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At Heublein
The Cost Accounting System Is `A 1" Too
Heublein's rapidly growing Grocery Products
Group produces approximately 500 different product sizes
and types — including such established brands as A.1.
Steak Sauce, Grey Poupon Dijon Mustard, and Regina
Wine Vinegars. As product lines expanded, the old cost
tracking methods gradually grew more and more unrealistic and far too costly.
Financial managers at Heublein wanted a responsive, flexible cost accounting system. They wanted to
know how different variables— ingredients, labor, packaging, sales volume, price levels, transportation, selling
expenses, advertising, and more —affect each product.
They wanted to be able to get that information fast.
To get that kind of system they turned to GE
computing service.
An "A -1" Cost Accounting System
Managers at Heublein's Grocery Products Group
use GE computing service to process data in order to
measure product profitability in three ways. To determine the actual cost of producing goods sold. To analyze
the impact of changing costs of ingredients, materials,
labor, and production. And to determine the optimum
rate of return on their food products investments.
And with GE's computing service, they do all this
in hours rather than the days formerly required.
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Information for Financial Executives
Financial executives and managers in thousands of
businesses rely on GE MARK III® Service for critical
financial functions ... cost accounting, financial analysis
and planning, business forecasting, corporate planning,
integrated accounting, cash management, financial consolidation and reporting, modeling, budgeting. And much
more.
GE customers expect ... and get ... a complete
capability. Capability that includes comprehensive solutions to financial management needs, virtually unlimited
computer power, an international teleprocessing network,
and the assistance of experienced information management professionals.
Cost-Effective Solutions
Let us help you develop a cost - effective solution
for your financial information needs. Just as we've done
for many others.
For an overview of what some of your financial
colleagues are doing to stay on top of information, ask
for our free publication "10 Innovative Ways Financial
Executives Make Computers Pay Off." Write to Gary G.
Anderson, Manager- Financial Management Services,
General Electric Company, 403 N. Washington Street,
Rockville, Maryland 20850.
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"Payroll Plus
delivers on time,
every time:"
"Software International's PAYROLL PLUS gives you a payroll system that's
easier to implement than you've ever thought possible.
"And look at all you get: Multiple earnings and deduction categories with
unique user - determined exits for special calculations;
employee and employer tax calculations to meet Federal,
State, County, and City tax requirements with Software
International periodic updates. PAYROLL PLUS can process
different payrolls, each with different frequencies, and
keep complete reporting and audit control.
"The personnel information ba se includes standard personnel data, as well as salary and job history for multiple
job changes. Personnel reporting includes workmen's
compensation, bond, and EEO outputs.
"To find out how quickly and easily you can get more
for your software investment, write or call, today.
Because you get outstanding performance, proven
reliability, superior technical support and comprehensive
documentation from Software International, you get more
than software. You get results!"
hI�

More than software ...
results!
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Chet Domoracki, Vice President
PAYROLL PLUS
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Please send me your free literature about the FINANCIAL REPORTING SYSTEMS:
LARGE COMPUTER
SYSTEMS —
for users of IBM, BURROUGHS,
DEC, HONEYWELL, UNIVAC
and ICL computers.
Financial
General Ledger
Payroll Plus
Accounts Payable
Accounts Receivable
Fixed Asset Accounting
Manuf acturing
Material Requirements
Planning
Master Production
Scheduling
Capacity Planning
Shop Floor Control

Purchasing

Comprehensive Report
Generator
FILETAB
SMALL COMPUTER
SYSTEMS —
for users of System/3 and
other IBM, Burroughs, Univac
9030, Honeywell 62, HP 3000,
DEC, Interdata and most popular business minicomputers.
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Accounts Receivable
C Fixed Asset Accounting
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The City: Management by Crisis or Crisis Management?

13

By Comer S. Coppie
A very populous city can rarely, if ever, be well governed. This pessimistic reflection is not
from New York City's latest bout with urban insolvency, but from Aristotle's Politics, written
in the 4th Century B.C. So, now that we know the "management gap" is not a child of the
'60s, should we suspect there is no solution for the urban crisis?
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Should We License Accountants to Prevent Accounting License? 22
By John R. Connelly, Jr.
Those who propose to license management accountants, like CPAs, in order to improve
financial reporting forget the roles of the two are very different. Licensing, in fact, would be
unproductive and demeaning, says the author, and shows why in an analysis of the "public" and "private" parts of the accounting profession.

Accounting Research Needs a More Efficient Market

27

By Paul B.W. Miller
Although there is a continuing need for research in accounting, in many cases researchers
aren't coming up with products that management accountants can apply to practice.
Here's an author with the heretical notion that the research product can be improved —and
he tells how.

The Attitudes of Management Accountants

35

By Arthur J. Francia, Steven D. Grossman, and Robert H. Strawser
Is it possible that the accounting profession is making some progress toward solving the
many problems that affect financial accounting and reporting? Before you vote "no" and
move to the next article, you might check out the perceptions compiled from a 1977
survey.

Management Accounting Techniques: a Survey

41

By Eugene A. Imhoff, Jr.
Accounting literature makes assumptions about a number of well -known accounting techniques. Are these assumptions valid? The author conducted a survey to find out.

Management
Accounting
Issues

Using Segment Reporting and Input- Output Analysis for
Managerial Planning

46

By James A. Largay 111, and Ferdinand K. Levy
Segmented income statements, as required by the FASB, are extremely sensitive to management's policy regarding the pricing of intersegment transfers —and thus may be misleading to users of financial statements. But segmented reports combined with input -output analysis can become a useful planning tool for corporate management.
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Accounting for Troubled Debt Restructurings —a Flowchart
Approach

51

By Abdel M. Agami
There is a symmetry between the debtor recognition of a gain and the creditor recognition
of a loss as a result of restructurings, says the author, and illustrates this correspondence
in a comprehensive flowchart.

Research Reports

Financial Reporting and Business Liquidity

56

By Morton Backer and Martin L. Gosman
There has been a significant, steady decline in the liquidity of American business over the
last quarter of a century. This fact is one of the major conclusions of a three -year research
study sponsored by NAA. Are there clear signs when a firm is approaching a condition of
illiquidity? The researchers summarize some of their findings from the full study published
this month.

The Management of Research & Development

58

By Anthony J. Gambino and Morris Gartenberg
In the past, companies usually refrained from imposing tight controls on the research and
development function so as not to dampen the creativity of researchers. According to a
new NAA study, that policy has changed because of the ever present profit squeeze and
the increasing resources being consumed by R &D.
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Oil and Gas Accounting: The Search for
Relevance
In a far - reaching decision having many implications, the Securities &
Exchange Commission has proposed rules which, in effect, monetize
oil and gas. (See MAP column in this issue.) I believe this matter may
be vastly more significant than the technical issues involved in accounting for oil and gas producing companies. While the SEC denies
that this latest move is a determination that the historical cost method
has been abandoned, one cannot help but speculate whether this is
the beginning of current value accounting. Also, the very viability of the
private sector standard - setting mechanism may be at issue.
Although the Commission took pains to reaffirm its support of the
activities of the Financial Accounting Standards Board and its belief
that the standards - setting initiative belongs in the private sector, its
action serves to undermine the influence of the Board. It seems clear
that the SEC's decision will lend encouragement to every special interest group that, in the future, wishes to circumvent unpleasant decisions of the FASB by appealing for the kind of governmental intervention such as has been witnessed in this long- running scenario and
which Chairman Williams aptly recognized in his comments. The circumstances can lead only to increasingly more political and bureaucratic influence in the process of establishing accounting principles.
The Commission recognizes the problems in implementing its "Reserve Recognition Accounting" concept, and I hasten to emphasize
that the subjectivity inherent in the valuation process does not bode
well in terms of credibility of financial reporting. Even assuming, however, eventual success in developing a workable scheme, the SEC's
unwillingness to take a position (at least temporarily) alongside the
FASB gives a hollow ring to their words of "support." The SEC should
have supported the FASB and permitted the Board to evaluate new
concepts via its Conceptual Framework project.
The FASB also should assume some responsibility for what has
occurred. Each method of historical accounting, i.e., successful efforts
or full costing, was known to have strong and powerful supporters.
Although the Energy Policy and Conservation Act of 1975 directed the
SEC to establish accounting practices in this area, the SEC, in turn,
delegated the function to the FASB, subject to its ultimate review and
approval. Good practical judgment would have dictated that the Board
select some middle position between pure successful efforts and full
cost accounting that could have been supported by both opposing
camps.
On a positive note, the Commission's action might have forestalled
Congressional intervention that would have politicized still another
economic and accounting issue, as was the case with investment tax
credit. Perhaps a few years' breathing time will defuse the issue somewhat and provide an opportunity for arriving at a generally acceptable
resolution of the problem.
Martin V. Alonzo, Chairman
MAP Committee
(Mr. Alonzo's views are his own and do not necessarily reflect those of
the MAP Committee. —Ed.)
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Data Sheet

vergent methods. Such a contradiction could
create dilemmas for the Board on many of its
present projects.

Sampson Named Chief Accountant
Robert F. Randall, Editor

It's Rocky Going for FASB
On Statements Nos. 8 & 19
Born in controversy, the Financial Accounting
Standards Board seems destined to continue
its existence in controversy, FAS No. 8 continues to draw fire, as pointed out by Forbes in its
Sept. 18 issue. The ways in which the effects of
foreign currency fluctuations are reported differ
from one corporation to another, the article
points out, making it more difficult than ever in
comparing financial statements —and undermining one of the objectives of standard -making, consistency. ITT's comptroller, Herbert C.
Knortz, wants companies to comply fully with
this Statement because he believes if they do
so, more will join in the pressure to throw out
the ruling altogether. To compound its problems, the FASB had to stand by and watch the
Securities & Exchange Commission, in effect,
overrule its ruling on oil -gas accounting. (See
MAP column on page 6 and Comment). In reexamining its position on FAS No. 19, the
Board has five options, according to Chairman
Donald J. Kirk: rescind, suspend, amend to
conform with SEC requirements, amend to delete the effective date of the standard, or do
nothing. In a speech before the Southwestern
Legal Foundation's Institute on Oil and Gas Accounting, Mr. Kirk outlined the Board's dilemma. Although the SEC says that companies
may continue to use full cost accounting, certified public accountants must abide by the
FASB ruling that mandates successful efforts.
Therefore, "with Statement No. 19 in place,
presumably auditors would be unable to express unqualified opinions on the financial
statements of enterprises electing to use full
cost." Moreover, if No. 19 remains in force, "it
seems possible that registered companies
would be free to select between full cost and
successful efforts for external reporting but
non - registered companies would not." Mr. Kirk
also pointed to the paradox in which the FASB
and its predecessors have been criticized for
not eliminating free - choice alternatives in the
present historical cost framework, only to have
the SEC, in turn, vote to accept two widely diMANAGEMENT ACCOUNTING /NOVEMBER 1978

A. Clarence Sampson has been appointed
chief accountant of the SEC, according to an
announcement by Chairman Harold M. Williams. Mr. Sampson, a member of the Washington Chapter of NAA, had been serving as acting chief accountant since the resignation of
John Burton.

Internal Auditors Adopt Standards
The Institute of Internal Auditors has adopted
Standards for the Professional Practice of Internal Auditing. Called the first standards ever
adopted in the internal audit field, they will provide a basis for management to evaluate internal audit departments and also enable audit
managers to measure their performance
against definite, established criteria, according
to IIA past president James R. Kelly. A copy of
the standards may be obtained by writing H.C.
Warner, IIA, 249 Maitland Ave., Altamonte
Springs, FL 32701.

