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

Two Dayton

a c c o u n t i ng,

A nn i s t o n. He i s

F i r s t N a t i o na l B a nk

the

be e n

auditor

Corp.

Ft. Wayne,
at

of

A

J OHN ADORNET T O, J e rs e y C i t y ,
SYLVESTER
Hawaii

J R . , h a s b e e n p r o m o t e d t o m a na g e r

ROBERT W. UNDERWOOD, A nn i s t o n,
Al a . , wa s p r o mo t e d t o c o mp t r o l l e r of

of

pa s t
is a

t he C o mm i t t e e o n F i n a nc e .

C. SC HULZ, Essex County.
A.K. SC RIPTURE, Fort Wayne.
W. FRE D S WAN N, Spartanburg Area.
RO BE R T M . UR IC H, Essex County.
ROBERT L. WILB UR , Member -at- Large,
U.S.A.

tr o ll e r

A

c u r r e nt l y

T he Mo the r E a rt h N e ws, Inc .

CUNNINGHAM
Baston

be e n

na me d m a n a g i ng p a r t ne r o f t h e H a w a i i
offic e o f C o o p e r s & Ly b r a n d .

ROBERT

be e n
Se lls .

HER BE RT N . C ONLEY, J R. , s e nio r a c -

pa s t pr e s i de nt .

Promotions and New Positions

T e xf i In-

J. S T A R R Y w a s na me d a p a r t A. AUCOIN,ma n a g e r , a nd

ma n a ge r . . . .
me mb e r s ha v e be e n

G r e e ns b o r o ,

me mb e r s

De l o i t t e

Co. H e is a m e m b e r of Cleveland
E a s t . . . . RO B ER T H. W ING , JR., Cleveland pr e s i de nt , ha s j o i n e d F e r r o C o r p .
T hre e

a s s is ta nt

du s tr i e s .

ne r, SAM UEL

WILLIA M

Cleveland.
Valley Forge.
C.
ALVIN B . NO R DHEM , Chicago.
T AKEO OKADA, Hawaii.
RANDOLPH H. PRIC E, Los Angeles.
GLADYS SALISBURY, Fox River Valley

S.

ROBERT

a s s y s te ms a na l ys t .

a p p o i nt e d

wa s n a me d p r e s i d e nt

Be a c h S e r vi c e C e nt e r, R e l i a nc e E l e c t r i c

J OHN LIN GNE R, J R. ,

LIPPERT ,

be e n

p r o m o t e d t o pl a nt c o nt r o l l e r o f L o n g

GARY

d e nt .

A.

a me mb e r o f

ha s

tr e a s u r e r , B o s e C o r p .

Ind i a na

Lu k e ns S t e e l

re -

of

CO.... J OA NN E J . KIS ER

ha s be e n na me d di re c t o r of f is c a l a ff a i rs ,
La nc a s t e r O s t e o p a t hi c Ho s p i t a l .
LARRY L. BERT SCH, Las Vegas, is no w
t r e a s u r e r a n d c hi e f f i na nc i a l offic e r o f
C a e s a rs Wo rld

of

N e w J e r s e y . . . . J O HN

F. HA RVE Y wa s na me d s e ni o r v ic e p r e s id e nt , t r e a s u r e r a nd c hi e f f i na nc i a l o f f i c e r of S u m ma C o r p . . . . KE V IN J . M A L LE Y , p a s t c ha p t e r pr e s i d e nt , wa s e l e c t e d
vic e pre s ide nt — tr e a s u re r

of

Desert Pal-

a c e , Inc .
J AMES

S. F R IT Z, Le xi ngt o n, Ky., is no w
of fi na nc e o f t h e Le x i n gt o n
H e i s a m e m b e r of Blue Grass

director
C l inic .

Area.

B a nk & T r u s t Co. a nd wi l l he a d t he a u d i t i ng d e p a r t me n t . . . . ST EPHEN L.
ME IE R i s no w a s s o c i a t e f i s c a l d i r e c t o r ,

G E R S HO N L. LE W IS ,

F o r t W a y n e A r e a C o ns o r t i u m ( C E T A ) .

fi c e r o f W e s t d a l e S a v i ngs & Lo a n A s s n.

Los Angeles,

b e e n n a me d p r e s i d e nt a nd ma n a gi ng

ha s

of-
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DEAN A, GROSSKOPF, Madison, is now
assistant vice p resid en t, Ex el Inn s.
Two Miami mem bers h ave been n am ed
at Deloitte Haskin s & Sells. MARIO R.
LoPEz recen tly was ad m itted as a p artner, and FRANCISCO J. PAREDES was
prom oted to m an ager.
CL.ARENCE E. (BUD) HOLTZE, Milwaukee, has b een n am ed p art n er in ch arge
of the Milwaukee o ffice o f Tou che Ro ss
& Co. He is cu rren tly an NAA n atio n al
director.... GLEN R. NELSON has been
prom oted to co n tro ller o f Pro vim i, In c.
LOREN C. SMITH, Min neap o lis, is no w
contro ller o f Stra u s Kn ittin g Mills. He
is a member of Minn eap oli s No rth St ar.
JOHN W. HENRY, Muskegon, was promoted to Teled y ne Mid west Gro u p con troller.... THOMAS H. MORTON is no w
chief accountan t, Bu rd ick an d Jackso n
Lab or atories... . G. RON W RIGHT was
nam ed contro ller, Ken t Castin gs Co rp .

HOLTZE
Milwaukee

STORR
New York

JEFFREY M. HECK, New Yo rk, was ap pointed con tro ller, Flex i -Van Co rp ... .
HAN G. STORR, a m em b er o f th e New
York Cha p t er, w as n a m ed t o h ea d t h e
financial dep artmen t o f Ph ilip Mo rris,
Inc. He has been vice president —finance of Ph ilip Mo rris In tern atio n al
since 1976.... At Tim e, In c., WILLIAM
E. BISHOP was elected a vice p resid en t
and appointed depu ty to the ch ief fin an cial officer, an d KEVIN L. DOLAN Succeeds Mr. Bish op as com p troller an d assistant secretary .

"Do you really have a fix
on your fixed assets ?"
The SEC has stimulated American
stockholders' concern about the
management of corporate fixed
assets. Most m anagement groups are
concerned, too!
What is your answer to:
• Do your asset records reflect the
assets actually in existence or only
the dollars expended?
• Do you know where all your assets
are located and are they being fully
utilized?
• Are you maximizing depreciation for
Federal and State income taxes?
• Are you taking full advantage of the
Investment Tax Credit?
• Are your assets properly valued and
insured for inflation?
• Are you sure you're not overpaying
property taxes?
If you don't have ready answers, you
should consider a new management
tool developed by Marshall and
Stevens —the M&S Fixed Asset
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The Asset Management Professionals

Ly brand . Both are mem bers of Delaware County, Penna. Chapter.

JAMES P. WARNEKE, Si oux Falls, has
been promoted to administrator of reve-

LARRY G. GOLD, Pittsburgh, has been
nam ed
accounting
manager —Richmond, In d. works, Alum inum Com pany of America.

nue receipts systems standard, Northern States Power Co.

THOMAS P. CONROY, Racine- Kenosha,
was n am ed manager of general accountin g, Sp eed y Muffler King Div., Tenneco
Au tom o tive.
LARRY W. GROSECLOSE, Raleigh -Durham Area, was prom oted to controller
of Alm ay , In c.
MICHAEL C. WOODWARD, Richland,
Wash., has joined Azurdata, Inc., as
chief finan cial officer.

DAVID T. KNAPP, Richmond, has been
PAUL D. LEKAWSKI, Oklahoma City,
named vice p resident and controller of
has been pro moted to assistant vice
Cap ital Savin gs & Loan Assn.
president, Lib erty Natio nal Ban k.
... WILLIAM L. WALL, Rocky Mount,
JOHN M. NOFTSGER, JR., has been promoted to partner, Peat, Marwick,
N.C., recently was elected assistant
Mitchell & Co .
trea su r er an d co ntr oller of Hom e S avin gs & Loan Assn. He is a m e m be r of
JAMES D. LOBLEY, Ph ilad elph ia, is no w
treasu rer of INA C ap ital Man ag em en t.
WILLIAM L. STULGINSKY has been
...
promoted to man ager at Co op ers &

Management System, Its cost is
modest compared to multiple benefits
plus possible savings. And it gives you
the input you need to truly
your assets for a better "bottom line."
Want to learn more? Any of our 17
local offices have detailed free fixed
asset 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
manage

and elected a mem ber o f th e asso ciation's board o f d irectors.

Eastern Carolina.
ROBERTO F. FABELO, San Juan, has
been n amed a partner, Haskins & Sells.

JOHN T. BARROWS, South Portland,
Me., recently was prom oted to director
of finance, Bancro ft & Martin, Inc. He
is a past president of Southern Maine.
ROBERT J. FRIEDMAN, Spartanburg
Area, has been prom oted to manager —
account ing and payroll, Carolina District, the Tim ken Co.
VINCENT R. LAPOSTA, Springfield, has
been promoted to m anager of in ternal
auditing for Worthington Com pressors.
PAUL N. FINLAYSON, Sugarcreek,
Ohio, was nam ed controller of Uhrden,
Inc. He is a m em ber of Ohio Mid -Eastern Chapter.
R.A. SEYMOUR, JR., Toledo, has joined
Pond Construction Co., Monroe, Mich.,
as controller.
Two Trenton members have been
nam ed at Personal Products Co. ROBERT E. SHARAK was prom oted to manager of research accounting in the m arketing inform ation and con trol d epart61

ment, and PAMELA SMITH was appoint- GEORGE R. FROST, 47, Syracuse, 1956.
ed collection analyst.
CALVIN F. GATES, 56, Los Angeles,
LARRY N. PEAK, Winston - Salem, N.C., 1962.
LILLIAN B. JACOBS, 61, Suburban
recently was promoted to manager
transportation data control at R.J. Northeast Philadelphia, 1975.
Reynolds Industries. He is a member of THOMAS F. LEONARD, 61, Orange
County, 1967.
Piedmont Winston - Salem.
N.J. LITHERLAND, 68, Chicago; EvansIn Memoriam
ville past president, 1943. SCMS.
JACQUES BANKEN, 30, Belgium, 1976. ALFRED R. MARTIN, 84, Member -atRICHARD C. BENNETT, 50, New Ha- Large, U.S.A., 1947. ELA.
ven, 1958.
ARTHUR C. OLSEN, 50, Pittsburgh,
TIMOTHY M. BREIDEGAM, 21, Lehigh 1956.
Valley, 1977.
JOSEPH A. Ross, New York, 1969.
NATALE CANDELMO, 55, Providence, SAMUEL J. SUBLETTE, JR., 59, Dela1969.
ware, 1961.
VERNE R. DAPP, 61, Chicago, 1960.
FRANCIS J. TREMMEL, 73, Toledo,
JOSEPH E. DEVLIN, 69, Washington, 1938. ELA.
1943.
WILBUR A. YOUSE, 57, Philadelphia,
GEORGE W. DOWNIE, 81, Boston, 1965.
1942. Emeritus Life Associate.
FRANK S. ERVIN, SR., 61, Akron CasDATA SHEET
cade, 1950.
GEORGE I. FINLAY, 70, Southern Continued from page 5
Maine past president, 1953. Stuart dent of the Assn. of Government AcCameron McLeod Society. ELA.
countants. . . . Robert K. Mautz, reWILLIAM R. FORD, JR., 58, Waterbury; tired Ernst & Ernst partner, has been
1972.
elected to the Ohio State U. Account-

ing Hall of Fame . . . The 9th Conference of the Confederation of Asian &
Pacific Accountants (CAPA) will be
held Oct. 14 -20, 1979, in Manila, Philippines.