Guidelines for Internal Accounting
Controls
Guidelines for determining whether or not companies are complying with the internal accounting control provisions of the Foreign Corrupt
Practices Act have been issued by a special
advisory committee of the American Institute of
CPAs. The Tentative Report of the Special Advisory Committee on Internal Accounting Control was issued for comment by December 15.
It presents criteria for assuring control and includes examples of selected control procedures and techniques intended to clarify and
illustrate the criteria.

Business /Accounting Briefs
The growth of labor unions has been static
since 1970, according to the latest report of the
Conference Board. Principal reason for this
lack of movement is because unions have pursued slow - growing and even shrinking sectors
of the economy. Union membership is about
19.4 million. The highest rate of membership is
in state and local government.

Management
Accounting
Practices
Louis Bisgay, Editor

dards Board. On "Interim Reporting" basic issues the MAP Committee noted that (1) there
are no differences in the objectives, uses, elements and qualitative characteristics of interim
and annual financial reports, and (2) preferable
accounting comprehends a combination of the
integral and discrete views (MAP, Aug. '78). A
principal theme pervading its comments on
"Nonbusiness Reporting" was a preference for
accrual accounting based on generally accepted accounting principles (MAP, Sept. '78). Fuller treatment of the two NAA comment letters
and coverage of MAP Committee oral presentations will appear in next month's issue.

SEC Rejects Statement No. 19
MAP Supports IASC Proposals
The Management Accounting Practices Committee gave substantive support for the International Accounting Standards Committee's Exposure Draft No. 13, Accounting for Taxes on
Income. The MAP Committee noted its value
as an important step in encouraging general
consistency in the accounting treatment of taxes on income. It urged the ultimate adoption of
either the "liability" or the "deferral" method
because "we feel they cannot be acceptable
alternatives."
The MAP Committee also favored the adoption of ED No. 14, Current Assets and Current
Liabilities (MAP, July '78), commending the
IASC on the draft's emphasis on realization or
liquidation in the near future rather than on consumption or settlement within an enterprise's
normal operating cycle.

...

And Comments on FASB Issues

Comment letters were sent to the Financial Accounting Standards Board regarding the following matters:
• Segment Reporting
• Interim Financial Accounting & Reporting
• Financial Reporting by Nonbusiness Organizations
The MAP Committee agreed with the proposed amendment to FAS No. 14, Financial
Reporting for Segments of a Business Enterprise (MAP, Oct. '78), which would eliminate
the requirement to disclose segment information in separate financial statements for a parent company or an affiliated company that accompany consolidated or combined financial
statements. Position papers addressing the key
issues set forth in the FASB discussion memoranda on "Interim Reporting" and "Nonbusiness Reporting" were submitted to the Stan-

Accounting by oil and gas producing companies has once again become a headline item as
the Securities & Exchange Commission announced it will not allow FASB Statement No.
19 as the benchmark of accounting principles
for oil and gas producers (MAP, April '78). The
SEC's rejection of FAS No. 19, which advocates "successful efforts" accounting, was accompanied, however, by a rejection of "full
cost" accounting, the other traditional method
and the one which has been the favorite of numerous small independent producers.
Calling both customary measurement techniques inadequate for providing sufficient useful information on the financial position and operating results of gas and oil companies, the
Commission took steps toward developing an
accounting method based on valuations of
proved oil and gas reserves. The SEC's concept, called "Reserve Recognition Accounting"
(RRA), would treat the value of the reserves as
assets and require that all costs of exploration
be charged as expenses when incurred. Neither full cost nor successful efforts accounting
recognize the value of reserves in financial
statements.
Fully aware of the inherent imprecision of reserve valuations, the SEC expects that the
process of determining the feasibility of RRA
will take several years. During the transition, it
plans to permit firms to use either the successful efforts or full cost technique. Various disclosures regarding reserves and cash flow also
will be required during the period in which RRA
is being developed. The Commission's transition actions include rules to specify a form of
successful efforts accounting compatible with
FASB Statement No. 19 and proposed rules
that would specify full cost accounting as an
alternative.
SEC Chairman Harold M. Williams commentContinued on page 60
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LetterS

TO THE EDITOR

Interesting and Valuable
I found interesting and valuable the
article by Glenn V. Henderson, Jr. and
Andrew H. Barnett, " Breakeven Present Value: A Pragmatic Approach to
Capital Budgeting Under Risk and Uncertainty." I also use breakeven analysis

in combination with present value technique. For example, we recently completed a bond refunding call. We developed a present value model with an unknown and solved for the breakeven
coupon rate of a new issue. We thus
were able to use this rate in evaluating
the success prospects of refinancing in a

Your
computer
reports
should
be. ..
• Accessible
• Neat and orderly
• Easy to handle
In a McBee Margin Master—Computer Binder,
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.

volatile market, normally requiring
three months of preparation.
It must be pointed out, however, that
the "risk" discount rate, needed for
evaluating uncertain cash flows, is not
readily determinable. The cost of capital
reflected by the securities market is a
composite of the "riskless" and "risk"
rates. It is therefore less than the pure
risk rate, being a function of the absolute levels of the two rates and the perceived degree of risk.
Because of the problem in determining the proper risk rate, I suggest that
only a single discount rate be used. This
is consistent with the accepted practice
to avoid relating specific sources of
funds with specific applications. The
rest of the procedure remains unchanged. All certain cash flows are
combined and discounted. One still
solves for the breakeven uncertain cash
flows. The results are then compared
with our reasonable expectations for the
future. The solution will not vary appreciably. Using the example given in the
article, and assuming a composite cost
of capital of say 10 percent, the break even annual savings required would
only have to be $20,275 rather than
$23,959 —a difference of just 15 percent.
Jerome J. Myers
Financial Accountant
Wisconsin Public Service Corp.
Green Bay, Wisc.

Very Clear Exposition

Call your McB ee
Specialist for a
Master demonstration today.
Binder

Margin

Litton

M cBEE
Loose Leaf Binder Products

424 North Cedarhrook Ave., Springfield. Missouri 65801

Eastern Plant

4206 Shannon Drive
Baltimore, MD 21205

Sales Offices Nationally
See Your Yellow Pages

Western Plant
1314 MarinaBlvd.
San Leandro, CA 94577

"Margin Master is a tr ademark of McBee Loose Leaf Binder Products.
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Mr. James H. Toy should be congratulated on his very clear exposition of decision analysis in his article "Responsibility Accounting: A Practical Application," in the January 1978 issue.
There is great advantage in maintaining the variable cost separate from the
so called "fixed" expense. In direct costing, for example, many types of short term decisions (where all of the fixed expense can be considered irrelevant) can
be made easily and rapidly. In decisions
where a proposed action will have an
impact over a longer period of time, cerMANAGEMENTACCOUNTING/NOVEMBER 1978

For me, your use of a "Profile" at the
head of the Replacement Cost Accounting articles (Dec. '77) was an excellent
idea. Instead of filing the magazine and
awaiting the Index, I always cut out the
articles that interest me, staple the
sheets together, and file them by general
subject.
Why not use a Profile or an Index
Classification at the head of all articles
in the future?
Raymond E. Beimer
Cartago, Costa Rica
It's something we've been considering —
but also wondering whether the extra
effort involved would be justified.
What's your opinion?
Editors
MANAGEMENT ACCOUNTING /NOVEMBER 1978
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We never qu it .. .
we always get fired.
That's good for you, and
it makes us happy too!
When you need temporary fill -in people in accoun ting,
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
your people
won't h ave to spend their valuabl e time explai ning what is
needed.
You want these people to come in, do the job, and leave.
That's what o ur peop le want to o!
This is why we say the sooner you fire us, the happier we
will be.
so

Likes Articles Categorized

G

accounlemps,

tain elements of the fixed expense almost always become relevant and must
be analyzed as described by Mr. Toy.
The information system should be organized to present routinely the marginal contribution of those segments
(plants, products, product lines, customers, sales zones, methods of distribution, markets, etc.) which are most
important to the company. As these
longer term decisions present themselves, the fixed expense must be analyzed to determine the part which is direct with reference to the segment involved; that is, the expense which can
be identified with each segment and
which would be eliminated if the segment were discontinued.
The determining factor in these types
of decisions is the marginal contribution
of the segment less this direct fixed expense. If there is no net contribution or
if the net contribution is marginal, we
would then look for ways in which the
plant, equipment, personnel, investment
in working capital or what have you
could be put to a more profitable use. If
viable alternatives do not exist, then the
elimination of the segment is indicated.
It should be pointed out, however, that
where costs have already been committed, it may be economical to continue a
marginal segment for a considerable
time, even though it is not attractive for
future investment.
Edgar Austin
Nuevo Leon, Mexico

A regist er ed

Tr ade M ark o! t he NobeN

Halt Organization

World's largest temporary service specializing exclusively in
Acco unt ing, Bo okkeepi ng and Data Proces sin g emergenci es.
Look us up in the White Pages
in the United States, Canada and Great Britain.
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The City: Management by
Crisis or Crisis Management?
Cities will not quickly regain the confidence of the investment
community, nor will they achieve wider political consensus on
solutions to urban problems until they establish a sense of
credibility in the way the business of local government is conducted.

By Comer S. Coppie
Urban fiscal crunch. Central city decline. Buzz
words used to describe a deterioration that has
been a subject of national discussion for the last
two decades.
Many observers single out the failure to apply
proven management technology as the underlying
cause of the central cities' agony. Improve management, the argument goes, and many urban fiscal problems will be overcome. Like most superficial answers to the problems of cities, however,
this analysis fails to define the forces at work in
the urban fiscal crisis and to explain how better
management can help deal with them.
While he was serving as Under Secretary of
HUD, Robert Wood once remarked that we must
first "complexify" the problems of cities if we are
to deal more effectively with them. In other
words, we must attempt to understand their full
complexity rather than base policy actions on
overly simplistic notions of cause and effect relationships that only partially explain the dynamics
of urban growth and decay. The financial metabolism of cities is clearly far more complicated, and
to a large extent much less understood, than the
simple "improve management" prescription
would suggest. Nevertheless, there is an important
element oftruth in this prescription. Improved resource management will be an essential, if not a
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totally sufficient, condition for relieving the financial pressures cities now face.
This article is intended to "complexify" the relationship between the urban fiscal crisis and several management techniques frequently listed
among the basic tools for urban financial survival.
In it we will explore some ofthe major reasons for
the fiscal decline of cities by using the District of
Columbia as an illustration of the impact these
forces have had on the underlying structure of the
urban economy. We will then follow with a brief
review of five management techniques that have
been developed by government and private industry to stretch the most out of a given financial
base. Finally, we will assess the prospects for successfully applying these techniques in city government along with the probable impact their implementation will have on the problem of urban finance.

Comer S. Coppie is
special assistant to the
mayor and director,
office of budget and
management systems
for the government of
the District of
Columbia. He holds an
A.B. degree from
Hamilton College and
an M.P.A. degree from
Syracuse University.

The Growing Fiscal Gap
Most major cities today face an ever-widening,
gap between expenditures and revenues. This directly results from annual revenue growth being
far outstripped by annual increases in expenditure
demands. These demands are not caused by new
or improved services, but simply by the cost of
maintaining ongoing program commitments.
In the District of Columbia, Mayor Walter E.
Washington coined a term to describe this phe13

%n

nomenon of urban finance: the "15 -5 Rule." In
any given year, expenditures can be expected to
increase on the order of 15 %, but revenues from
existing taxes add only 5% through natural
growth in the revenue base. This means mayors
and city councils across the country begin each
new budget cycle with a 10% gap between spending requirements and available revenues, a gap
that must be closed during the budget process
through a combination of tax increases and expenditure cuts. Of course, the actual gap varies
from year to year and from city to city, but the
parameters underlying the fiscal structure of most
large cities are remarkedly consistent.
The "15 -5 Rule" has left a significant mark on
the financial statements of most large cities. Total
spending by all municipalities has jumped at an
annual rate of 12% since 1969. And state governments were not far behind the city average. Direct
state expenditures increased 11.5 yearly from
1969 to 1973. Even the federal government has
fallen victim in that its budget has not been in
balance at any point during the current decade,
and cumulative deficits of $185 billion were recorded from 1970 to 1976.

Unlike the federal government, cities must balance expenditures with revenues. The urban fiscal
gap has been closed through a combination of
spending cutbacks and revenue increases in the
form of higher taxes and charges as well as new
taxing instruments. For example, the District of
Columbia has held expenditure growth to an average of I I% per year between 1969 and 1976. To
help balance city spending over the period, how14

ever, substantial local tax increases were necessary —$35 million in the individual income tax, $6
million added to sales and excise tax receipts, four
increases totalling $16 million in property tax, and
several increases in business taxes. Together, these
levies bring an additional $65 million into the city
treasury. But fiscal projections for the District
show no sign of dramatic improvement in basic
financial outlook. Although the size of the gap
ultimately depends on future economic conditions
and fiscal policies, by 1982, the city would
probably need another $300 million in new taxing authority to finance today's program commitments.
Underlying Cause of the Fiscal Gap
In order to recognize the fiscal realities most
major cities face today, it is critical to understand
some of the primary forces behind urban expenditure and revenue trends and to diagnose the principal causes of the fiscal disparities that lie at the
heart of the urban crisis.
DEMOGRAPHIC SHIFTS AND SUBURBANIZATION

During the 1950s and 1960s, central cities absorbed large influxes of relatively poor migrants
from rural areas. At the same time, suburban developments sprang up to house relatively more affluent city residents who were moving out of the
inner core. The effects of these population shifts
have been dramatic in terms of urban expenditures and revenues.
Significant changes in the demographic profile
of urbanized areas over the years accompanied the
flows of residents in and out of central cities. Middle- income families, for example, have followed a
consistent pattern of settling in suburban communities, lured by such attractions as homeownership and better - quality housing, modern schools,
lighter tax burdens, less congestion and crime,
and the like. As a result, cities have increasingly
become the domicile mainly of rich and poor,
with large commuting populations entering the
city each day to work and returning to the suburbs at the close of business hours.
The District's experience in demographic
change is not unlike many other large cities. Census data show the total population remained relatively stable from 1960 to 1970, dropping only I%
over the ten -year period. At the same time, however, the city experienced population increases of
44% in the number of youth aged 5 -24 and 2% in
the senior citizen ranks. These increases were offset by a sharp 40% drop in the number of persons
in the primary working years, aged 25 -64.
Central cities, therefore, have much heavier
concentrations of people highly dependent on
public services to meet their basic needs, especially the poor, the aged, and those most affected by
discrimination in housing and employment. This
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dependency has led to mushrooming workload increases and service demands in such areas as social services, health programs, and education. In
the District of Columbia, nearly one out of every
two dollars added to the budget since 1969 has
gone to meet costs in the broad program categories of human resources and education.
ECONOMIC FLUCTUATIONS: INFLATION AND
RECESSION
Coupled with the population movement, many
of the older industrial cities have been crippled by
depression -like conditions in their local economies. Simultaneous inflationary and recessionary
forces tend to widen the fiscal gap because the
impact on expenditures is much greater than any
off - setting increase in revenue. In general, most
city revenues, such as property taxes, are much
less sensitive to inflation than expenditures for
personal services, materials and construction.
Thus, the urban economic slump has significantly
altered both sides of the fiscal ledger by decreasing
potential revenues while increasing service delivery costs and overall governmental expenditures.
A lagging economy usually means a loss of jobs,
and with a reduction in the number of jobs available comes higher public assistance and unemployment compensation caseloads, greater dependency on public health and welfare services, and
increases in criminal activity. Each of these results
in higher costs of service delivery and greater
pressure on governmental budgets.
Inflation brings with it additional financial
stresses that most people can understand from
their own experiences. But price levels for governmental purchases of goods and services have actually increased more rapidly than general consumer prices because government spends a proportionately larger amount on such items as durable
equipment, fuel, medical supplies, and utilities. In
1975 alone, prices for District government purchases increased an estimated 16% compared
with an 8% growth in consumer prices.
WAGE COMPARABILITY AND MUNICIPAL
UNIONISM
The decade of the 1960s saw an unprecedented
growth both in public - sector salaries and union
membership. Sparked by the Federal Pay Comparability Act of 1962, which firmly established at
the federal level the principle of salary comparability with the private sector, states and local governments increased wages to provide competitive
salaries. At the same time, public employee unions
have grown to the point where today 50% of all
public employees are organized, twice the rate of
union membership in the private sector.
Together, these forces have combined to push
up personal services costs in central cities, an especially significant factor, as city governments are
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primarily labor- intensive, service- oriented institutions. In the District, for instance, about half the
city's work force is unionized. Since the start of
this decade, average salaries have increased 40%
(compared with 38% growth in CPI), in line with
increases in federal pay, to which we are currently
tied. In this respect, the District fares better than
cities that formally negotiate wages for most public employees. Salaries for about two- thirds of our
work force are linked with federal pay scales and,
thus, are not subject to collective bargaining. Indicative of the power of municipal unions, salary
increases since 1970 for the remaining third of the
city work force —whose wages are set through negotiations— averaged six to sixteen percentage
points above federal white collar pay raises.
FEDERAL PROGRAMS AND REGULATIONS
Through policies, programs, and regulations it
has pursued over the decade, the federal government, perhaps unwittingly, has contributed to the
problems cities face today. Some federal programs— Federal Housing Administration (FHA)
mortgage guarantees and highway construction
programs are notable examples —have spurred the
flight of higher- income families from the central
cities and thereby reduced the urban revenue base.
Other categorical programs —Model Cities, mental health grants, and OEO projects — created constituencies who are now looking to city hall for
assistance as federal funding sources dry up. This
places greater pressure on the municipal budget
because many more interest groups are competing
for a share of the public purse.
Apart from grant programs, in which to a certain extent cities have the option of not participating, federal statutes also require substantial new
commitments on the part of state and local governments. Too frequently, however, such regulations do not provide sufficient funding to meet the
cost of federally- mandated services. Water pollution control is a case in point. The District estimates it will cost an additional $50 million annually to meet federal water quality standards. Although capital funds are available from federal
programs to construct sewage treatment facilities,
no federal operating subsidies are in sight. Moreover, because the federal government has failed to
overhaul outmoded programs —such as public assistance and medicaid —state and local government are forced to share half the cost for problems
that are truly national in scope.
Finally, the proliferation of federal assistance
grants in the '60s and early '70s acted as a powerful inducement to cities to apply for the federal
funds available regardless of their actual needs.
The trend toward block grants and revenue sharing is a change inthe right direction because they
allow local officials to determine how such funds
might be best used to meet community needs.

The financial
metabolism of
cities is clearly
far more
complicated
than the simple
"improve
management"
prescription
wouldsuggest.
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RISING EXPECTATIONS OF MUNICIPAL
GOVERNMENT

A less - publicized reason for growing demands
on public services has been the decline of alternative service institutions such as the extended family, community groups, religious and voluntary
agencies, and other private sector organizations.

reflecting both more children in need of care and
the difficulty in locating parents in the community
to provide these services. In a related area, ten
years ago, the city did not provide day care services, but today this program is a $10 million -ayear operation.
COUNTERPRODUCTIVE TAX POLICIES

Many of the functions once performed entirely by
such agencies have now become the responsibility
of local government, contributing to perhaps unrealistic expectations concerning government's
ability to solve all manner of human problems.
Prior to 1973, bus service in the Washington
metropolitan area was provided by four private
bus companies. These bus companies were purchased in 1973 by a regional transit authority
which now operates the bus system at a loss. A
portion of the resulting deficit is allocated to each
local jurisdiction. Since public ownership began,
the District's annual payment to subsidize bus operations has grown to an annual rate of about $20
million. And prospects are good for even larger
deficits in the future with the opening of the 100
mile Metro system that will gradually be completed over the next ten years.
Another service category that has exhibited a
sharp increase in public sector responsibility is the
care of neglected and dependent children. When
parents were unable to care properly for children
in the past, there was usually an ample supply of
persons willing to take them in— relatives, friends,
private adoption agencies, church groups, and so
forth. But as the problems of the inner -city intensified, and the strong, closely -knit fabric of urban
society gradually weakened, government was
called upon to play an increasing role in the care
of dependent children. We have experienced a
dramatic rise in the cost of dependent child care
in the District. During the last decade, the cost of
public foster care services has shot up over 400 %,
16

Inordinately heavy reliance on tax systems that
discourage, rather than encourage, residential and
commercial location is the final major factor underlying the weakening fiscal structure of central
cities. Because geographical boundaries of cities
typically do not coincide with boundaries for economic activity or service needs and benefits, cities
are not in a position to redistribute wealth from
higher to lower income individuals. The reason is
obvious even if the solutions are not: higher taxes
simply encourage taxpayers to move outside the
city's limits, leaving proportionately fewer taxpayers in the city to carry the burden of meeting the
cost of public services. Many municipal services
benefit persons living beyond the city's borders
(e.g., commuters), yet city taxing authority is typically severely limited beyond its geographical limits.
The population of the District of Columbia, for
example, expands about 50% on a typical workday as a result of the tremendous influx of commuters, students, and tourists who cross the city's
boundaries each day. In fact, the District has
earned the dubious distinction of having the highest percentage of total public and private employment held by nonresidents of any large city in the
country, a phenomenon that adds significantly to
the cost of service delivery in such areas as traffic
control, street and highway maintenance, police
and fire protection, sanitation, and the like. Yet
the District is without legal authority to tax commuter incomes, a restriction shared by two out of
every three cities of over 500,000 population.
Some cities get around the tax jurisdiction problem through annexation of out -lying areas, but
this option, like commuter taxation, is not open to
the District.
Potential Management Cures
Since World War II, local government in this
country has emerged from small scale institutions
of the "mom and pop" variety to major organizations whose annual balance sheets can often be
measured in the hundreds of millions or even billions of dollars. Have resource management tools
that have come along in recent years kept pace
with the enormous growth in size and complexity
of city government? Not completely, although
some steps have been taken by the District of Columbia and other local governments to improve
resource management.
Because of the severe pressures described above,
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the quest for better management in local government has accelerated, especially during the past
decade. Some of the techniques that have been
used recently are discussed below.

5. A dearth of cost and performance data as well
as trained analytical staff limited the volume
and quality of cost - effectiveness analyses that
could be undertaken.

PLANNING - PROGRAMMING - BUDGET SYSTEM

When measured both against its basic objectives
and the claims made by a number of its proponents, the overall impact of PPBS on resource
management in the public sector has been marginal at best. PPBS undoubtedly suffered from massive over - selling as the answer to the resource allocation needs of public officials. Perhaps its overriding conceptual weakness was its lack of focus
on examining the existing resource base available
to agencies and programs. This lack of emphasis
on examining the base is not altogether surprising
when one considers the era in which PPBS was
introduced. It came into vogue during the economic expansion of the '60s, and was primarily
used as a planning tool to allocate the increased
discretionary resources available to state and local
governments during that period.