LETTERS
Continued from page 11
It reminded me of the value of my
NAA membership. NAA provides for
continuous study and training —
through its Continuing Education Program. Participation in chapter meetings
keeps us in tune with current developments. Publishing articles of the quality
of "Organizing for People" increases
the value Of MANAGEMENT ACCOUNTING to the practicing accountant.
Finally, thank you for making a "useful tool—" MANAGEMENT ACCOUNTING— better.
Paul C. Utesch
Director of Finance
City of Rochester
Rochester, Minn.

Our new line of columnar workpapers
have added some very attractive features at a very fair price.
* Our new workpapers larger than
single 8 1/2 pads are already diecut
(waste area removed) and prefolded
to 81/2" for you.
• Handle only the more convenient
W/2 prefolded sheets you need.

• Slip them into any desk drawer file
or briefcase without tearing perforations and hand folding.

* We offer 108 options; 23 column
choices. 11' o r 14' format. green or
buff paper stock. We no doubt manufacture the exact number of columns
you need. in the color and format
you prefer.

All forms are not alike!*

Many additional subtle improvements.
options and services are explained in
our promotional piece or self- evident
with accompanying samples

H/G PROFESSIONAL FORMS
1622 Webster Street
Omaha, Nebraska 68102
402. 422 -1168
For more information, including
samples and prices, please
write or call.

I
MA810

NAME

I

ADDRESS
_

62

cir y

—

—

STATE

—

—LP

We have maintained the same larger column width throughout
our new line of workpapers. Compare ANY to ours.
We offer design and technical assistance for custom needs.
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Time Off

INTENSIVE
ALL DAY SESSIONS

Begins Nov. 13th

in
New York City

for information call:

Person - Wolinsky
CMA Review
TOLL FREE:

800 -645 -5460

"Okay, Smith, present the budget for next year. "

IN NEW YORK STATE:

212- 895 -5899
"Fortune," "Times" and Mr. Jones
A grammatical mistake or a misspelling is an occupational hazard
for working reporters and editors,
usually drawing a rueful wince. But
when you get the name of an individual— particularly a prominent
person— wrong, that can really
drive a journalist to drink. A case in
point occurred when The New
York Times published a story about
the problems that Dresser Industries of Dallas, Texas, was going
through in its efforts to sell oil production equipment to the Soviet
Union. The reporter had done her
research, quoting the president and
chief executive officer of Dresser —
James V. Jones. All well and
good — except the CEO of Dresser
is not a Mr. Jones but John V.
James, a long -time NAA member
and past national vice president.
Considering the Times' reputation
for ac cur acy , it was a m aj o r b lu n der b ut un d erstand ab le in ligh t o f
the deadlin e p ressu res of pro du cin g

a d aily n ewspaper. But what is one
to m ake of the August 14th issue of
Fo rt un e, which quotes "President

James V. Jones of Dresser Industries?" Fortune follows in the footsteps of the Times?
A Crashing Climax

c tho uar n g i n g
address?
r - - - - - --- - -- - - 1
n
9
Z
m D,

To insure

Earlier this year New Haven Chapter celebrated its 50th Anniversary
and it was an occasion for reminiscing about the past. A colorful and
noisy past, it seems, if one believes
an account in the "Bridgeporter,"
the newsletter of a sister chapter,
Bridgeport. Its history included
tales of board of directors' meeting
in plush private railroad cars and
on sailboats out of Milford Yacht
Club. But the crusher described a
meeting in which a crane operator
across the street from the meeting
place lost control of the wrecking
ball and sent it crashing through
the room —one half hour before the
dinner meeting.

un in t er ru p te d

service on
MANAGEMENT
A C C O UNT I NG
and othe r NA A
mailings , pleas e
return this

O
a

D
D
c
c

m x'
Qyi
m
m a :

D
n

o

v o
a _.

coupo n at least
fo ur wee ks p rior
to m o ving .

N

y

MA I L T O :

;

Natio nal
Association of

;

Accountants
919 Third Avenue

`O
o

•;

3m

Ne w Yo r k, N .Y.

;

10022

.
L

( Ple ase pr i nt or ty pe)

c C

o;
0 N

• 7
o�
- -.J
-- - - - - - - -

N

Na me
Ne w A dd r e s s

Ci t y

MANAGEMENT ACCOUNTING /OCTOBER 1978

St a t e

Zi p

63

New Products /Services
Lanier has introduced a new financial
software program for its No Problem
electronic typewriter. The financial
Smart Disc program is said to improve
the accuracy and speed the typing of financial statements, balance sheets, income statements, budgets, inventories,
payrolls, and other statistical information. Users have the option of letting the
typewriter perform calculations without
ever using a calculator. For more information contact Lanier Business Products, Inc., Dept. MA, 1700 Chantilly
Dr., N.E., Atlanta, GA 30324.
Info 3, publisher of data processing
training courses, has created a Data
Products Division for marketing magnetic media and other computer - related
supplies. The media line includes disk
packs, diskettes, data modules, magnetic tape, magnetic cards and digital cassettes. Other supplies to be marketed by
the division include printer ribbons and
pressure sensitive labels. A catalog describing the new product line is available from Info 3, Dept. MA, 21241
Ventura Blvd., Suite 193, Woodland
Hills, CA 91364.
Temporaries, Inc., has opened a New
York City office at 460 Graybar Building. During the past nine years, TI has
grown into a nationwide network serving national, regional and local businesses. For information, contact Temporaries, Inc., Dept. MA, 1015 18th St.,
N.W., Washington, DC 20036.
A new computerized timekeeping/anal ysis machine that will automatically
eliminate five manual steps in time and
attendance data handling has been introduced by Computer Hardware, Inc.,
Dept. MA, 4111 N. Freeway Blvd., Sacramento, CA 95834.

Computer Hardware Chi Clok.
64

Scientific Time Sharing Corp., Dept.
MA, 7316 Wisconsin Ave., Bethesda,
MD 20014, recently announced its autumn schedule of classes and seminars
in APL applications. Financial planning, materials management, reporting,
and database design and management
are among the applications to be covered in the classes. The schedule also
includes multi -level courses in the APL
language —from three -day introductory
courses to advanced seminars.
A new lightweight, IBM 3275- compatible BSC printer /terminal, the NCR emt5, has been introduced by NCR. The
terminal, which weighs 30 pounds and
comes with its own carrying case, is
self - contained with keyboard, printer,
integrated 2400 -baud synchronous modem, power supply, and a bi -synch
processor with 2K memory. Contact
NCR Corp., Dept. MA, Terminal Systems Div., 950 Danby Rd., Ithaca, NY
14850.
Olympia USA, Inc., subsidiary of
Olympia Werke, AG, West Germany,
has introduced its model CPD 6201
electronic printing /display calculator.
Equipped with a 12 -digit print capacity
with 24 -digit calculating capacity, the
new 6 -pound unit has among its operational features a full- floating, floating in, or fixed -out decimal system (0-4, 6
places and F); automatic percent calculation; statistical spacing; add mode,
add mode override; and item count.
Credit entries and credit balance in red.
For information contact Dept. MA,
Olympia USA, Inc., Box 22, Somerville,
NJ 08876.
Paradyne Corp. has introduced a software enhancement to its PIX -II Virtual
Data Link that will enable the company's data communications system to
support IBM 7770 Audio Response
Units in a remote mode. Contact Para dyne Corp., Dept. MA, 8550 Ulmerton
Rd., Largo, FL 33541.
A new T -card personnel scheduling kit
can be used to schedule three shifts in
ten locations. Each of the ten 54 -slot
panels shows a job location, with the

T -card personnel scheduling kit

names of employees working each shift
listed below that location. Contact
Methods Research Corp., Dept. MA,
Asbury Ave., Farmingdale, NJ 07727.
Azurdata, Inc., manufacturer of portable data entry terminals, has opened a
new service center in Dallas, which will
initially serve customers in Texas, Oklahoma, Arkansas and Alabama. It is the
second service center to be opened by
the firm. Contact Azurdata, Inc., Dept.
MA, Box 926, Richland, WA 99352.
The following promotional literature is
available on request: Hewlett - Packard
Computer Systems, Hewlett- Packard
Public Relations, Dept. MA, 1501 Page
Mill Rd., Palo Alto, CA 94304. Mattick
Business Forms Catalog, Dept. MA,
333 W. Hintz Rd., Box P, Wheeling, IL
60090. CTMI200O.- A Cable Television
Management System, Applied Data Research, Inc., Dept. MA, Route 206 Center, CN -8, Princeton, NJ 08540. 25
Ways to Improve Print Quality, Diablo
Systems, Inc., 24500 Industrial Blvd.,
Dept. MA, Hayward CA, 94545. A
Guide to Effective Personnel Manageme n t . . . For the Company with 100
Employees or Less, The Drawing
Board, Dept. MA, P.O. Box 505, Dallas, TX 75221. Manufacturing System I1, NCA Corp., Dept. MA, 388 Oak mead Pkwy, Sunnyvale, CA 94086.
RPGII Programming Standards, Info 3,
21241 Ventura Blvd., Dept. MA,
Woodland Hills, CA 91364.
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THE PRESIDENT'S MESSAGE
As we began our year in Chicago we expressed
the hope that our Association would take advantage of the opportunities being presented
the accounting profession today. While acknowledging the conflicts inherent in our free
society, we set out to develop a new perspective on the role of management accounting in
general and our Association in particular. And
to begin, we said we needed to acknowledge
our problems. We hope that some of our efforts
this year have helped define our problems and
will in time lead us to more effective solutions.
These four major developments during 1977 -78
illustrate the approach we have taken:
•�A Program Evaluation Group (PEG) was
created to determine whether our Association's activities continue to be relevant and
cost effective.
• A more formal program was established to
encourage volunteer participation in the
planning and budgeting processes of the
Association.
•�A�program�was�established�to�help�extend
and broaden our relationships with other
accounting- oriented organizations in this
country and abroad.
• Initial steps were taken to secure financing
of a broadened res earch program from

sources other than the NAA operating
fund.
Recognition of the increasing opportunities
for expression of the management accounting
point of view, and of our Association's unique
position in the management society, led to the
establishment of the Program Evaluation
Group. This group is making an in -depth examination of our structure, our organization and our
programs. Particular attention is being given to
the relevance of our education and research
programs. We are confident that the results of
this effort will provide improvement in our programs today and will provide plans for greater
contributions in the future.
Concurrent with the efforts of PEG, we have
seen strong emphasis in the finance area of the
Association. The annual budgeting process has
been reexamined, and increased volunteer involvement will help provide assurance that our
finance and human resources will be applied
effectively in this inflationary era.
Management accounting research related to
business needs must be expanded in order to
allow us to respond with timely, relevant re66
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President Ellis and Peg.