1. Operating managers had relatively limited involvement in what essentially is a top -down approach to budgeting.
2. Mechanisms usually were not available, or developed, to ensure effective implementation of
programs and policy decisions.
3. System designs tended to produce mountainous paperwork exercises in many governments,
the costs of which far outweighed the benefits.
4. Legislative bodies exhibited disinterest, skepticism, or even outright hostility to the concept.
Because of legislative opposition to changing
appropriation account structures, the executive
branch in many jurisdictions was forced to operate a dual budget system: the program budget
for executive decision- making and the traditional line- item /organizational format for legislative review.
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PRODUCTIVITY MEASUREMENT AND
IMPROVEMENT

Accelerating fiscal pressures during the first
half of the '70s renewed local government interest
and activity in the area of productivity improvement. For example, the District of Columbia recently installed a system to measure program productivity on a monthly and quarterly basis. To
date, some 63 programs in 13 major departments
have been included in this system, which currently keeps track of 425 productivity measures. By
means of a review process involving managers at
all levels up through agency heads and the mayor,
the extent of progress toward productivity goals is
assessed. Service improvement opportunities are
identified in this process, and after action is initiated to increase service performance, the results are
monitored.
The most important actions initiated in the
process are special productivity improvement
projects undertaken by personnel in line service
agencies and the Office of Budget and Management Systems. These projects are designed to implement changes in management procedures at
the service delivery level, which will improve service quality and productivity. The results of recent projects include:

Through its
policies,
programs, and
regulations of
the last decade,
the federal
government has
contributed to
the problems
cities face
today.

1. A 42 improvement in refuse collection productivity by instituting work measurement and
methods improvements.
2. Redeployment and rescheduling of ambulances
so that more are available to respond during
peak workload periods.
3. A 19% improvement in the discovery of apartment units with housing code violations by implementing new scheduling procedures and
%r

The PPBS approach to public sector budgeting
was applied in the Department of Defense in the
early '60s and then extended to the rest of the
federal government by presidential order in 1965.
As a result of the highly publicized claims associated with this budgetary technique, many state
and local governments launched PPBS efforts
throughout the remainder of that decade.
PPBS represented a departure from the traditional budgetary practice of focusing on line items
or objects of expenditure (i.e., what government
buys). Instead, this analytical planning approach
emphasized the end purposes of government (i.e.,
what government produces), multi -year rather
than annual time horizons, and systematic comparison of program alternatives in terms of their
costs and benefits. Although the initials PPBS are
no longer widely used to denote budget modernization activities, the concept had a visible impact
on the budget processes of many state and local
governments (Commonwealth of Pennsylvania
and the city of Charlotte, North Carolina are notable examples). The positive effects of PPBS implementation experiences reported by jurisdictions
included a sharper focus on the objectives of the
jurisdiction, a more easily understood budget as a
result of casting it in a programmatic rather than
line- item /organizational format, and increased
recognition of the need to identify and examine
alternatives within the context of budget decision making.
Despite some positive results, PPBS implementation in state and local governments was hampered by a wide range of technical and behavioral
impediments:
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standardized work methods. These operational
improvements now allow a constant number of
inspectors to survey buildings in poor and fair
condition twice rather than just once a year.
4. A 95% increase in employee shuttle bus utilization and a 14% improvement in driver productivity through the redesign of shuttle bus
routes.
5. A 115% revenue gain in parking meter operations by implementing improved methods in
collection, maintenance, and security functions.
6. Removal of legislative barriers to efficient work
force utilization and timely service in the areas
of motor vehicle registration and business licensing.
The results achieved by the District of Columbia —and the impressive gains made elsewhere —
have demonstrated that productivity improvement is a valid and effective technique for better
utilizing existing resources and maintaining the
level and quality of local services in the face of
rising cost pressures. Realistically speaking, however, we cannot expect productivity improvement
in the short term to resolve the immediate urban
fiscal dilemma.
MANAGEMENT AUDITING

The U.S. General Accounting Office and the International City Management Association joined
forces several years ago in helping local governments expand the audit function to embrace the
efficiency and effectiveness of public expenditures
as well as the more traditional legal dimension of
financial audits, In the District of Columbia, we
have incorporated the executive audit function
within a broader budget and management setting
so that audit teams composed of persons with operations analysis and financial management skills
can participate in joint projects (e.g., billing system for solid waste disposal).
Management auditing as a technique for improving the efficiency and effectiveness of government operations has two serious limitations, however. First, local governments typically have very
little in the way of substantive information available for conducting a meaningful audit of managerial performance because work standards and reliable costs and performance data systems are not
in place. Thus, audit reports time and again wind
up identifying these as deficiencies and conclude
by recommending the implementation of work
measurement and reporting systems. Even where
analyses of efficiency and effectiveness are attempted, the softness of the data leads to heavy
reliance on guesstimates of conditions or results.
From a management viewpoint, such findings are
extremely unreliable and represent a superficial
basis for effective corrective action.

is

Second, the primary mission of the audit function is to perform an independent, objective appraisal of an operation. This function typically
does not have an implementation role or responsibility with respect to improved management practices. The absence of this latter support at the operating program level has been the single greatest
impediment to improved efficiency and effectiveness. Thus, from a practical standpoint, the most
we can expect from the audit function is greater
external pressure for change.
MULTI -YEAR FISCAL PLANNING

Although often considered a part of the overall
PPBS thrust, long -range fiscal planning is one of
the key elements of modern resource management. Many of the fiscal problems cities are facing
today could have been avoided, or substantially
lessened, had cities been able to anticipate them.
The District of Columbia has built a sophisticated fiscal planning system which the Municipal
Finance Officers Association recently honored
with its Louisville Award for outstanding achievement in public financial management. The multiyear financial planning system is a computerized
budget planning model designed to forecast operating cost implications of current program commitments and proposed changes over a five -year
period. The system can also store up to five years
of historical data to compare past and future expenditure trends. Two other key features of the
system are its capability to show a variety of different profiles of the budget over time (e.g., by
cost factor, agency, program, clientele group, and
direct vs. indirect expense), and to project the impact of capital budget decisions on future operating budget requirements (debt service, new facility
staffing, and maintenance costs).
The District uses its multi -year financial planning system as a tool for program and fiscal policymaking at the front end of the budget cycle.
Rather than waiting until all the numbers are in to
determine the true dimensions of the problem and
to make tough fiscal and program decisions during the budget crunch period, the data provided
by this system gives District policymakers sufficient lead time to:
1. Determine the size of the gap between expenditures and revenues in the upcoming budget
year and four succeeding fiscal years,
2. Compare the current and projected mix of program resource investments against emerging
needs and priorities,
3. Identify the cost factors and programs that are
growing faster than the budget and the reasons
underlying these trends,
4. Gauge the impact of current and proposed capital projects on future operating budget requirements and revenues, and
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5. Develop strategies for holding down cost factors and program expenditures that exhibit unacceptable patterns of growth.
The multi -year financial planning system has
proven to be a powerful tool for strengthening financial management in the District of Columbia.
For, in order to correct problems effectively, or to
avoid costly mistakes, data must be routinely
available to top -level policymakers on the future
cost implications of current and proposed commitments.
ZERO -BASE BUDGETING
A growing number of state and local jurisdictions —and most recently the federal government
under presidential directive —have undertaken
ambitious efforts to implement a different budgeting approach aimed at breaking the endless cycle
of adding incrementally to the previous year's
budget base. "Zero -Base Budgeting" forces each
program manager to re- examine the cost and effectiveness of current activities being performed.
Instead of applying the pure zero -base model and
beginning "de nuovo," the methodology being
widely used starts with a minimum, or survival,
level of funding (i.e., below current resource availability) and builds up a series of decision packages
that can be ranked in priority order. Based on
resources available and the priority ranking of decision packages throughout the organization, ZBB
has the potential of cutting back, or even eliminating, previously funded activities.
The ZBB approach puts to rest the notion that
the budget base is sacred and inviolate. In contrast
to PPBS, which was used primarily to allocate
discretionary resources available during the economic expansion of the '60s, ZBB has been referred to by Allen Schick and others as budgeting
for an "era of retrenchment." The upsurge of interest in ZBB, among politicians and practitioners
alike, clearly has been sparked by growing taxpayer resistance to the burgeoning costs of government at all levels as well as the "anti- bureaucracy" wave that came into vogue several years ago.
Government expenditures now constitute roughly
one -third of our nation's GNP, with much of the
growth over the past two decades occurring in the
state and local sectors. In addition to the enlarged
role government is playing in our national economy, rising state and local taxes have been taking
larger bites out of the taxpayer's pocketbook. The
response has been to demand a leveling off of budget growth and the elimination of government's
past spending habits.
ZBB has two major advantages over other budgeting approaches. Primary emphasis is placed on
the re- examination of base resources, and all levels
of management throughout the organization are
involved in the budgetary process. Like PPBS,
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however, ZBB implementation will be hampered
by the widespread lack of reliable cost and performance data at the responsibility center level of
most public agencies. In addition, the dearth of
analytical talent in the public sector presents a
major roadblock to full realization of ZZB's potential benefits because, as a budgetary technique,
it is more analytically demanding than PPBS.
Perhaps the most prevalent criticisms leveled
against ZBB to date have been the monumental
paperwork it creates and the enormous development and review energy required to complete a
ZBB cycle. Some critics warn that government
runs the risk of not focusing sufficient attention
and staff work on the really strategic fiscal and
programmatic issues to be resolved in the upcoming fiscal year because of the ten -fold increase in
paper and thousands of hours consumed in support of ZBB related activities. The cost vs. payoff
issue in ZBB has already started a noticeable
trend toward simplification of the process among
jurisdictions that have gone through several ZBB
cycles. As the process of making the system more
manageable moves forward, it will become increasingly difficult to distinguish ZBB from incre-

mentalism packaged in program terms.
The District government is testing the ZBB approach in several of its major agencies. While
awaiting an objective evaluation of this demonstration, many questions remain unanswered. Can
ZBB match the costs and benefits of a well -managed cost reduction program? Will the data and
analysis generated by ZBB be sufficiently powerful
to increase the prospects of executive budget proposals winning approval in the political marketplace? After years of experience with program and
budget reviews, audits and special studies, many
budget executives have built up substantial docu19

mentation on inefficient and ineffective programs.
Despite years of budget blood- letting and reams of
justification and testimony, however, the track
record on cost reduction in the public sector does
not hold out much promise—outmoded and inefficient programs continue to prevail. Rather than
another tool for identifying inefficiency, perhaps
what is needed most is an effective way to mold
political consensus on "who gets what, and how
much."
Impact of Improved Management Techniques
Although resource management innovations recently applied to local governments have been

helpful, they have failed to provide a comprehensive solution to cities' fiscal problems. For several
reasons, resource management techniques are not
sufficient to do the job alone.
Resource management techniques do nothing
about the irrational revenue structures and intergovernmental fiscal relationships that cripple central cities.
All of the resource management improvement
approaches highlighted above deal with the expenditure side of the budget. In effect, they try to
squeeze the most out of the resources we have.
They do not help rationalize the revenue side of
the fiscal balance sheet, so cities are forced into
the position of driving out middle- income residents in order to provide for the needs of the urban poor.
For central cities to achieve success in extricat20