search to help management come to grips with
the real accounting issues of today's business
world. To help underwrite the high cost of quality research, we have in the past co- sponsored
projects with other organizations, such as the
Society of Management Accountants in Canada. Now NAA is establishing a new research
program that will be underwritten with funds solicited from industry, foundations, CPA firms
and individuals concerned with accounting research for management. The research will provide information that can be utilized to assist
and influence effectively other accounting forums, professional associations and political
bodies in the establishment of practices and
standards for measurement, control and reporting of business operations. The research will be
professionally managed, characterized by excellence and directed toward business needs.
Its primary purpose will be to serve NAA members and business constructively.
The 11th International Accounting Congress
held in Munich, West Germany, during October
1977 afforded us an opportunity to meet with
representatives of management accounting organizations from other countries. During the
meeting a new organization called the International Federation of Accountants (IFAC) was
established.
Although this is primarily an organization of
public accounting groups, some management
accounting organizations are included and NAA
was invited to join. After we determined that
management accounting would have a very minor role in the organization and that no substantial recognition would be given to the need
for the direct involvement of management acMANAGEMENT ACCOUNTING /OCTOBER 1978

counting in the standard - setting and harmonizing process, we chose not to join IFAC at this
time. However, we came away convinced that
our need to cooperate is greater than ever. We
do intend to support and work with IFAC, An
NAA member will serve as the U.S. representative on the Management Accounting Committee of IFAC. In addition, we appointed an Ad
Hoc Committee on International Matters to
keep the National Board up to date on developments in this area.
There are other indications of strength in our
Association. We are in a good financial position; our membership stands at an all -time high.
With the establishment of the Associate Membership status, an incentive has been created
for the recruitment of more accountants just
out of college to join and stay as members.

The Institute of Management Accounting
presented its 1,000 Certificate in Management
Accounting, a milestone for our professionalization program. The newly - established S. Alden Pendleton Award for the chapter that excels in the Socio- Economic Program will do
much to stimulate this valuable effort.
Over the years the efforts of your officers,
directors and staff contributed much to our Association's progress. For this year's effort and
for the opportunity to work with these dedicated
individuals, I am grateful.

PLANNING

Trophies and Awards or the Association's Constitution and Bylaws. However, such activities
must be planned and scheduled so as to avoid
interference with other activities and programs
of the Association.
"Chapters, councils, affiliates, other operating units or individual members of the Association must obtain prior written approval of the
Executive Committee before engaging in activities which may involve financial risk or other
liability to the national organization and which
are outside the scope of the above documents."

will

In cooperation with the Committee on Finance,
the Planning Committee helped to develop a
program designed to furnish more information
for the National Board and Executive Committee before making responsible financial and
planning decisions. Under the concept, each of
the standing committees
be asked to develop a performance manual that will include project sheets on every activity and project in order
to help the Association's officers and directors
determine the cost effectiveness of proposals.
The establishment of the Program Evaluation
group grew out of this attempt to obtain more
pertinent information relevant to the budgeting
and planning process. Members of the Planning Committee are assisting in the work of this
broad -based ad hoc group, which is in the process of analyzing all of the programs of the Association.
The Committee studied the relationship of
the regional councils vis -A -vis the national organization. It concluded that the regional councils have been and continue to be a positive
force in furthering the objectives of the Association. It recognized, however, the possibility of
conflicts with other regional and national plans
as the activities of these groups grow.
Moreover, to protect the Association from
any liability inadvertently incurred by councils or
chapters, the NAA Board of Directors approved
the following resolution:
"Chapters, councils, affiliates and other operating units of the NAA are permitted to engage in any operation or function in the name
of the Association which is specifically included
in their charters, the Manual on Chapter Operations, the Manual on Chapter Competition for
MANAGEMENT ACCOUNTING /OCTOBER 1976

R. LESLIE ELLIS
President, 1977 -78

Even though NAA chose not to join IFAC, the
Committee believes that continuing liaison between the Association and other international
accounting bodies is absolutely necessary. Accordingly, a Committee member — Edward
Rodgers —was named chairman of a new Ad
Hoc Committee on International Matters with
the charge to accomplish this goal.
In other matters, three members of the Planning Committee served with six members of the
Committee on Research on a special subcommittee to develop a long -range approach to the
research program. The research funding plan,
described elsewhere, resulted from their joint
efforts.
The Committee also agreed that the Association should prepare and adopt some form of a
code of ethics. The objective was approved but
it awaits adequate funding for the necessary research in order to set it in motion.

MEMBERSHIP AND CHAPTER
GROWTH
As of June 30, 1978, NAA had 88,181 members, consisting of 79,009 regular members,
67

membership status and billed the full amount of
dues, but without payment of a registration fee.
The registration fee for new members was
increased from $10 to $15, effective June 1,
1978.

CHAPTER OPERATIONS

At chartering of Nebraska Cornhusker Chapter are, /. -r, Executive Director W.M. Young,
Jr.; President R. Leslie Ellis, Thomas M.
Price, John A. Caspain, and D. E. Holderman.

4,861 student members and 4,311 Emeritus
Life Associates. Net growth was 3.2% (2,481
members) as compared to 3.8% in the prior
year. Although not as great as hoped for, the
totals again marked an all -time membership
record for the Association.
With the chartering of the Nebraska Corn husker Chapter on April 1, 1978, there were
328 active chapters, including 17 international
affiliates. During the year Coneio Valley was
merged with San Fernando Valley and Union
County was merged with East Jersey Chapter.
The Committee on Membership took aim at
the estimated 50,000 accounting -major students who are graduated each year and established a new category in order to attract them
to the Association. The new category, Associate Membershio, wil! be available to interested
persons who join NAA within 12 months of the
end of their formal full -time studies. The registration fee will be waived and the dues billed at
one -half the regular rate. After two years, Associate Members will be transferred to regular

The incentives incorporated in the inter - chapter
competition periodically need revision or revamping to coincide with new ideas. The Committee on Chapter Operations spearheaded a
number of changes designed to increase member participation and improve NAA products
and services.
• In a new approach to manuscript competition, long articles, short articles and letters to
the editor were eliminated. The length of a
manuscript will have no bearing upon the manuscript credits awarded the chapter, and letters
no longer will be considered for credit, although
they are still encouraged. At least 50% of a
chapter's manuscript quota must be satisfied
with manuscripts of the accounting practice
type: "How we do it."
• A change also permits member attendance
credit to be awarded for a member's attendance at any of several technical meetings of
the chapter in one month, provided such meetings are pre - scheduled in the program booklet.
A member's credited technical meeting attendance is limited to one per meeting period.
• The Heartland Regional Council servicing
Arkansas, Kansas, Missouri and Oklahoma was
chartered. There are now 21 councils in operation.
• Among other actions, the Committee recommended, and the National Board approved,
a policy change in which chapter members
transferring chapter affiliation to the member at -large status will be considered chargeable
losses for the chapter if they fail to renew NAA
membership on or prior to their next renewal.
The grace period was reduced so that those
memberships remaining unpaid two months after the due date will be terminated.

EDUCATIONAL ACTIVITIES

At Toledo's 50th Anniversary were, 1. -r, Past
NAA president Lafe Fox, Robert Seymour,
President Ellis, chapter president Stephen
Urbanski, and Executive Director Young.
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On June 1, 1978, NAA introduced a new service for members — Management Accounting
Book Service. Under this new program, NAA
members can purchase through the Association business - related books published by any of
ten cooperating publishers at a 10% discount.
Current publications available in the plan will be
run periodically in MANAGEMENT ACCOUNTING
with an order blank furnished for responding.
The Continuing Education Program surpassed budget expectations with more than
2,400 people attending 12 programs conducted
MANAGEMENTACCOUNTING /OCTOBER1978

during the Fall and Spring. The first Summer CEP
program also was launched. Four new courses
introduced this year are "Zero -Base Budgeting,"
"Productive Speaking for Accounting Professionals," "Corporate Income Tax Principles and
Planning," and "Time Management."
The In -House Program has been received
enthusiastically by those companies or institutions sponsoring one; however, it did not meet
budget goals. Stronger promotion should enable this educational program to meet the budget during 1978 -79.
"Zero -Base Budgeting: What and How" was
added to the Self -Study Program and it sold
well. Four courses are under consideration to
extend the reach of the Program.
Because of disappointing results, the LEAP
activity will be phased out on May 31, 1979.
However, the Committee recognizes the need
for such educational programs at the chapter
level, and, therefore, it will test a new approach
using video - cassette techniques.

RESEARCH
The Committee on Research devoted its attention to developing a new program to respond to
today's increasing need for timely, relevant research in managerial accounting. An ad hoc
committee composed of Research and Planning Committee members proposed, and the
NAA Board of Directors approved, an expanded program of research that would be financed
by active solicitation of funds. The Research
Fund program adopted provides for the addition to staff of an individual who will implement
the plan for the solicitation of funds under the
Association's present tax exemption. Such
funds would supplement funds from membership dues regularly allocated for research.
A total of 18 projects was completed in 197778, illustrating how the tempo of activity in the
research program has grown. Of those projects, five were published:
• Management Accounting and Control of
Data Processing by R.L. Nolan.
• Zero -Base Budgeting: A Planning, Resource, Allocation, and Control Tool by J.W.
Pattillo.
• The Lease - Purchase Decision: How Some
Companies Make It by W.L. Ferrara.
• The Distribution Channels Decision by D.M.
Lambert.
• Replacement Costing by M.C. O'Connor;
article published in the December 1977 issue of
MANAGEMENTACCOUNTING.
Other approved projects are in different
stages of production.
MANAGEMENTACCOUNTING/OCTOBER1978

In San Francisco, Mrs. Robert Beyer congratulates Beyer Silver Medal winner Surendra S.
Singhvi and other CMA top scorers from
June 1977 examination.

INSTITUTE OF MANAGEMENT
ACCOUNTING
The completion of the first pair of semi - annual
examinations was highly successful with 2,100
candidates attracted to the program in 197778, a 90% increase. Since the inception of the
program, 1,097 candidates have passed all five
parts of the examination and 1,005 Certificates
in Management Accounting have been granted.
In a special ceremony at the NAA Annual Conference in San Francisco, Certificate No. 1,000
was presented to Albert G. Lee, Jr. Participants
in the program continue to come from all segments of the accounting profession. The large
majority are management accountants employed by industrial and commercial firms with
some participants from the government and
not - for - profit sector.

PUBLICATIONS
Fourteen new research titles — including two
that were joint ventures with the Society of
Management Accountants of Canada —were
either published or were in production at the
end of the fiscal year. Two research studies —
Zero -Base Budgeting and The Lease - Purchase
Decision —were offered as a membership bonus via a detachable postcard. More than
5,000 members requested each book.
The number of advertising pages during the
fiscal year was up 16 pages from a budgeted
92, and the dollar budget was exceeded by
14.2 %. A new rate card (with prices increased
an average of 18 %) was published, as was a
new four -color ad brochure pointing out the advantages of using MANAGEMENT ACCOUNTING as
an advertising medium.
During the year, 109 major articles were published In MANAGEMENT ACCOUNTING drawn from
a total of 1,387 manuscripts received through
the competition. For the first time, more than
one million copies of the magazine were published during the fiscal year. The number of reprints requested increased to 133 articles, 57
69

more than the year before.
With the untimely death of Albert Cohen,
senior technical editor, Morris Gartenberg, formerly a research associate, was named to assume responsibilities in the technical editing of
the magazine.

Disclosure of Mineral Resource Assets of Oil and Gas Producers
Simplification of Disclosures for Small
Businesses
CASB

Independent Research & Development and Bid and Proposal Costs
CASB Evaluation Conference
Insurance Costs
Exemption of Educational Institutions
from CAS
Revised "Insurance Costs" Proposal

IASC

Contingencies and Post — Balance
Sheet Events
Foreign Currency Translation
Construction Contracts

AICPA

Audit Committees
Nonprofit Organizations
Commission on Auditor's Responsibilities

NCGA

GAAFR Restatement (Working draft)
GAAFR
Restatement
(Exposure
Draft)

MANAGEMENT ACCOUNTING
PRACTICES DEVELOPMENT
The MAP Committee approved the four remaining sets of terms and definitions arising from its
terminology project. The projects included are:
Financial Accounting (Statement No. 9B), Research Methodology (9E), Budgeting (9F), and
General — Including Quantitative, Behavioral,
and Theoretical Terms (9G). The Committee
also concluded its effort on the project, Management Uses of the Statement of Changes in
Financial Positions.
The Subcommittee on Productivity is pursuing its objective of developing a statement on
the measurement of productivity by industrial
firms. Several Subcommittee members drafted
preliminary papers on certain phases of the
project outline. NAA research staff is in process
of conducting an exploratory field study on the
state of the art. The statement is targeted for
completion by the end of fiscal 1979.
The following list indicates the principal issues addressed during the past year by the
MAP Committee. The number of responses
(28) almost doubled from the year before (17).

Organization
FASB

SEC

70

Subject

Defined Benefit Pension Plans
Deletion of Interim Reporting Requirements from Statement No. 14
Conceptual framework DM -Parts II
and III
Forward Exchange Contracts
Four Interpretations of Statement No.
13
Interest Costs
Suspension of FASB No. 14 and APB
No. 15 Regarding Nonpublic Companies
Exposure Draft — Objectives of Financial Reporting and Elements of Financial Statements
Homogeneous and Geographic Segment Reporting
Accounting for Oil and Gas Producers
Replacement Cost Disclosure
Auditor Changes and Relationships
with Public Accountants
Comment on FASB Statement No. 19

Close liaison has been maintained with both
the FASB and CASB. MAP Committee representatives and staff appeared at public hearings conducted by the FASB on several topics
included in the listing above. A MAP Committee
member spoke at the CASB Evaluation Conference. Furthermore, an FASB member and several CASB staff personnel have been regular
attendees at MAP Committee meetings.

CONFERENCES
The Annual Conference in San Francisco attracted some 2,829 people and was adjudged
both a success from the point of view of the
technical program and the family activities. It
was held on a Wednesday, Thursday, Friday
and Saturday for the first time and, thanks to
the excellent cooperation of the Golden West
Council, ran very smoothly.

PUBLIC RELATIONS
The Association is continuing its public relations program in which it surveys Fortune's
1,000 on current topics. The latest survey
asked chief financial officers what factors they
felt contributed to the current economic climate. More than 45% of those polled responded and the results were made available to the
media. To improve public relations activities at
the chapter level, the staff inaugurated a new
program of ideas exchange in which the best of
the PR ideas submitted from the chapters are
singled out and sent to all chapter PR directors.
MANAGEMENT ACCOUNTING /OCTOBER 1978

SOCIO- ECONOMIC PROGRAM

ling in socio- economic activities.

A special "Award of Excellence" for the Association's outstanding work in the field of socioeconomics was presented to NAA by the Office
of Minority Business Enterprise. This is the first
award of this type ever presented to a group
with a contract from OMBE.
Although the Association is no longer working under a government contract, Socio -Economic Program activities have been effectively
merged into the chapter counseling program,
with area managers covering both socio -economic activities and the standard chapter programs and directorates.
A new award, sponsored by the Stuart Cameron McLeod Society, has been established. It
will be awarded each year to the chapter excel-

STUART CAMERON MCLEOD
SOCIETY

MEMORIAL EDUCATION FUND
Many individual donations were made during
1977 -78 expanding the assets of this Fund
which will be used for educational ourooses.

As noted above, the Society has underwritten
the cost of a new award —the S. Alden Pendleton Award —to be presented each year to the
outstanding chapter in the area of socio -economic activities. It is named after Mr. Pendleton
who made a gift that was instrumental in
launching the program nationwide.
At the Annual Meeting of the Society in San
Francisco, 43 candidates were inducted. The
Society continues to explore ways of assisting
and supporting the efforts of the Association
through the talents of its membership of past
national officers and directors.

Some individuals contributed more than once
during the year. Individuals and organizations
contributing to the Fund are listed below. Individuals memorialized by the contributions also
are listed.
Contributors
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Mr. and Mrs. W. M. Young, Jr.
Mrs. Herbert J. Zimmerman
&

Alexander Alexander of Texas, Inc.
Cedar Rapids Chapter
Central Texas Chapter
Chicago Chapter
Colorado Springs National Bank
Coopers Lybrand
Custom Sales, Inc.
Dallas Chapter
R. R. Donnelley Sons
Employees of Oil City Iron Works
First National Bank of Corsicana
Foremen of Oil City Plant
Indiana East Chapter
Indianapolis Chapter
Jamestown - Warren Chapter
Lincoln Trail Council
Morristown Chapter
New Orleans Chapter
Nichols Bailey Construction Co.
Northern New York Chapter
North Texas Chapter
Pittsburgh Chapter
&

&

Mr, and Mrs. James E. Seitz
Mrs. Irene M. Shallcross
Robert M. Shehan
Mr. and Mrs. Arthur Siegel
Mr. and Mrs. Ronald L. Skates
Leo R. Smentowski
Charles T. Smith, Jr.
Charles J. Sonnhalter
Colin A. Stillwagen
James B. Swenson
E. Palmer Tang
Mr. and Mrs. Arthur S. Taylor
Mrs. Betty G. Tomek
Walter A. Turner, Jr.
Mr. and Mrs. William Turner
Russel F. Viehweg
George A. Vradenburg, Jr.
Mr. and Mrs. Thomas Wall
Robert J. Weafer
Mrs. Kurt A. Welgehausen
Mr. and Mrs. R. C. Wetterhall
Mrs. Marietta Wewee
Mr. and Mrs. John A. Wilson
Melvin S. Wolfman

&

Fred Andersen
Mrs. Donald W. Jennings
Elmer Anderson
Lorraine Johanson
Michael D. Bachrach
Mrs, Robert W. Jordan
Mr. and Mrs. A. P. Bartholomew, Jr. Mr. and Mrs. I. Wayne Keller
Edward C. Becker
Daniel J. Kelly
Mr. and Mrs. Jerome F. Beeson
Mr. and Mrs. Chester R. Kennedy
James L. Benish
Mr. and Mrs. John T. Kokos
Donald J. Bevis
Charles R. Kunkle
Mr. and Mrs. Robert Beyer
Mr. and Mrs. Kenneth G. Laird
Mr. and Mrs. Charles A. Blankenburg Mr. and Mrs. Thomas Lasser
Floyd K. Bowers
John L. Marley
Brenton B. Bradford
Mr. and Mrs. Walter L. Massie
Mrs. Ellen G. Brady
Mr. and Mrs. John W. McEachren
Karney A. Brasfield
Mr. and Mrs. James E. McMillen
Mrs. Rawn Brinkley
Mr. and Mrs. James E. Meredith, Jr.
James Bulloch
Grant U. Meyers
Mr. and Mrs. John Burnett
Robert E. Minnear
Mrs. Elaine Cereghini
Mrs. Valerie A. Mobley
Mr. and Mrs. Robert G. Chapman
Mr. and Mrs. Robert Morgan
James D. Collier
Mr. and Mrs. Cecil Morris
Mark S. Coran
Mrs. Laverne Myers
Mr. and Mrs. J. F. Cotteleer
Mr. and Mrs. F. W. Nichols
Mr. and Mrs. Willard Cox
Mr. and Mrs. Robert B. Oakleaf
Donald H. Cramer
Mr. and Mrs. Allen Opall
John D. Crouch
Mr. and Mrs. Thomas M. O'Toole
Francis H. Daft
Russell E. Palmer
Barbara and Sandy Davies
Mr. and Mrs. Thomas Parks
Mr, and Mrs. W. Atlee Davis, Jr.
William J. Pennow
Clara and At Deierling
Hugh R. Pingree
Robert I. Dickey
Mrs. Twylla Porter
Mr. and Mrs. Robert Donachie
Mr. and Mrs. Meyer Pritkin
W. K. Engel
Mr. and Mrs. Robert S. Puder
Mr. and Mrs. William L. Ferrara
Mr. and Mrs. Robert L. Pyle
Mr. and Mrs. Joseph R. Finnerty
Thomas L. Raleigh, Jr.
Timothy C. Flanagan
Mr. and Mrs. Kenneth S. Reames
Mr. and Mrs. Lafe P. Fox
David W. Rewick
Mr. and Mrs. George D. Gee
Kenneth R. Rickey
Mr. and Mrs. Stanley Glen
Goyne A. Robason
Stuart A. Gollin
David F. Robertson
H. James Gram
Mr. and Mrs. Robert L. Rosenblatt
Carlton H. Griffin
Garold Rutherford
Mr. and Mrs. Ned R. Harris
A. T. Samuelson
Mr. and Mrs. Firman H. Hass
Mrs. Jane A. Sands
Mr. and Mrs. Paul M. Herring
Paul E. Schempp

In Memory of or Honor of:
Robert Beyer
Daniel Borth
Raymond E. Burlew
J. J. Chandler
Albert Cohen
James G. Crockett
Elizabeth Cummings
Edward Dowd
Joan Dunning
David P. Fry, Jr.
Preston M. Gendler