ing themselves from perennial fiscal crises, deliberate steps will have to be taken at the federal
level to alleviate some of the problems that previous national actions and policies have created for
central cities. The first priority: assign fiscal responsibility to the level of government that can
best internalize the costs and benefits of public
services. Many public finance experts have long
recognized that cities are not appropriate institutions for financing the substantial costs of public
assistance, medical services, and education because the causes of poverty and the benefits of a
healthier and better - educated society are attributed to the nation as a whole. Cities thereby become
irrational mechanisms for income redistribution
within the federal structure. Nationalization of
programs such as public assistance and medical
insurance may become a reality in the coming
years as the federal government accepts responsibilities that are truly national in scope.
Another needed change has already begun: the
shift in federal and state aid to broad block grants
from a myriad of narrow program categories. This
approach allows local governments to tailor their
programs to their particular needs while, at the
same time, it assures those who provide the funding that high priority objectives are being pursued.
In addition, the block grant or revenue - sharing
concept reduces the need for large bureaucracies
at all levels of government to prepare and review
complex grant applications. Under this approach,
federal agencies can concentrate their efforts on
auditing the results of programs initiated at the
local level.
The two federal initiatives cited above— nationalization of certain program responsibilities and
expanded use of the block grant concept —will require the development of a broad consensus in the
executive and legislative branches of the federal
government, plus considerable legislative and implementation lead time. Because of this, they
probably lie outside the fiscal planning horizon of
most cities.
Resource management techniques do not address thorny political questions that will have to
be resolved concerning governmental priorities.
Elected leaders will be called upon to forge the
competing demands of special interest groups —
whether they be employee unions or vocal constituent groups —into a consensus that represents the
"public interest."
As one objective of the political process, governments will have to decide which program commitments should be decreased or eliminated entirely. Throughout the 196Os, many lively public
debates over spending priorities occurred when it
came to deciding how additional funds were to be
allocated. The problem over the balance of this
MANAGEMENT ACCOUNTING/ NOVEMBER 1978

decade, however, will be that of deciding which
activities can no longer receive the level of public
financial support they enjoyed in prior fiscal years.
Although good analytic work can provide a
source of objective evidence for this discussion,
the judgments on governmental priorities must ultimately be formulated in the political arena. Such
process will necessarily require a delicate balance
across a wide spectrum of competing demands.
Resource management techniques are primarily
designed and installed at the staff level, and staff
personnel cannot single- handedly correct our underlying management deficiencies.

the political chief executive is most often viewed
in terms ofhis or her ability to be re- elected. As a
consequence, it is not surprising to find disproportionate weight being placed on political, rather
than purely economic, criteria in the decision making process. In fact, many would claim this is
the essence of democratic forms of government.
A further institutional impediment associated
with the political process involves the qualifications and experience of chief executives in the
public sector. The presence of substantive management training and experience traditionally has
not been a prerequisite for advancement along the
career path to top public office. In fact, like program managers, the overwhelming proportion of
chief executives in government have come from
backgrounds other than management (e.g., law).
Therefore, professional staff in the public sector,
as compared to their counterparts in the private
sector, have had to carry added burdens because
they must educate chief executives on the importance of applying long - established and widely used management tools.

The emphasis on assembling a critical mass of
analytical talent has had demonstrable payoffs in
terms of public policy decisions, but one of the
critical weaknesses still to be overcome is effective
policy implementation at the program level. Fundamental changes in the way resources are expended will not occur until line program managers make them.
Local government has not had a strong manGreater attention must be devoted to increasing
agement tradition. Nor has it done a great job of
building a managerial cadre within the municipal productivity in the public sector and driving manbureaucracy. Training in management techniques agement responsibility and accountability down
from the policy- making level to the point of servhas not received high priority, even though most
public program managers come from a profession- ice delivery.
al service background— teaching, medicine, social
Rather than continually paying lip service to
work, law enforcement — rather than from a background in basic management skills. As a result, the latest management fad or administering govnot enough is known about actual performance ernment by acronym, we must get back to the
and effectiveness of programs, more productive basics. As a first step, program managers at every
methods ofservice delivery, and other critical as- level must be given far greater voice in the budgetpects ofmodern management. This problem is ex- ary process and must be provided with the tools
acerbated by the long- standing tradition offinan- and staff resources needed to stay within budgetcial centralization in the public sector, which has ary allocations. This means that training proleft individual program managers with minimal grams for public managers will have to be expandaccountability for obtaining the most efficient use ed, and city government must attract managers
of personnel and material resources assigned to with proven expertise and track records in productivity improvement. Civil service systems also
them.
Turning from program management to top should be modernized to eliminate excessively remanagement, the nature of political executive strictive personnel practices and to provide incenleadership often has been cited as the single great- tives for better management.
est impediment to successful application of management techniques in the public sector. Unlike Taking the Gap Seriously
their private sector counterparts, whose manageCities will not quickly regain the confidence of
ment behavior is governed by easily understood the investment community, nor will they achieve
measures ofprofit and loss and degrees of market wider political consensus on solutions to urban
penetration, the nature of the political environ- problems until they establish a sense ofcredibility
ment forces elected chief executives to look out- in the way the business of local government is
ward rather than inward in discharging their ad- conducted. The "management gap" must be
ministrative responsibilities. The bottom line for closed before we take the fiscal gap seriously.
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Should We License
Accountants to Prevent
Accounting License?
Although the Certificate of Management Accounting has been
established, ma nagement a ccountants do not ha ve all the
characteristics of a public profession. Some are urging that
management accounta nts be licensed in order to prevent "creative
accounting" manipulations.

By John R. Connelly, Jr.
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Several proposals have appeared recently either to
license accountants or to restrict them in such a
way that raises some fundamental questions. Most
of the proposals are attempts to correct what is
believed to be shoddy workmanship or incompetence. At least one proposal would license management accountants in an effort to prevent the
alleged manipulation of profit reporting at management's whim. The proposals have an emotional
surface appeal that like Motherhood, God, and
Country are hard to deny. A more sobering reflection is warranted.
At what level does technical competence merit
a license to practice? Who shall be designated as a
practitioner? How do you assure continuing competence? This threefold question is central.
To understand what a competent practitioner is
one must differentiate between the different levels
within a profession. Within the accounting profession there are certified public accountants who we
may say are in "public practice" and there are
management accountants who we may say are in
"private practice." There also are other levels of
the accounting field practiced by such persons as

college professors, government accountants, and
accounting consultants. This discussion will focus
only on public and management accountants.
We say that accounting is a profession. Many
people immediately equate the certified public accountant with the term accounting profession.
Actually, the certified public accountant only represents that part of the accounting profession that
may be termed its public practice or that by itself
is a "public profession." So let's start and define
the accounting profession in terms of its public
prof
prof(
because it is the most readily visible
part.
The term profession generally is understood to
mean a pursuit that requires years of study and
training to be adequately prepared before adopting it as a livelihood and being recognized as qualified. Many intellectual pursuits are labeled as
professions. Some of these are deemed to require
public control; these may be called public professions.
A public profession may be defined as that calling requiring specialized knowledge that is applied
as an art, subject to the discipline of its governing
authorities. Public professions that I consider to
be embraced by this more restrictive definition are
MANAGEMENTACCOUNTING/NOVEMBER 1978

accounting, engineering, law and medicine. Each
of these has a major part of its practicing professional body which is characterized by five key elements that set them apart from others within their
profession and other intellectual disciplines that
are considered professions.
The five differentiating characteristics that define a public profession are discipline, examination, practice, ethics, and policing. The purpose of
such a scheme of classification is not to make a
public profession exclusive, but to recognize the
special trust placed upon its members by legislative and judicial bodies.
It must be recognized that only a certified public accountant would qualify under the foregoing
definition. The designation of Certificate of Management Accounting offered by the National Association of Accountants does not meet all five of
the criteria and, therefore, it would be excluded
from that part of the accounting profession designated as a public profession. The Certificate of
Management Accounting designation has its
rightful place in the accounting world. I hope that
it never becomes necessary to make it part of the
public profession of accounting, for to do so
would radically change its fundamental purpose.
There must be a discipline. In accounting, a
common body of knowledge has evolved as the art
of measuring financial performance that recognizes the ever - changing complexities of corporate objectives. One must have both academic and technical competence in the discipline to be a successful practitioner.
Regarding the examination element, all the
competence in the world is meaningless unless an
individual can demonstrate to his peers his own
competence by taking an examination uniformly
prepared, administered and graded by an independent board of examiners. Such an examination requires a working understanding of the common
body of knowledge for the discipline he desires to
practice.
The uniform examination for the certified public accountant is developed and graded by the
Board of Examiners for Examination of Certified
Public Accountants. The examinations, controlled
by the state licensing boards, are given by the
boards to those candidates who have met the respective state qualifying requirements to sit for the
examination.
The Institute of Management Accounting of
the National Association of Accountants awards
the designation of Certificate in Management Accounting. The examinations are given and controlled by the Institute, a private organization, to
those candidates who have met its admission requirements to sit for the examination. This certificate is not as widely known or appreciated as the
professional designation of certified public accountant. Also, the CPA is conferred by the state
MANAGEMENT ACCOUNTING/ NOVEMBER 1978
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upon passing the national exam ination which
gives the successful candidate license to practice.
Th e CM A does not bestow any com parable licen se to practice upon the recipient.
Third, there m ust be a pract ice that is recognized for the value it contributes to the econom ic
en terprise it serves. The practice m ust be subject
to description to be com m unicated to others.
Co mpetence to practice is generally assim ilated
th rough observing recognized practitioners of the
art and applying their tech nique to ac tual cases.
Th rou gh a n "inter nship," o ne gains bot h kn owled ge and confidence in the use and application of
th e techniques of the art. This "internship" process helps to develop competence in practice.
The term "intern" is used to designate an individ ual who has not attained professional recognition but is working under the authority of a recognized professional to acquire supervised practical
ex p erience. Generally, in public accounting an intern is a staff accountant with a college degree
who is fully compensated for his services and who
is working to satisfy the basic requirements for
ob taining the status of certified public accountant.
For a practitioner to be considered com petent,
he must not only acquire com petence, but he must
co n tinually dem onstrate that he has kept him self
cu rre nt. Acco unting is an art tha t is con tinu ally
evo lving in response to changing business condi23

All the
competence in
the world is
meaningless
unless an
individual can
demonstrate to
his peers his
own
competence.