G. W. Gregory
H.E. Hartfelder
Charles H. Hawkins
John T. Kokos
W. H. Kromling, Jr.
William M. Mahoney
Doris Meyers
William G. Muchow
S. J. Storm
Louis E. Templeman
John T. Toole
J. David Walley
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NATIONAL ASSOCIATION OF ACCOUNTANTS

STATEMENTS OF REVENUES AND EXPENSES AND CHANGES
IN FUND BALANCE - CURRENT OPERATING FUND
Years ended June 30, 1978 and 1977
1978

1977

REVENUES:
Membership dues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Continuing education program- regis tration fees and sales of materials . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Annual c onference- regis tration fees . . . . . . . . . . . . . . . . . . . . . . . . . . .
Advertising and s ales of public ations . . . . . . . . . . . . . . . . . . . . . . . . . . .
Institute of Management Acc ounting- registration and examination
fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Interes t and dividends on reserve fund investments . . . . . . . . . . . . . . .
In t er e s t o n c ur r en t op e ra t in g fu n d i nve s tm e nt s . . . .. . .. . .. . . .. . .. . .
Miscellaneous . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

$3,780,998

$3,436,081

758,708
216,921
300,984

642,035
156,425
189,236

268,936
145,463
143,978
108,268

166,449
119,406
108,800
65,887

5,724,256

4,884,319

727,971
292,339
634,272

706,269
262,119
542,666

132,421
129,120
124,657

117,533
135,272
106,941

696,409
320,238
307,836

616,487
351,830
277,854

222,634
266,557

195,711
277,651

433,756
332,130
455,006
350,980
202,807

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

5,629,133

5,073,665

EXPENSES:

.

.

Chapter services:
Payments to chapters . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Technical publications . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Marketing:
Membership and new chapter development . . . . . . . . . . . . . . . . . . . .
Public relations and prom otion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Meeting arrangements . . . . . . . . . . . . . . . . . . . . . . . . . .
Technical services:
Continuing Education Program . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Administration . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Finance:
Accounting . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Data processing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Administrative services:
Ge ne r al o f fi c e an d o ff i c e s e rvi c e s .. . .. .. . .. . .. .. . .. .. . .. .. . .. .
Occ upanc y costs (note 4) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
W ord proces sing and administrative support . . . . . . . . . . . . . . . . . . .
Institute of Management Ac counting . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Annual conference . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
I

.

.

.

.

.

.

.

.

.

.

.

EXCESS (DEFICIENCY) OF REVENUES OVER EXPENSES . . . . .
...........

578,452

767,798

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

673,575

578,452

FUND BALANCE AT BEGINNING OF YEAR . . . . . . .

$

(189,346)

$

95,123

See accompanying notes to financial statements.
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NATIONAL ASSOCIATION OF ACCOUNTANTS

STATEMENTS OF CHANGES IN FINANCIAL POSITION —
CURRENT OPERATING FUND
Years ended June 30, 1978 and 1977
1978

1977

SOURCES OF FUNDS:

$

Excess (deficiency) of revenues over expenses . . . . . . . . . . . . . . . . .

95,123

Expenses not requiring outlays of funds — depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

$

From operations:
(189,346)
106,724

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Increase in accounts payable and accrued liabilities . . . . . . . . . . . . . .

204,033

(82,622)

66,665

24,462

Increase in deferred mem bership dues . . . . . . . . . . . . . . . . . . . . . . . . . .

88,033

Increase in deferred revenue — continuing education program . . . . . . .

236,724

34,480

5,870

Total sourc es of funds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

393,211

184,434

Increase in marketable securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

511,022

45,973

Acquis itions of furniture, equipment and leasehold im provements ....

20,034

92,117

Increase in other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

30,957

8,216

Decrease in other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

10.782

45.509

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

572,795

191,815

USES OF FUNDS:

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

284,946

292,327

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

105,362

284,946

......

$

I

(7,381)

See accompanying notes to financial statements

NOTES TO FINANCIAL STATEMENTS
June 30, 1978 and 1977
(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The funds and accounts of chapters, regional councils,
and the Stuart Cameron McLeod Society are not included in the accompanying financial statements.
Other significant accounting policies are as follows:
(a) Revenue Recognition
Membership dues are recorded as revenue during the
applicable membership period. The Association's
monthly publication, Management Accounting, is distributed to all mem bers. However, no portion of members' annual dues is allocated to subscription revenues
in the acc om panying statements of revenues and expenses and changes in fund balance— current operating fund.
74

Registration and/or examination fees are recorded as
revenue when the related program or examination
takes place. Advertising revenues are recorded as
revenue when the applicable publications are issued.
(b) Furniture, Equipment and Leasehold Improvements
Furniture, equipm ent and leasehold improvem ents are
carried at cost.
Depreciation and amortization are computed on the
straight -line method. Leasehold improvements are
amortized over the term of the lease or the estimated
useful lives of the assets, whichever is the shorter
period. Furniture and equipm ent are depreciated over
their estimated useful lives.
MANAGEMENT ACCOUNTING /OCTOBER 1978

(c) Reserve Fund
The reserve fund w as established for the purpose of
providing funds w hich m ay be utilized to insure c ontinuous extension and development of activities for
the best interests of members. Membership registration
fees and gains and losses on disposition of securities
of the fund are recorded therein. Interest and dividends earned on investments of the fund are recorded
in the current operating fund. Appropriations may be
made from the fund upon affirmative vote of the
majority of the Board of Directors.
(d) Memorial Education Fund
The memorial education fund was establis hed for the
purpose of acc epting and holding funds to support
and further the educational goals of the Ass ociation.
Donations, gifts and interest earned on the fund's
investments are recorded therein. The assets of the
fund are administered separately from the other funds
of the Association by a comm ittee whos e actions are
subject to the approval of the Executive Committee.
(e) Socio- economic Program
The Association conducted a Socio- economic Program
which was funded in part by the United States Department of Commerce — Office of Minority Business Enterprise under a cost reimbursement type contract which
expired in Augus t 1977. The expenditures under the
program and the reimbursement thereof which approximated $90,000 for the fiscal year ended June 30,
1977, are not included in the revenues and expenses
of the current operating fund for that year.
(2) FURNITURE, EQUIPMENT AND LEASEHOLD
IMPROVEMENTS
As of June 30, 1978 and 1977, furniture, equipment and
leasehold improvements consisted of the following:

Furniture and equipment . . . . . . . .
Leasehold improvements . . . . . . . .

Less accumulated depreciation and
amortization . . . . . . . . . . . . . . . . .

1978

1977

$628,348
147,547

$611,314
144,547

775,895

755,861

512,921

404,011

$262,974

$351,850

(3) PENSION PLAN
The Association has a non - contributory pension plan
covering substantially all employees. As of J une 30,
1977 (the date of the most recent ac tuarial valuation)
pension plan assets exceeded the actuarially computed value of vested benefits. It is the As soc iation's
policy to fund pension costs accrued. Total pension
expense was approximately $135,000 and $106,000 for
the years ended June 30, 1978 and 1977, respectively.
Actuarial gains (approximately $57,000 at June 30,
1978) are being amortized over a ten -year period.

MANAGEMENT ACCOUNTING /OCTOBER 1978

(4) LEASE COMMITMENTS
The Association leases office space under a long -term
lease agreement requiring minimum rental payments
which aggregate approximately $1,400,000 plus certain
escalation charges. The minimum annual rental commitment is approximately $201,000 for each year
through 1985. Rent expense (w hich is included in the
caption, Occupancy costs) aggregated $309,973 and
$248,401 for the years ended June 30, 1978 and 1977,
respectively. The 1977 amount is net of rents received
from a sublease amounting to $46,682.

PEAT, MARWICK, MITCHELL & CO.
CERTIFIED PUBLIC ACCOUNTANTS
345 Park Avenue
NEW YORK, NEW YORK 10022
The Board of Directors
National Association of Accountants:
We have examined the balance sheets of the
National Association of Accountants as of June
30, 1978 and 1977 and the related statements of
revenues and expenses and changes in fund
balance— current operating fund and changes
in financial position— current operating fund for
the years then ended. Our examinations were
made in accordance with generally accepted
auditing standards, and accordingly included
such tests of the accounting records and such
other auditing procedures as we considered
necessary in the circumstances.
In our opinion, the aforementioned financial
statements present fairly the financial position
of the National Association of Accountants as
of June 30, 1978 and 1977 and the results of its
operations and the changes in financial position
of the current operating fund for the years then
ended, in conformity with generally accepted
accounting principles applied on a consistent
basis.

August 18, 1978
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THE EXECUTIVE DIRECTOR'S
REPORT
It was a year of contrasts in which the Association did very well in some activities while in others the performance was disappointing. First, I
am happy to report that we ended 1977 -78 in
the black, As you will note from the balance
sheet, the Operating Fund and invested Reserve Fund contributed to put us in the strongest financial position in history.
It is also worthy of note that the Memorial
Education Fund is almost at the point where
monies in the Fund can be used for the educational benefit of all the members.
We revised our budgeting procedures somewhat to encourage the early participation of our
standing committees. Under the new policy,
they will report budget needs to the Committee
on Finance which then will have the task of reconciling requests to meet the goal of a balanced budget.
The Program Evaluation Group (PEG) will be
of great assistance to us in weighing the cost benefit alternatives in the preparation of future
budgets.
Although the membership growth was moderate, we set another all -time record in the total
number of people on the rolls —more than
88,000. Chapter growth was less than anticipated but current chapters have been strengthened. The 28 Chapter Management Seminars
were the best attended in years— representing
almost a 50% increase.
It is most gratifying that the Certificate in
Management Accounting program has grown
to a point where 1,005 Certificates have been
issued and 1,097 candidates have completed
the examination. During 1977 -78, more people
than ever before applied for the examination
and more candidates than ever before in the
program's six -year history sat for the examination. Progress of the program should accelerate as we implement plans to promote it more
heavily.
In the education area, the Continuing Education Program produced excellent attendance.
Similarly, the second Annual Conference in
San Francisco — hugely enjoyed by those attending— produced more revenues than it cost.
The establishment of the NAA Management
Accounting Book Service, in which current
books are offered at a discount to NAA members, expands the range of educational serv76

ices that are offered to members.
On the other side of the ledger, the In -House
Program of offering educational courses on site
did not do as well as we projected. The potential is there, however, as there is also a greater
potential market for the Self -Study Program.
The potential for both these programs will be
exploited in the coming year.
More research projects were completed during this year than any other single year in our
history, although some of the projects will not
actually be published until 1979. To finance a
growing research program, the National Board
voted to establish a Research Fund. It got off to
an encouraging start. By the year -end, contributions and pledges from more than 40 corporations, firms and individuals had been received. During the current year, we plan to solicit the "Fortune 1,000" corporations for suggested areas of research and individual firms
for ideas for specific research projects.
As for our relations with other organizations
in our field, President Ellis and I attended the
11th International Congress of Accountants
and enjoyed an unprecedented opportunity to
meet with representatives of our sister organizations from around the world, It was gratifying
to hear from some of them of the high esteem
in which the Association is viewed worldwide.
Although we declined at this time to participate
in the newly- formed International Federation of
Accountants, we have already taken the first
steps to cooperate with this new world body
and support its objective of harmonizing accounting standards.
Once again, I want to thank all the member
volunteers who served so well on the national
level, and particularly those who served on the
PEG Committee, the Finance Committee, the
Ad Hoc Research Committee, and the Ad Hoc
Committee on Special Marketing. Their efforts —plus the sum of all those at the chapter
level— contributed to a successful Association
year.