tions. It is the responsibility of those who practice
accounting to maintain the competence they
gained at their entrance to the profession. The
public empowers professional recognition for
those who engage in it as a public profession. That
recognition can be taken away if the holder does
not give service for value equal to what the profession has led the public to expect. Malfeasance or
misfeasance in office leads to professional sanctions. A public professional must never forget his
purpose. He is there to serve the public profession
first and best and not for the pecuniary gain he
derives from it as his livelihood.
Attendance at professional development seminars on a regular basis, reading and applying current state of the art techniques, and understanding
and application of all authoritative pronouncements from the officially recognized organizations
are prerequisites to keeping a practitioner's competence current.
A code ofethics includes guidelines for what
constitutes acceptable behavior in office and what
is a conflict ofinterest, whether real or apparent..
The public professional person must accept the
added burden of taking every precaution to be
above reproach because his only stock in trade is
his professional reputation. Initially, it is established by the office he accepts and then earned
through the practice he establishes and develops.
He is known by his peers and the business community by the level of the standards he sets for
himself and his associates in the conduct of his
practice.
Finally, a profession must have policing. Without public licensing, investigation, and enforcement, the above four elements are hollow. Only
with quality control through a practice review
mechanism and an ethics trial board with police
power for hearing cases properly brought to" its
attention can the professional prove to the public
that he is what he claims to be.
The CPA Is a Professional
The accounting public profession has these
mechanisms in place. At the state governmental
level, all those who wish to practice as certified
public accountants must be licensed to practice.
Each state has the police power to enforce its own
ethics code over licensed certified public accountants. The state can suspend or withdraw the right
to public practice entirely. In extreme cases, the
professional designation of certified public accountant may he revoked. The former would limit
the CPA from giving a professional opinion on
financial statements, which would limit his income capacity. The latter would put him out of
business as a practicing public accountant.
At the voluntary association level there is both
a national association, the American Institute of
Certified Public Accountants, and a state associa-
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tion in each of the 50 states to provide and to
enforce peer review. The recent Congressional
hearings before Representative John Moss's
House Committee and the late Senator Lee Met calf's Senate Committee have prodded the AICPA to strengthen the quality control and disciplinary machinery. At both the national and state
association levels there are practice review and trial board mechanisms to deal with member indiscretions of practice. Minimum punishment may
be merely suspension of membership for a designated period of time. Its effect is more toward professional censure rather than economic limitation.
Expulsion from membership is the penalty for
conviction of criminal charges in civil courts.
Moreover, at the federal governmental level, all
those who practice before the Securities & Exchange Commission and the Internal Revenue
Service are subject to strict practice accountability. Practicing public accountants may find that
the investigative and enforcement machinery for
the SEC, for example, is much more demanding in
its attention to the quality of practice than are the
state or voluntary associations.
What does all this mean? Simply this: the public has reasonable assurance that when a CPA is
engaged to perform accounting services, he has
met the minimum requirements, as established by
statute, to publicly practice. It does not mean that
the CPA will necessarily give the best advice, but
rather that he has been found adequate in technical knowledge and its application as an art to render a level of service that is at least equal to what
the public requires ofevery member of the public
profession of accounting.
There is a means for the public to effectively
discipline the CPA for acts unbecoming to the
profession. This would be over and above or even
in the absence of any economic recovery for the
irreparable damages sustained by a client for the
CPA's malpractice. Through the licensing mechanism, the public assures itself that only those who
adhere to the strict tenets of the public practice
requirements are permitted entrance and continuance. Those who are incapable or unwilling to accept these restrictions are weeded out.
What About the Management Accountant?
Now, against this background of accounting as
a public profession, what does the proposal to license management accountants offer?
First of all, publicly -held companies have less
discretion today to "generate" profits by accounting gymnastics than ever before. Most top managements expect and demand honesty from their
financial staffs. If they don't, they lose more in the
end than the public embarrassment of admitting
that there may have been some manipulation of
numbers in financial reports submitted to the
SEC. They may lose the business through employMANAGEMENT ACCOUNTING /NOVEMBER 1978

Now consider the management accountant. He
ee defalcations, ineffectiveness and inefficiencies.
is
an
employee of the firm he works for. His sole
Second, many accountants become engrossed
with the technical aspects of accounting and for- loyalty is to assist the management of the firm to
run the business in the most effective and efficient
get that it is designed to record, to report, and to
manner possible. The management accountant's
interpret effectively the financial effect of what has
happened. Subjective judgments must be made for financial and business skills should be well -honed
measuring and reporting upon provisions for op- so that he can participate as a member of the manerating costs that result from business events. Ex- agement team at all levels to make the right ecoamples of the more troublesome areas may in- nomic decisions for operating the business. In
clude warranty costs, currency exchange gains light of these facts, if we are to license management accountants and force them to become poand losses, and income tax prepayments and delicemen, who will hire them? How can manageferrals. Different interpretations of the underlying
ment rely on a licensed management accountant
substantive issues may produce different financial
who does not put his first loyalty to the success of
effects in results of operations and upon financial
the business of which he is a part?
position. Likewise, realization of assets and revenue recognition require more than a mechanical
Different Roles, Different Responsibilities
understanding of the techniques that are available
In the public profession of accounting, the certito record and to report these business events. Unless an accountant has an entrepreneural business fied public accountant's role is to verify financial
sense, he is likely to remain less than a full partner statements. In the broader realm of the profession
of management. That entrepreneural business of accounting, the management accountant's role
sense means that the management accountant, is to prepare financial statements and analyses to
who always must be, of course, a person of probi- assist management in making sound business decity, is at the same time not a slave to the conven- sions.
The National Association of Accountants betional wisdom of accounting. Ideally, the managestows the designation of Certificate of Management accountant is more than a mere technician.
He participates in running the business by making ment Accounting to those passing an examination. Its purpose is to recognize technical compethe accounting fit the business rather than the
business fit the mechanics of accounting. And this
tence and educational attainment in the accounting profession. In other words, this certificate fulhas nothing to do with ethics or policing.
Finally, the question of who is the accountant's fills the examination requirement for management
boss is both intriguing and central to the issue of accountants. It effectively denotes to general manlicense. The CPA, used in the conventional role agers that the certificate holder has acquired the
for verification of financial statements, must be in- discipline and practice levels that meet the minidifferent (unbiased) in approach to whoever pays mum expectations for a management accountant
the bill. Most of the time the CPA is engaged by
to practice in industry.
top management, the very people to whom the
The difference between the public accountant
and the management accountant lies in the two
management accountant must report.
The CPA finds that in all engagements his pro- key elements of ethics and policing. A code of
ethics is a key element necessary for a public professional judgment is at stake, which requires an
fession. It provides the credibility element necesindifferent approach that questions and challenges
sary for the CPA who is reporting upon financial
management to obtain all of the pertinent facts to
statements. Those who read his report may not
ensure the CPA is not misled. The CPA primarily
know the CPA personally, but they put credence
reviews transaction data and financial effects of
business events that have already occurred. The in his report because of their knowledge that he
has subscribed to and conformed to the profesCPA's mission is to make sure that management's
interpretation of the substantive issues is properly sion's code of ethics. The policing mechanisms assure readers ofthe CPA's report that they have an
reported in the financial statements so that they
give a reasonable impression of results of opera- effective means of recourse should the CPA's
tions and position for the time frame under audit. workmanship be deficient. When the underlying
Those who rely on the CPA's opinion must have financial strength ofthe firm reported upon is not
evidence that the CPA's service is adequate to be properly depicted in the financial statements, and
credible. This can only be provided by having these facts come to light, the CPA can be held
those accountants who wish to be CPAs subscribe accountable for his negligence.
The management accountant, on the other
to the five key elements previously noted. And so,
hand,
does not need these institutional mechathe certified public accountant, while having his
rAsms
of a code of ethics and policing enforcefee paid by the firm he audits, is responsible for
the general propriety of the client's financial state- ment. Such mechanisms effectively would reduce
his ability to participate in the decision - making
ments taken as a whole to those who use financial
statements for making economic decisions.
process for his employer. A licensed management
MANAGEMENT ACCOUNTING /NOVEMBER 1978

If we are to
license
management
accountants and
force them to
become
policemen, who
will hire them?
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companies have
less discretion
to "generate"
profits by
accounting
gymnastics than
ever before.
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accountant would have to become sensitive to the
seriously, disciplines himself to perform under the
institutional requirements for reporting to the
highest standards, and conducts his work only ungoverning authority what might seem to him to be
der the highest standards of integrity in financial
questionable business practices.
reporting and evaluation practices will never have
What if management accountants were licensed
to be ashamed of any inquiry into the quality of
to practice? Some important considerations would
his workmanship.
follow, at the very minimum. First, the manageManagement also must demand, install and
ment accountant must be hired and retained with
monitor a system of adequate internal controls to
an adequate compensation program that proprevent collusion of employees, preparation of
scribes a competitive compensation salary range
spurious documents, and concealment of unrepermitting merit increases. The compensation
corded transactions, By establishing a system of
program must not have an incentive award tied to
adequate internal controls, management demonhow much profits are reported by mechanical mastrates a healthy respect for the management acneuvering, but there may be a correlation to real
countant and all other employees by reducing at
operating results.
the outset the number of compromising positions
He should be held accountable for his performthat could tempt them to cheat. When manageance. An annual performance appraisal should be
ment permits such conditions to exist, it must .
held with him to review accomplishments against
bear some of the responsibility and blame for the
expectations, and how well primary job responsiresultant employee indiscretions.
bilities were done.
Third, management has a responsibility both to
The management accountant should contribute stockholders and employees to conduct the busito the overall success of the enterprise. A plan of
ness on a sound basis. Feelings of uncertainty and
business objectives that are within his competence futility engendered by a corporation on the brink
and capabilities should be agreed upon once a
of bankruptcy may tempt the management acyear with informal reviews held during the course countant to do something that he may believe will
of the year. Every management accountant should
turn the tide and save the business —the end justibe intellectually stimulated to accept challenges
fies the means syndrome.
that require fresh approaches to resolve and sound
An unethical act can be rationalized easily
thinking to solve.
when job security is threatened and no acceptable
Most important, the management accountant
alternative appears to the employee. The first ormust be involved in a program of management
der of business is to survive. If the business is
development for career progression. The person
headed for a memorial service, then the managewho has thought through his career objectives and
ment accountant should be headed for the exit
who has a plan of development that can support
door.
his planned progression moves will find plenty of
stimulation to work for his employer's best inter- Licensing: Unproductive and Demeaning
est as well as his own.
To license a management accountant like a cerIn several ways management can influence the tified public accountant would be unproductive
effectiveness and quality of the management acand demeaning. It also would not cure nor precountant's work, whether he is licensed or not.
vent some of the corporate actions reported in the
Management must respect the management acpress as undesirable and legislated as illegal by
countant. If it treats the management accountant
Congress. Management must know what our socias nothing more than a "bean counter," then the ety deems as acceptable business practices, adhere
accountant becomes not a management partner
to them, and hold employees accountable for viobut a management servant. As such, he is held in
lations. The corporate disciplinary process is the
contempt to be used as management pleases and
best guarantee that management accountants will
then disposed of or blamed if anything goes be held responsible for their acts.
Through external pressures, the accountant is
wrong.
In fact, both management and the management
being cast more and more into the role of a policeaccountant must be competent and command the
man. Public accountants are under attack from
respect of each other. Only then will management
the SEC and from the halls of Congress. Manageobtain the full value of the management accountment accountants may be influenced by this swell
ant's skills. The responsible and ethically creative of alarm to support the tightening up of the ethics
top manager will foster a positive attitude that can
and policing elements for the public profession of
encourage the management accountant to think
accounting.
like an entrepreneur and, in turn, be himself a
But how can there be policing of management
positive influence for the success of the enterprise. accountants? Any charges made by or against
Most successful managers have learned that we management accountants must be corroborated
teach others by what we ourselves do. The manby the same management who may be the ones
agement accountant who takes his responsibilities
Continued on page 34
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Accounting Research Needs
a More Efficient Market
Accounting research can become more marketa ble when
practitioners and academicians agree on the kinds of research
projects that are really necessary and practicable and then work
together to get them done.

By Paul B. W. Miller
Accounting research can be viewed as a marketplace in which ideas usually are "produced" by
academic accountants for "consumption" by practitioners who hope to solve their problems and
better serve their clients and society. Although
this analogy is not a complete model of the real
world, it facilitates an analysis of some of the
shortcomings of research and suggests a strategy
for making accounting research more meaningful
and productive.
According to simplified economic theories, social benefit is maximized when a marketplace is
"efficient." There are many characteristics of such
a market, but these five seem most relevant for
this article:
I. A prospect for profits that encourages producers to supply what consumers will buy.
2. A lack of profits that drives out inefficient producers.
3. A free access by consumers to allow them to
acquire what they want.
4. A bidding process that prevents consumers
from filling their needs without paying a fair
price.
5. An insulation against external forces contravening supply and demand.
MANAGEMENTACCOUNTING/NOVEMBER 1978

With these attributes in mind, let us determine if
the accounting research market is efficient.
Is This an Efficient Market?
Many consumers of accounting research are not
satisfied with what the market offers:
... William Paton, an innovative contributor to
accounting literature, decries the "tendency of
many present -day writers to indulge in fancy
charts, mathematical models, and statistical pursuit of things not susceptible to quantitative measurement." He also says that "these authors are
often doing nothing but wheel- spinning, chasing
will -o'- the - wisps." '
... Robert Sterling reports: "Recently at four separate conferences I have had practitioners complain about the impracticality and uselessness of
the abstract, theoretical literature." _

Paul B.W. Miller is an
associate professor of
accounting at the
University of Utah. A
CPA, he holds
undergraduate degrees
from Rice University
and a Ph. D. degree
from the University of
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the Salt Lake City
Chapter, he received a
Certificate of Merit for
this article, which was
submitted through his
chapter.

... A practicing accountant suggests there be imposed "a moratorium on the publications of articles written by teachers" because too many of the
articles were too hard to understand.'
... I observed a convention of accounting teachers applaud enthusiastically when Robert Mautz
suggested that too many articles are isolated from
real problems.'
27

... C. W. Bastable expresses a condemning opinion when he says, "journals (have) become cluttered with articles that have little or no promise of
impact except to those with similar interests."
... Two ac ad em ic acc o u n tan t s c onc lude th at the
effect o f th e en viro n m en t in which m ost research
is d on e "is to b ias research efforts away from professio nal accou ntin g toward to p ics of an academic
n atu re."

Perhaps there
are many
accountants
who have not

grasped the
implications of
the research
spectrum.

... Ho race Bard en , u p o n fin d in g him self engaged
in research after y ears o f p ractice, says that his
ex p erien ce cou ld b e en titled , "A C ase His tory of
an Old Practitio ner's Ad ven tures While Searching
for Sound Fo otin g in the Hazy Wonderland of
Acco u n tin g Research ." '

... It is easy to see why practitioners do not take
delight in reading accounting articles when you
consider the complexity of this equation that appeared recently:"
N
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This evidence suggests that there is a great deal of
inefficiency and dissatisfaction in the research
market. Even though there are numerous buyers
and sellers, the desired products apparently are
not being produced.
No More Research?
In economic theory, the fate of any inefficient
market is to pass out of existence. Before too
many practitioners breathe a sigh of relief at the
prospect of no more research, however, I suggest
that they read Robert Sterling's article on the role
of research in accounting education and practice.°
The prognosis I would make is similar to Sterling's— accounting practice and education probably would not be as dynamic as they are without
the injection of the questions and new ideas raised
by researchers. Thus, the problem of inefficiency
in the market is a matter of concern for all accounting professionals, without regard to their areas of specialization or livelihood.
Why Is Research Inefficient?
In order to solve a problem, one must deal with
its causes rather than its symptoms. Thus, it is not
enough to admonish academics to do more practical research or practitioners to take what is offered and be thankful. Efficiency can be brought
to the research marketplace but first we must
identify what really is causing the inefficiency. As
I see it, there are nine reasons for inefficiency in
the research marketplace. These can be grouped
into three categories:
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Enyironmental Factors
1. The breadth of the accounting discipline
2. The varieties of research activities
Academic Externalities
3. The reward structure for academic accountants
4. The concern with methodologies
5. The equivocation of research conclusions
b. The seeking of self - fulfillment
Economic Factors
7. The limited resources of academic accountants
The perception of the market by researchers
The unexercised buyers' powers
ENVIRONMENTAL FACTORS
To an outsider or to a naive insider, the field of
accounting may appear to be a unified body of
knowledge and practice within which participants
can freely move from one area to another. It isn't
necessary to present any evidence that this theory
is false. Nonetheless, a common criticism of much
of today's research is, "That isn't accounting."
What the critic really means is that the study does
not deal with his particular concept of accounting.
Similarly, "research" is an oversimplified term
used to describe a multitude of activities that bear
little resemblance to each other. It is common to
hear a critic disparage a particular study by saying, "That isn't research." What the person probably means is that the publication does not embody the approach or techniques he perceives to
be research.
Observe how these two factors interact: the
number of potential types of research publications
equals the product of the number of specialized
areas in accounting and the number of types of
research. In effect, the research market is a matrix
of highly specific segments, yet it often is viewed
too simplistically as a single marketplace. Is it any
wonder that consumers are perplexed when they
fail to find what they want or that producers are
surprised to find that not everyone eagerly consumes their products?
ACADEMIC EXTERNALITIES
Several characteristics of the academic world
thwart or modify the economic forces in the research marketplace. One is so visible that Aslanian and Duff attempt to place the blame for the
entire "gap" squarely on its shoulders." They say
the writer of accounting research is rewarded not
in accordance with usefulness but in proportion to
sheer output volume and apparent complexity and
intellectualism. In effect, the "profits" are not derived from the market.
Although this situation has a significant effect it
cannot explain the whole problem. Primarily
there are three types of rewards offered by a university to a faculty member: tenure, promotions in
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Miller: An Iconoclastic View of Research
Professor Paul B.W. Miller with a Ph.D.
from the University of Texas is a certified
academician but his view of research is anything but conventional academic thinking.
For Dr. Miller believes that although accounting research has many different purposes, a principal one is to aid the practitioner of accounting. This is the area where
accounting research has fallen down on the
job, he believes.
He has stated his thesis in two articles
published in MANAGEMENT ACCOUNTING,
both of which won Certificates of Merit.
"What Is Accounting Research Supposed to
Do ?" was published in the December 1977
issue; the second article is part of a section
this month that we call Perspectives in Management Accounting: Attitudes and Techniques.
What started him researching the ends of
research? It all began when he attended a
colloquium at the University of Alabama in
1975 on the topic, "Bridging the Gap Between Accounting Practice and Accounting
Research." He says that there was "a lot of
defensive thinking" on the part of some of
the professors attending this seminar.
"I wasn't satisfied with that," he recalls.
"I thought we could do a better job." So he
sat down and began to analyze research and
the market for research. The result: two provocative articles that may influence future
accounting research.
If publication is any gauge, Prof. Miller
must be given an "A" for his own efforts to
communicate with practitioners. He pub-

lished an article, "A New View of Comparability" in the August issue of the Joumal of
Accountancy, and currently is writing a
textbook —which is practitioner - oriented—

rank, and salary raises. The first reward usually is
offered by the university as a whole, and a long
publication list can indeed be helpful. There are
only two promotions offered to a faculty member —from assistant to associate, and from associate to professor. These generally are concurred
within a college of business administration, which
often (but not exclusively) is composed of more
pragmatic persons than are found in other areas.
Significantly, the rewards of tenure and promotions usually occur within the first eight to 14
years of a career; thus, during the greater part of a
faculty member's productive years, he is free from
concern about organizational upward mobility.
Indeed, the true purpose of tenure is to assure a
person's freedom to pursue the answers to questions that may be unpopular. Given this arrangement, we can see that the reward structure should
encourage an academic accountant to pursue

whatever research he wishes during his most productive period.
The third factor, salary raises, must be considered as potentially limiting. University budgets
are administered at several levels, and salary decisions can be made at any point from the president
to the department head. Thus, the real effect depends upon a researcher's particular situation.
When we consider the matter of endowed
"chairs," which usually are the best hope of academic accountants for an above- average income,
presumably the creators and administrators of
such positions will act independently of the rest of
the university and reward practical research in
preference to the esoteric.
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in the field of intermediate accounting. And
to get hands -on experience —in keeping with
his philosophy —he will spend his sabbatical
next year in the Houston, Texas office of Deloitte, Haskins & Sells.
Another one of his manuscripts also was
selected for publication in a future issue of
MANAGEMENT ACCOUNTING, a periodical
that, according to Dr. Miller's analysis of
the research market, is a principal medium
for the publication of applied research.

RESEARCH MUST ANALYZE AND CONCLUDE. On
a different plane, the academic world often is
more concerned with research methodologies than
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A researcher
can guarantee a
particular
finding in about
the same way
an auditor can
guarantee a
clean opinion.

findings. Gerboth said about accounting research,
"It is no exaggeration to say that the value of
good research lies primarily in the analysis and
not in the recommendations." " The justification
for this less than practical attitude is that one goal
of research is to push back the "frontiers of
knowledge" such that the discovery of a new tool
to do the pushing is just as valuable as any new
piece of truth. Unfortunately, this worthy cause
may be lost as a researcher places more emphasis
on means than on ends and does not convince
practitioners of the need for research.
In addition, the cautious wording of the conclusions frustrates the practitioner. A typical study
might conclude that "the evidence, which is not
claimed to be complete or unbiased, suggests that
the null hypothesis might be false." There are two
reasons for this equivocation: first, the researcher
is trying to avoid embarrassment by covering all
the possibilities; second, the evidence is not perfect, and an absolute conclusion is not valid. Contrast this situation, however, with the one faced by
an auditor or a tax accountant. Virtually thousands of times each day, practitioners sign opinions or tax returns on which they stake their reputation and financial well- being, despite the underlying evidence being gathered under less scientifically controlled circumstances than the simplest
empirical research study. Whether it is right or
not, the cautious equivocation of findings tends to
make practitioners less enthusiastic about a study.
Also, researchers enjoy doing impractical research more than other kinds. The academic
world is one in which ideas exist not to be cherished but to be challenged, destroyed and rebuilt.
It attracts people who are, for one reason or another, more capable and willing to cope with this
kind of uncertainty where there are no sacred absolutes. Classrooms and seminars are fertile
ground for producing new ideas and for challenging old ones, so it is only natural that academic
accountants would desire to write in this vein,
even though it is abstract and distant from the
real world. An inefficient market is the only place
where such personal drives would be allowed to
take precedence over more pressing needs of the
profession. It is not too difficult to imagine an empirical researcher responding to the protest that
the practicing accountants have no answers to
their problems by saying, "Let them do a multiple
regression analysis."
Thus, there are four forces external to the market that cause it to be inefficient: the reward structure, the concern with methodology, the equivocation of conclusions, and the seeking of self- fulfillment to the detriment of the profession's (and
even society's) more pressing needs.
ECONOMIC FACTORS
There are three more reasons why accounting