W.M. Young, Jr.
Executive Director

MANAGEMENT ACCOUNTING /OCTOBER 1978

HEAD START
Are you an accounting or business student?
Do you know an accounting or business student?
NAA Student Membership offers a head start Into the future world of accounting and business.
Send this card today for information.

(dress

Iy

State

Zip

INFORMATION ON NON- STUDENT MEMBERSHIP
Phone

o someone else. you may
emy name. UYesC1 No.

Signature

JUST MAIL THIS POSTAGE-PAID CARD AND WE'LL DO THE REST.
MA N A GE M E NT A C C O U N TI N G / O C TOB E R 1 9 7 8

FIRST CLASS
P E R MI T NO .
5227
NE W Y O R K , N. Y.

BUSINESS REPLY MAIL
No postage stamp necessary if mailed in the United States
Postage will b e pad by

National Association of Accountants
Membership Dept

919 Third Avenue
New York, N. Y. 10022

COMMITTEE CHAIRMEN

f

iA
LIEB

SCHARFF

SEED

BRUMMET

ARME

SMITH

FERRARA

ZUMHAGEN

EXECUTIVE COMMITTEE
PRESIDENT
R. LESLIE ELLIS, Lancaster
VICE PRESIDENTS
JOHN S. BILLINGS, Peninsula -Palo Alto
DAVID L. BODENHAMER, Piedmont Winston Salem
ROBERT J. BORGMANN, Phoenix
LESTER M. BREWER, Houston
GERALD W. DEVLIN, New York
DORA R. HERRING, Northeast Mississippi
ROBERT R. MEYER, Philadelphia
ROBERT L. ROSENBLATT, Boston
ROBERT E. STOCKMEYER, Evansville
CALVIN A. VOBROUCEK, Peoria
WILLIAM WARSHAUER, JR., MontgomeryPrince Georges
GLEN E. WOODSON, Canton
TREASURER
DONALD H. CRAMER, New York
APPOINTED MEMBERS
CLEMENS A. ERDAHL ('78), New York
FRANCIS J, MEJSTRICK ('78), Morristown
RODERICK G. TURNER ('79), Atlanta Central
LOUIS VLASHO ('79), Dayton
DONALD C. JENSEN ('80), Columbus
THOMAS J O'REILLY ('80), Cleveland
CHAIRMEN OF STANDING COMMITT EES
JOHN C. ARME, S.E. Los Angeles County
R. LEE BRUMMET, Raleigh- Durham Area
ELLEN B. COULAM, Dallas
ROBERT J. DONACHIE, Dallas
WILLIAM L. FERRARA, Central Pennsylvania
THEODORE G. LIEB, Philadelphia
EMIL SCHARFF, JR., San Francisco
ALLEN H. SEED, III, Boston
CHARLES T. SMITH, JR., Detroit
VERNON E. ZUMHAGEN, Rockford
PAST PRESIDENTS
LAFE P. FOX ('78), Cleveland
GEORGE D. GEE ('79), Kansas City

STANDING COMMITTEES
CHAPTER DEVELOPMENT
THEODORE G. LIEB, Philadelphia, Chairman
HAROLD F. ALWOOD, JR., Suburban Northeast Philadelphia
DEAN W. ARNOLD, Colorado Springs - Pueblo
RICHARD F. ASBURY, JR., Memphis
BERNARD S. BECK, Indianapolis
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GEORGE L. BOYD, Albuquerque
S. ROBERT DESSALET, South Central
Minnesota
BARBARA A. ELKINS, South Central Indiana
JACK W. FAIRALL, El Paso
HAROLD E. HALWEG, St. Paul
JAMES H. HOPPER, Jackson
SHERRILL W. HUDSON, Dayton
HUGH A. HURSEY, Montgomery
DENTON L. KANOUFF, Valley Forge
P. MICHAEL KELLY, Bridgeport
L. C. MORRIS, Nashville
JAMES D. MURRAY, Upper Finger Lakes
BRUCE F. POWELL, Bridgeport
WARREN K. REED, Baltimore
EWALD SCHNEIDER, Waukesha Area
RAYMOND J. SIMONEK, Fox River Valley
JAMES N. SMITH, Piedmont Winston -Salem
JAMES H_ TOY, Spartanburg Area
JOHN F. WHITELEY, Suburban Northeast
Philadelphia

CHAPTER OPERATIONS
EMIL SCHARFF, JR., San Francisco, Chairman
JAMES H. ANDREWS, Western Wayne
JOHN G. BAAB, Ann Arbor
T. F. BEVEC, Long Beach
ROBERT C. BRANNON, Nashville
RAYMOND E. BURTON, South Birmingham
DWIGHT E. COLLISON, Illowa
PETER R. CUMPSTON, Hawaii
GORDON 0. DANSER, Princeton
ROBERT V. DODD, Boston
RICHARD C. DONOVAN, Kalamazoo
RONALD B. DOWELL, Baltimore
GEORGE J. DUVA, West Bergen- Passaic
County
LAURENCE B. EDLIN, Louisville
A. GEORGE GIORGINO, Essex County
JACK D. GRAY, Dallas
L. D. GRAY, Long Beach
PAUL M. HALL, JR., Akron Cascade
ROBERT L. HARGRAVE, Houston
JOHN HEATH, JR., South Bay
JAMES P. HENNIGER, Minneapolis Northstar
PAULINE L. HENRY, Illowa
ROBERT L. HOLLENBERG, Ft. Wayne
R. SCOTT JOSLIN, Nashville
PAULA G. KEEN, Chattanooga
E. H. KRISSLER, Mid - Hudson
KARL B. KURTZ, Boise
HENRY W. LONGFIELD, Wabash Valley
C. STEVEN LUMM, Peninsula -Palo Alto
HARLAN H. MAURER, Kalamazoo
JAMES P. McLANEY, Merrimack Valley
CARROL R. MILLER, Mid - Florida
G. L. NICHOLAS, Los Angeles

WILLIAM M. PFANN, Alameda County-South
JAMES J. POPP, Altoona Area
ROBERT J. PROSKE, Suburban Northeast
Philadelphia
STANLEY R. PYLIPOW, St. Louis
WILLIAM A. ROSS, Polk County Florida
FRED S. SCHULTE, Austin Area
RENE P. SIMON, Elkhart Area
GLEN V. SMITH, Waukesha Area
FRED N. SPARKS, JR., Tucson
R. A. STORK, Saginaw Valley
ARNOLD G. SWENSON, Rockford
DONALD J. TRENTMAN, Dayton
CHARLES E. VAN DE WIELE, JR., Tulsa
RICHARD A. VIKANDER, Chicago
JERRY M. WARD, El Paso
KEITH E. WILLIS, JR., Washington Tri- Cities

EDUCATION
ALLEN H. SEED, III, Boston, Chairman
JAMES L. BENISH, North Texas
DENNIS R. BERESFORD, Cleveland East
DAVID B. BERKEY, South Central Indiana
GERMAIN BOER, Tulsa
JAMES C. CALDWELL, Dallas
JOHN L. COX, Ann Arbor
MAURICE J. DEWALD, Orange Coast
California
MARIE E. DUBKE, Memphis
H. C. ECKERT, Central Pennsylvania
JAMES B. EDWARDS, Columbia
MICHAEL H. FRANCISCO, West Los Angeles
GLENN L. GOODWIN, Grand Rapids
THOMAS F. HART, Buffalo
CHARLES R. HUBER, Delaware
FRANK G. JANNER, Kansas City
SAMUEL H. JOPLING, MAL
ALBERT G. KRAEMER, Akron Summit
GARY A. LUOMA, Atlanta North
GORDON E. LOUVAU, Oakland -East Bay
HUGH L. MARSH, JR., Pittsburgh
MORRIS C. MATSON, Ft. Worth
WILLIAM J. McHUGH, Westchester
CHARLES D. MECIMORE, Cincinnati
JOSEPH E. MORI, San Jose
ALFREDO NARDI, Buenos Aires
G. KENNETH NELSON, Central Pennsylvania
FRED M. PROODIAN, Massachusetts North
Shore
ALVIN D. REECE, North Central Ohio
S. HERBERT RUBIN, Rochester
GAROLD L. RUTHERFORD, North Texas
JAMES 0. SANDERSON, Milwaukee
NEILL R. SCHMEICHEL, Philadelphia
GEORGE W. SIMMONS, JR., Jackson
BRIAN H. STROM, Sacramento
LOOMIS H. TOLER, Northeast Mississippi
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COMMITTEE CHAIRMEN

f lip, 4§0

DONACHIE

COULAM

KENNETH L. WOLVEN, Rockford
JACK J. WOOLF, Westchester

FINANCE
R. LEE BRUMMET, Raleigh- Durham Area,
Chairman
WILBERT S. ANDERSON, JR., St. Louis
DONALD C. BRABSTON, Birmingham
JAMES J. CORBOY, Pittsburgh
BRUCE L. DAVIS, JR., Miami
DONALD J. Di CLEMENTE, Harrisburg Area
MICHALE P. GRANIERI, Akron Cascade
CARL M. KOONTZ, Knoxville
JAMES E. McMILLEN, Central Texas
VINCENT A. PIUCCI, Worcester Area
WADE B. SALISBURY, Los Angeles
LEO R. SMENTOWSKI, Colorado Springs Pueblo
COLIN A. STILLWAGEN, San Diego
MANUEL R. SYLVESTER, Hawaii
MICHAEL TEACH, Pittsburgh
ROBERT L. WOOLHEATER, Orange Coast
California

MEMBERSHIP
JOHN C. ARME, Southeast Los Angeles County, Chairman
CHARLES L. ABEL, Washington Tri- Cities
H. E. BILLINGS, JR., Dallas
ROBERT J. BROOKS, Olean- Bradford Area
W. S. CAIRNS, Westmoreland County
JOSEPH F. CHELENO, New Orleans
ALYCE R. DRESSLER, Wabash Valley
ALEX J. GAAL, Columbus
HARRY A. GILBERT, Los Angeles
ROBERT Y. GROSH, JR., Lancaster
R. M. HALL, North San Diego County
JOHN W. HEAMON, Birmingham
JOHN A. JACKSON, San Francisco
LOWELL D. JOHNSON, Conejo Valley
NICHOLAS P. JONES, Peninsula -Palo Alto
MAX R. KENWORTHY, Central Pennsylvania
R. J. KOZICH, East Bergen- Rockland
EUGENE J. LANDRY, New Orleans
G. H. LUMSDEN, Hawaii
EDWARD A. LUNT, Saginaw Valley
JAMES W. McLEOD, Merrimack Valley
JOSEPH MITCHELL, Elkhart Area
JEROME C. NEELY, Bloomington, Indiana
DENNIS W. NEWBERRY, San Fernando Valley
C. E. PHIPPS, Baltimore
STEPHEN P. SALZMAN, Long Island - Suffolk
QUENTIN E. SAMUELSON, Calumet
JOHN H. SHROAT, Indianapolis
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ALONZO

GEE

FAHEY

R. L. SINAGRA, Norwich
RICHARD L. SINGLETON, Oklahoma City
ROBERT A. STARK, Cincinnati
CHARLIE H. STEWART, JR., Mid - Florida
JAMES E. TALTON, JR., Western Carolinas
RONALD TAUBERT, San Gabriel Valley
ROGER TEURFS, Long Island- Nassau
ROBERT G. THORP, San Francisco
J. E. WALTON, Illinois Northeast
ROBERT E. WEAVER, Raleigh- Durham Area
ROBERT E. WILLIS, Atlanta Central
ROBERT E. WILSON, Connecticut Gateway
JACK R. WOODS, Kalamazoo

PLANNING
CHARLES T. SMITH, JR., Detroit, Chairman
JOSEPH L. BRUMIT, MAL
ROBERT J. JOHNSTON, Portland - Columbia
LESLIE J. KNOX, Rochester
CHARLES R. KNUTSON, Saginaw Valley
RALPH W. NEWKIRK, JR., South Jersey
ROBERT B. OAKLEAF, Olean- Bradford Area
ROBERT L. PYLE, Cleveland
ARTHUR A. RAUTIO, Hartford
EDWARD W. RODGERS, Dayton
ARTHUR S. TAYLOR, Boston
JOHN W. TOWNS, JR., Butler Area
JOHN W. WIELDE, St. Paul

PUBLIC RELATIONS
WILLIAM L. FERRARA, Central Pennsylvania,
Chairman
J. EDWARD ADKINS, JR., Eastern Carolina
JORGE E. BLAY, Miami
GERALD J. CABRAL, Stockton Area
PERRY L. CALK, Corpus Christi
KENNETH E. CHRISTENSEN, St. Paul
H. J. EICHHORN, Cedar Rapids
LILLIAN V. FILARDO, Connecticut Gateway
LLOYD C. HILLARD, JR., Blue Grass Area
MARJORIE E. KNESEL, Scottsdale Area
ROBERTS. KOEBELE, Long Island- Nassau
WILLIAM L. LANIER, JR., Wilmington, N.C.
DAVID H. LATTINVILLE, Syracuse
J. H. LOEW, Philadelphia
R. L. McCRACKEN, Oakland County
ROY L. McCRACKEN, Eugene - Springfield
BILLY W. MILLER, Memphis
L. J. OLIVERIO, Dayton
THOMAS M. O'TOOLE, Macomb County Mich.
G. L. PORTER, Nashville
KENNETH E. POSEY, Reading
ROBERT J. PROCTER, Illinois Northeast

VOBROUCEK

SWEENEY

ANN V. RICCHIO, Boston
NELL RIPLEY, Wheeling
H. D. RISLEY, South Jersey
JOHN C. ROSSER, Pittsburgh
E. HAROLD STOKES, Atlanta Central
LEROY A. SUNDBY, St. Paul
JOHN SZAFRANSKI, Detroit
LARRY R. THOMPSON, Washington Tri- Cities
E. JOYCE TIMMERMAN, Orange County
BETTY A. TITGEN, Stockton Area
ROBERT E. TODD, Waterbury
WILLIAM L. UREEL, Macomb County Michigan
MARILYN W. WALKER, Ft. Worth
ROBERT O. WALTON, JR., Wilmington, N.C.
JAMES R. WHITE, Atlanta North
FREDERICK J. WILCOX, Hartford
H. L. WULLSCHLEGER, Denver
JOHN A. YANNACONE, Delaware County
Pennsylvania
JOHN A. YERRICK, Washington

PUBLICATIONS
VERNON E. ZUMHAGEN, Rockford, Chairman
FREDERICK A. BIEN, Columbus
RUDOLPH A. BZGDA, Massachusetts Pioneer
Valley
C. J. BRANDENBURGER, South Central
Indiana
KATHRYN T. BUCKNER, Atlanta Central
T. J. CAREY, North Jersey Shore
DONALD A. DENNIS, Providence
ROBERTS. DURNWALD, Cleveland East
RICHARD A. DURO, Canton
CAROLE ANN GIBBS, Hawaii
W. H. GREGORY, Portland - Columbia
RUSSELL H. GUNDERSON, Seattle
ROBERT L. HORKY, Raleigh- Durham Area
JAMES G. HUMMEL, Evansville
GARY C. HUNTER, Joplin Tri -State
JERRY B. JACKSON, Kansas City
PAUL W. KELLY, Atlanta Central
DONALD L. MADDEN, Blue Grass Area
TIMOTHY M. MURPHY, Dubuque Tri -State
THEODORE J. PETERSEN, Salem Area
THOMAS P. PILKO, Connecticut Gateway
JACK S. SELLERS, Illinois Northeast
S. J. SHEDIO, Butler Area
LEROY E. SIMPSON, Central Minnesota
JAMES A. SLATER, Cleveland
DAVID M. STAUMBAUGH, Chicago
NORMAN A. STRAND, Polk County Florida
RICHARD J. THOMAS, Lake Erie Central
JOHN E. TREACY, Calumet
J. V. VOGEL, JR., Bridgeport
RALPH J. WAGNER, Ft. Lauderdale
K. T. WOODRUFF. St. Paul
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RESEARCH
ROBERT J. DONACHIE, Dallas, Chairman
EUGENE A. BATES, Wichita
HENRY L. CLAYTON, SR., Elmira Area
JOHN H. CLELAND, San Gabriel Valley
DWIGHT H. DAVIS, Milwaukee
GERALDINE F. DOMINIAK, Ft. Worth
PATRICIA P. DOUGLAS, Western Montana
KENNETH J. DOYLE, Connecticut Gateway
J. BERNARD ECK, Daytona Beach Area
HOMER R. FIGLER, Westchester
JOHN L. HANSON, Florida Gulf Coast
GLEN R. KELLAM, Kalamazoo
ALFRED M. KING, Racine - Kenosha
WILLIS A. LEONHARDI, Chicago
ROBERT W. LIPTAK, New York
THOMAS P. MONTGOMERY, Syracuse
HADLEY P. SCHAEFER, MAL
HENRY A. SCHWARTZ, MAL
ELLIOTT L. SLOCUM, Atlanta Central
HAROLD M. SOLLENBERGER, Lansing Jackson
ANTHONY P. SPAGNOL, Pittsburgh
THEODORE N. VAUGHN, Grand Rapids

OLNEY F. OTTO, St. Louis
S. ALDEN PENDLETON, Pittsburgh
LARRY L. PERRY, Colorado Springs - Pueblo
GRADY J. REICH, Piedmont Winston -Salem
J. D. REICH, Virginia Skyline
JO D. RUTHERFORD, Nashville
THOMAS H. RYAN, South Bay
EARL J. SCHAEFER, Minneapolis Viking
R. ALAN SMITH, North Penn
ROLLIN W. TINSLEY, Williamsport
NELLO L. VERGARI, Tippecanoe

SOCIO- ECONOMIC PROGRAMS
ELLEN B. COULAM, Dallas, Chairman
HERBERT M. AUSDERAU, Niagara
EDWARD BAKER, Mass. Route 128
PETER B. BAKER, Brooklyn - Queens
GEORGE R. BARDWIL, South Bay
JOHN L. BERTA, Phoenix
AMBROSE J. CLAUS, Boston
R. W. FAULK, JR., Miami
JOSEPH J. FEDEVICH, Canton
RICHARD D. GOEHRING, Albuquerque
MERLE R. GRIMM, Ft. Wayne
JACK E. HIRSBRUNNER, San Juan
PAUL R. JOHNSTON, Central Pennsylvania
DEAN F. LAVELLE, Minneapolis Viking
E. C. LIGHTHISER, Pittsburgh
FRED E. LORD, Bridgeport
KEVIN J. MALLEY, Las Vegas
NORMAN S. MAYBERG, East Jersey
RAYLENE MEADE, West Los Angeles
JERRY J. MOGG, St. Joseph Area

MANAGEMENT ACCOUNTING /OCTOBER 1978

OTHER COMMITTEES
MANAGEMENT ACCOUNTING
PRACTICES
MARTIN V. ALONZO, New York, Chairman
HAROLD E. ARNETT, Ann Arbor
JAMES DON EDWARDS, Atlanta Central
JAMES M. FREMGEN, Salinas Valley Monterey Peninsula
ROBERT F. GARLAND, St. Paul
ALBERT P. ROEPER, Suburban Northeast
Philadelphia
HERBERT H. SEIFFERT, Raritan Valley
ROBERT L. SHULTIS, Morristown
DONALD J. TRAWICKI, Morristown
ARMIN C. TUFER, Chicago
DONALD J. WAIT, Albany
ROBERTS. WEATHERLY. JR., MAL

NOMINATING COMMITTEE
TO REPORT IN 1978
GEORGE D. GEE, Kansas City, Chairman
WILBERT S. ANDERSON, JR., St. Louis
JOHN C. ARME, S.E. Los Angeles County
ARTHUR P. BARTHOLOMEW, New York
RICHARD E. BERGOUIST, Waterbury
ELLEN B. COULAM, Dallas
LAFE P. FOX, Cleveland
DONALD C. JENSEN, Columbus
ROBERT J. JOHNSTON, Portland - Columbia
LESLIE J. KNOX, Rochester

RALPH W. NEWKIRK, JR., South Jersey
MICHAEL TEACH, Pittsburgh
JAMES H. TOY, Spartanburg Area
JOHN W. WIELDE, St. Paul

ANNUAL INTERNATIONAL
CONFERENCE
June 21 -24, 1978, San Francisco
G. WILLIAM FAHEY, San Francisco, Chairman,
Operations
CALVIN A. VOBROUCEK, Peoria, Chairman,
Program

BOARD OF REGENTS of the
INSTITUTE OF MANAGEMENT
ACCOUNTING
ROBERT B. SWEENEY ('78), Chairman Head,
Department of Accounting, University of Alabama, P.O. Box 6271, University, AL 35486,
JOSEPH F. BOND ('79), Vice President, Cone
Mills Corp., 1202 Maple St., Greensboro, NC
27405
ROBERT A. LINEBERGER ('78), Vice President- Finance, Beckman Instruments, Inc.,
2500 Harbor Blvd., Fullerton, CA 92634
MAURICE H. MAYO ('80), The Waters Edge 501, 2611 N. Riverside Drive, Pompano
Beach, FL 33062
GRANT U. MEYERS ('78), Chairman and President, Oil City Iron Works, Inc., P.O. Drawer
1560, Corsicana, TX 75110
JOSEPH V. NEWMAN ('79), Controller, Dravo
Corp., One Oliver Plaza, Pittsburgh, PA
15222
JAMES W. PATTILLO ('80), Department of Accountancy, University of Notre Dame, IN
46556
DAVID W. REWICK ('80), Partner, Ernst &
Ernst, 150 South Wacker Drive, Chicago, IL
60606
GORDON SHILLINGLAW ('79), 621 Uris Hall,
Graduate School of Business — Columbia
University, New York, NY 10027
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BOOK SERVICE

This book is a total guide to financial security.
The editors went to the top authorities in investment, taxes, real estate, insurance, retirement
and estate planning and more to get the most
effective, reliable and workable money management strategies. There's also a special Personal Financial Information File provided.
McGraw -Hill Book Co.
192 pp.

1978
$19.95

THE MCGRAW -HILL CONSTRUCTION BUSINESS HANDBOOK (A Practical Guide to Accounting, Credit, Finance, Insurance, and
Law for the Construction Industry)
by Robert F. Cushman, ed.
Here, for the first time in one easy -to -use volume, is the basic information needed by anyone who works with the construction industry.
The most important financial and legal questions that occur repeatedly are answered in the
53 chapters of this practical and authoritative
handbook.
McGraw -Hill Book Co.
760 pp.

1978
$32.50

FUNDAMENTALS OF FINANCIAL MANAGEMENT (3rd edition)
by James C. Van Horne
Suggested by the Institute of Management Accounting as a good source for use in preparing
for parts 1 and 5 of the Certificate in Management Accounting exam, the book is a good introduction to financial management.
Prentice -Hall, Inc.
622 pp.

1977
$16.95

CONTEMPORARY CASH MANAGEMENT:
PRINCIPLES, PRACTICES, PERSPECTIVES
by Paul J. Beehler
This book is for financial managers who are in-

NAA's Management Accounting Book Service
enables members to purchase books from the
following publishers at a 10% discount Dow Jones Irwin, Goodyear Publishing Co., Halsted
Press, A.D. Irwin, Inc., McGraw -Hill Book Co.,
Parker Publishing Co., Prentice -Hall Inc., Reston Publishing Co., Ronald Press, and John
Wiley & Sons. This month's special selections
are summarized on this page. Orders accompanied by payment may be sent on the form provided. For foreign orders, please request pro
forma invoice. (Prices guaranteed for 90 days
only.)

terested in establishing a cash management
program for their companies and for systems
analysts who are respo nsible for the design
and implementation of automated cash management programs. It is an invaluable reference document for anyone working in the field,
whether the function is related to a formal cash
management department or imbedded in the
functions of the treasurer's department.
John Wiley & Sons
320 pp.

1978
$22.95

HANDBOOK OF MODERN ACCOUNTING
(2nd edition)
by Sidney Davidson and Roman L. Weil, eds.
This comprehensive reference book contains
up -to -date coverage ranging from the most recent FASB Statements and SEC Accounting
Series Releases to replacement cost accounting, inflation accounting, foreign exchange
problems and many other areas of accounting.
McGraw -Hill Book Co.
1,536 pp.

1977
$37.50

HANDBOOK OF COST ACCOUNTING
by Sidney Davidson and Roman L. Weil, eds.
This handy reference stresses the interdependence of cost accounting and management in
today's business world. Featuring the most upto- date guidance available, the book covers in-

NAA MANAGEMENT ACCOUNTING BOOK SERVICE
Quantity

Please arrange to have the following literature sent to me:
Title
Price Ea.

Member Account No.
SHIP TO:

❑ ❑❑ ❑❑ ❑❑ ❑❑ ❑

Subtotal . . . . . . . . . . . . . .
Add Postage and Handling
$2. /book, 41h Cl. Book Rate
(2 -6 wks. dehv)
$3. /book. UPS (7.10 days deliv.)
PAYMENT MUST ACCOMPANY ORDER

TOTAL

$

Mail To: Ms. Ellen Shappe, Manager Library Services
National Association of Accountants, 919 Third Ave., New York, N.Y. 10022

so

McGraw -Hill Book Co.
758 pp.

1978
$23.50

HOW TO BE YOUR OWN MANAGEMENT
CONSULTANT
by Kenneth J. Albert
Excellent for corporate executives or owners of
small businesses. The author shows how to apply tested management consulting techniques
to the major areas of growth, acquisitions, new
products, marketing, sales, organization, executive search, executive compensation and facilities planning.
McGraw-Hill Book Co.
207 pp.

1978
$11.95

MONTGOMERY'S AUDITING (9th edition)
by Philip L. Defliese, Kenneth P. Johnson and
Roderick K. Macleod
A standard for 60 years, the book is a comprehensive reference for practitioners and their clients which offers a range of information and
practical guidance to auditing.
John Wiley & Sons
869 pp.

1975
$24.50

TREASURER'S AND CONT ROLLER'S DESK
BOOK
by Daniel L. Gotthiif
A quick- reference guide that covers all major
areas of financial responsibility, divides them
between treasurer and contro ller and details
profit - building methods, systems and procedures for carrying them out. The 137 working
aids simplify and speed up completion of everyday tasks.
Prentice -Hall, Inc.
511 pp.

1977
$29.95

GUIDE TO INTELLIGENT INVESTING
by Jerome B. Cohen, Edward D. Zinbarg and
Arthur Zeikel

Total

S ub t o t a l . . . . . . . . . . . . . .
Less 10% Discount ... (

depth such subjects as the tax consequences
of key managerial decisions, handling price increases, the pros and cons of buy -or -lease decisions, how costs relate to financial reporting
and decision making, the use of average costs
when making decisions and how costs should
be estimated and computer runs interpreted.

Geared to investors who want to create and
manage their own investment portfolios. The
book features a checklist outlining the basic elements of the investment decision - making
process and contains elements that should go
into every buy or sell investment decision a person will make.
Dow Jones -Irwin
351 pp.

1978
$12.50

)
SUCCESSFUL TECHNIQUES FOR SOLVING
EMPLOYEE COMPENSATION PROBLEMS
by Don R. Marshall
Learn how to handle daily operational issues
that even the best pay program doesn't cover.
All major areas of compensation are examined
and successful practices to overcome them are
reviewed. Includes new, yet proven, techniques
and traditional methods.
John Wiley & Sons
198 pp.

1978
$17.95
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SUCCESSFUL PERSONAL MONEY MANAGEMENT (A Practical Guide to Your Financial Planning in 1978)
by McGraw -Hill Personal Finance Letter editors

Professional Development:
Self -Study Courses
0

For Individual or
Group Participation
SUBJECT:

MANAGEMENT ACCOUNTING
FOR BUSINESS DECISIONS:

A practical and progressive building block approach to continuing professional development. The NAA Self -Study Program 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 essentials of decision making, management planning and control,
budgeting and profit control, risks and uncertainty, behavioral
facto rs, standard co sts and responsibility accounting.
104- minute cassette, a 104-page workbook, workpaper and
an application for Certificate of Completion. Complete course
$ 50.
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 decisio ns. 90- minute
cassette, a 104 -page workbook, workpaper and an application for a Certificate of Completion. Complete course $50.

4Wr V& 1111144jCo—
SS P No . 3— Management Acco unting in A S ervice
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, role o f mathematics, and other profit 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 $85.

BUY THEM SEPARAT ELY OR AS A COMPLET E PACKAGE (*COMBINATION PACK) INCLUDING A GE MINI
CASSETTE PLAYER /RECORDER —REA DY TO GO FOR $195 IN A HANDSOME, PRA CTICAL BINDER.

ALSO
SUBJECT:

ZERO-BASE BUDGETING: THE W HAT AND HOW
W ill It W ork 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 $55.

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

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

SELF -STUDY PROGRAM ORDER FORM
Send remittance and National Association of Accountants
order form to:
Special Order Dept.
919 Third Avenue, New York, N.Y. 10022
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 Address

Cassette Storage Case

City

State

Zip

Country
QUANTITY
Set(s)
Extra Workbooks
SSP • I
@ $50.00 each SSP * I
@ $10.00 each
SSP *2 _ @ $50.00 each SSP "2
@ $ 10.00 each
SSP "3
@ 585.00 each SSP "3
@ $ 15.00 each
ZBB
@ $55.00 each ZBB
@ $ 10.00 each
All prices for Sets and Extra Workbooks are postpaid.
NAA members may deduct a 10% discount on all orders.
`rite to NAA National office for special quantity discount.

@ $7.00 each (No discounts)
@ $7.00 each (No discounts)

Combination Pack*
Sets) @ $ 195.00 each postpaid.
*Includes # 1. *2 and M3 + G.E. cassette player /recorder + binder.
Combination Pack available only in U.S.. Canada, Mexico.
Member
Account No.
Mail with I 'check
money order for $
Purchase Order enclosed. Please invoice.
"Nonmembers prepaid only.

Nonmember

The revolving door
v s 1 6

employment staNfity.
Turnover is not only costly, but it makes it difficult
for a firm to attract competent personnel.
Robert Half has assisted thousands of organizations in bringing employment stability to their financial and data processing departments.
Here's why:
We're specialists. And specialists have to do a
better job.
We're large. 60 offices in the United States, Canada and Great Britain. And our size benefits you. We

0

select people who match your most specific requirements from the maximum number of skilled accounting, financial and edp professionals.
We've been around a long time. Thirty years of
know -how gives us an insight into our concentrated
fields that is unmatched anywhere. Robert Half has
stability. Isn't that the right kind of organization to
help slow down the revolving door?
Look us up in the White Pages in key centers
throughout most of the English - speaking world.

ROBERT N

LF

accounting, financialandedp personnelspecialists

Albuquerque • Allentown • Atlanta • Baltimore • Birmingham Boston • Buffalo • Chicago • Cincinnati • City of Commerce (CA) • Cleveland • Clifton, N.J. Columbus • Dallas • Davenport • Dayton Denver • Des Moines • Detroit
Fresno • Grand Rapids • Greensboro
Hartford • Houston • Indianapolis • Kansas City • Lancaster • Long Island • Los Angeles • Louisville Memphis • Miami Milwaukee Minneapolis • New Orleans • New York • Omaha • Orange (CA) • Palo Alto • Philadelphia • Phoenix • Pittsburgh • Portland Providence Sacramento • St. Louis • St. Paul • San Antonio San Francisco • San Jose • Seattle • Stamford, Cf. • Tampa • Washington, D.C. • Wilmington
Canada: Calgary • Toronto • Vancouver • Great Britain: London