30

practitioners have not found what they need in
research.
First, academic researchers face a resource constraint in designing and executing projects. In
general, the research is done by a person with
challenging teaching responsibilities who works
only in the "spare" hours he can carve out of a
busy schedule, often at the expense of lost consulting revenue. His "staff" to help gather and analyze data may be only one, or at best a few, graduate students who also are working in their spare
time at relatively low wages. The duration of the
training period for staff members may be rather
long and the turnover rate high. Thus, the assistants' productivity must be utilized over a short
period of time, say no more than two or three
months.
As a consequence, plus the fact that the faculty
member needs to show achievement annually,
most academic research projects are narrowly defined and highly abstract. Simplification may
make the study feasible, but it also tends to make
practitioners shrug their shoulders and ask "so
what ?" after reading the article. Significant generalized judgments are difficult to make on the basis
of such piecemeal studies.
Another economic phenomenon that has limited research market efficiency is the heavy concentration or effort on one segment of the consumer
population. With respect to number of persons, a
disproportionately large quantity of research publication is aimed at those who do research rather
than those who are involved in practice. I do not
intend to either criticize or support this tendency,
only to point out that it is leading to dissatisfaction of the ultimate consumers. Analogously, consider how the merchandising market works: producers sell to wholesalers who sell to retailers who
sell to consumers. If the wholesalers traded only
among themselves, or if retailers bought only
what they wanted without regard to the consumers' wants, the market would collapse. Perhaps
the externality of the academic reward structure
keeps the market from clearing out producers not
concerned with ultimate consumption. In any
case, researchers are not providing what practitioners want.
Up to this point, virtually all reasons advanced
to explain the inefficiency have dealt with the producers' problems and failures. Before practitioners
can take pride in their position, however, I must
point out that perhaps the most significant cause
of inefficiency has been their failure to bring economic powers into play. With few exceptions,
they have not made overwhelming efforts to channel research into directions useful to them. Although practitioners have been generous in their
support of students, faculty and programs, (and
the generosity is well appreciated), perhaps too
much of it has been rendered as a charitable conMANAGEMENT ACCOUNTING /NOVEMBER 1978

tribution rather than an inducement to produce
helpful information. Perhaps too many complaints about research being impractical are mere
"hand wringing" by people who have never considered telling a researcher what they want investigated, much less supporting a project with funds
or other resources.
There is no wonder that the externalities have
defeated the market mechanism. There has been
no internal strength in the market to resist the
outside tampering. As there is no flow of scarce
resources to the producers, they are unable to put
together meaningful studies and they have no
means of recognizing what the consumer wants.
All Accountants Must Contribute
To bring about more efficiency, we must develop a broad strategy. I propose that members of
the accounting profession make a conscious, deliberate effort to improve the contribution of accounting research by mounting a campaign on
two fronts: increased awareness and economic
forces.
INCREASED AWARENESS

Accounting used to be defined as "the art of
recording, classifying, and summarizing in a significant manner and in terms of money, transactions and events which are, in part at least, of a
financial character, and interpreting the results
thereof." 12 The Accounting Principles Board proposed a radically different definition that emphasizes the objective of accounting, not the mechanics. They said: "Accounting is a service activity.
Its function is to provide quantitative information,
primarily financial in nature, about economic entities that is intended to be useful in making economic decisions." " This definition stresses that
accounting embraces many more activities than
before and that accountants are more, highly
skilled. The accounting profession is a collection
of individuals with specialized skills and different
work environments. In listing the major types, we
now include tax advisers, auditors, controllers,
government accountants, management accountants, management advisers, systems consultants
and teachers. It is clear that we all do not have the
same problems to be solved by accounting research so we cannot complain when journals contain articles that do not pertain to our own interest. We need to acknowledge our diversity rather
than seek uniformity. Perhaps we will learn to be
more tolerant.
Apart from the matter of topics to be researched, we also need to provide widespread recognition of the different types of research. I perceive the structure as a spectrum, with basic research on the left, applied research in the middle,
and usable research on the right."
The function of a basic research project generalMANAGEMENT ACCOUNTING/NOVEMBER 1978

ly is to discover and define previously unnoticed
problems or to test previously untested methodologies. Notice that there is no need to solve any
problem. The connection between basic research
and practical accounting can be characterized in
many cases as "threadlike." These two factors
have tended to generate frustration among practitioners. Basic research is disseminated through
papers presented at academic meetings or published in such periodicals as The Journal of Accounting Research and The Accounting Review.
Applied research has the function of testing
various solutions to well - identified problems in order to find their relative strengths and weaknesses.
The connection with practice should be obvious,
but the reader would be wrong to look for an implementable solution to a specific problem. Applied research is still abstract and seldom, if ever,
has a direct effect on current practice. The A1CPA's "Research Studies" generally constituted applied research. There are many periodicals that
print applied research, the leading ones being
Management Accounting, The Journal of Accountancy, and The CPA Journal.
At the right end of the scale, we find usable
research, which is intended to have an immediate
impact on current practice. It usually does not
involve the discovery of new facts but tries to get
established ideas across to the reader in a format
that is conducive to his understanding and implementing solutions to specific problems. This type
of publication has a strong connection with practice and promises to be the practitioner's best
source for upgrading his working knowledge. The
information is distributed through many channels
including trade journals and continuing education
programs, Perhaps the best example is an authoritative pronouncement, such as an FASB Statement. Textbooks also are intended to affect practice and probably lie somewhere between applied
and usable research.
There are no concrete barriers separating the
three types of research. We would expect to find a
natural movement from left to right as ideas are
discovered, tested and made usable, and we can
observe it in the spread of statistical sampling
among auditing firms and in the issuance of FASB
Statement No. 13 calling for capitalization of
leases.15 Inflation accounting, on the other hand, is
still in the applied stage after decades of argument
and testing, but we can expect one approach to
become "usable" before much longer.
Perhaps there are many accountants who have
not grasped the implication of the research spectrum. Increased awareness of the different objectives should reduce the frustration and dissatisfaction felt by practitioners and by quite a large number of teachers. Tolerance should develop, and
there should be no more calls for a "moratorium"
on any kind of research.

We in
accounting
need to
acknowledge
our diversity
rather than seek
uniformity.
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world is one in
which ideas
exist not to be
cherished but to
be challenged,
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THE ECONOMIC FORCES
Awareness is an intangible force that is difficult
to bring into play and that takes effect only over
the long range. On the other hand, economic
forces can be applied more easily (if one has the
resources) and results can be accomplished more
quickly.
The initiative for this phase of the campaign lies
with practitioners. As consumers, they need to
start directing funds and other support to research
projects that promise to fill their needs. I do not
suggest that only "usable" research be supported,
of course, but that initial grants be directed
toward projects that are clearly connected with
present and pressing problems. There is definite
need to support basic research in order to assure a
continuing influx of new ideas, but grants should
be made in much the same manner as gifts are
made to symphony orchestras or art museums—
without expectations of economic returns.
Practitioners should not expect a researcher to
guarantee a particular finding, just as an auditor
cannot be expected to guarantee a clean opinion.
There also must be a sensitivity to the difference
between discovery and rationalization. A project
to find, for example, the "best" inventory flow assumption is quite different from one to prove that
LIFO is best. In the first case, the researcher is
seeking knowledge. In the second case, the contractor is trying to justify an a priori decision.
Consumers also must provide sufficient monetary and other resources to support a long -range
project if generalizable results are desired. No
short -run effort will generate conclusive evidence.
On the other side of the market, in response to
the availability of resources, suppliers should begin to realize that there are other objectives to be
achieved through research than seem to be perceived presently.
In addition to the obvious motivation of receiving money for something that can be fun to do,
researchers might find more personal satisfaction
in doing work that results in improved practice.
Just as a blueprint is only a drawing until the
bridge is built, a research publication is only printing until better decisions are made because of its
findings. This dimension of personal satisfaction
has been highly elusive in accounting research and
could become more common.
The availability of rewards and support from
this new source also would help convince researchers that, in addition to their colleagues,
there are other people —and a profession —that
can benefit from their efforts.
By becoming more entrepreneurial, researchers
also may become more aware that there is a premium for more concrete results in preference to
highly hedged conclusions. In a sense, because the
current environment promises only to punish the
researcher for taking an absolute stand, the natu-

ral reaction is to qualify the findings nearly to the
point of denying their significance. By having a
new reward structure, researchers may be encouraged to draw and state more meaningful opinions.
The market system also will work to discourage
unfounded conclusions and thus should keep the
quality of the underlying research effort at its current high level.
Self - fulfillment is vital for each of us, but it can
be incongruous in a world where other people are
on a lower level of subsistence. The addition of
economic forces will not preclude or prevent a researcher's search for fulfillment but will place a
more reasonable perspective on its priority in the
profession. Every discipline has its "starving artists" that are willing to sacrifice personal comfort
and status for the chance of making a discovery or
breakthrough. Accounting researchers simply
must face the fact that the profession probably
cannot afford to support them in the manner to
which they are accustomed unless they produce
clear results.
Re- examine the Causes of Inefficiency
There are bound to be other ramifications to the
entrance of a profit motive to research, but the
above seem to me to be the most significant. Together with an increased level of awareness, economic forces will remove the inefficiencies in the
accounting research market. We need to examine
each of the reasons for the problem briefly to see
how it would be affected by this two -front approach.
I. The breadth of the discipline. A new awareness of the variety of activities included in accounting should remove research consumers'
complaints about irrelevance and make them
seek out more carefully the information likely
to affect their own work.
2. The varieties of research. A new awareness
of the many kinds of research should help both
potential researchers who have felt "shut out"
of the modern esoteric type of publications and
potential consumers who have felt compelled
to issue a blanket condemnation to all research
because of the complexity of some of it.
3. The reward structure for academic accountants. As long as the academic environment
maintains control over promotions, tenure and
salaries, this factor will remain a significant externality to the accounting research marketplace. Thus, neither of our two strategies will
confront the problem directly. Part of the new
awareness probably will be absorbed by non -accounting academics, or an inflow of research
grants may convince them that accounting is
somehow different from history or sociology
and that a different performance standard
needs to be applied.
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4. The concern with methodologies. Because
conclusions are only as good as the underlying
evidence, I would not want any of my comments to be interpreted as a call for less carefully designed or implemented research methodologies. I think both an increased awareness
and monetary support, however, will provide a
new perspective for researchers such that appropriate attention will be paid to the findings
as well as to the procedures.
5. The equivocation of research conclusions.
Similarly, as researchers grasp that much of the
significance of research can lie in the findings,
more attention will be given to interpreting
them into more useful language. On the other
hand, as practitioners learn more about research, they will grasp the fact that reality is
actually very elusive.
6. The seeking of self - fulfillment. If any of
them have really fallen that far, an increased
awareness of the urgency of the profession's
needs may jar accounting researchers out of a
self - serving attitude into a more realistic and
helpful one. I must emphasize that the profession benefits from "dreaming of what could be"
and that I am not in any way suggesting the
abandonment of basic research. Nothing could
be further from the truth.
7. The limited resources of academic accountants. Obviously, the injection of economic power by consumers will finance the acquisition of
more time, staff and data by academic researchers. Longer range, more general and
more meaningful projects can be undertaken if
more money can be spent.
8. The perception of the market by researchers.
Both of the strategies will impact this cause of
inefficiency: awareness will show academics
that there are other problems to be solved, and
the economic forces will convince them that
there is something to be gained by aiming at a
different segment. I would hope that the volume of publications for this particular segment
would not decline but only decrease in proportion to the total literature. The basis for the
hope is the one that I have mentioned several
times —the need for continually pushing back
the frontiers of knowledge.
9. The unexercised buyers' powers. The second
strategy is aimed directly at this cause. If the
consumers start acting as if they really are willing to have practical research done, it will be
done. Eventually, the power of the market will
help the profession overcome the externalities
as well.
The Signs of the Times
I have not presented any revolutionary ideas to
close the "gap" between research and practice
with a quick and permanent slam but I think that
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I have contributed to the solution by bringing together ideas that heretofore have not been coalesced. My enthusiasm for the approach is encouraged by several signs that indicate that at least
part of the profession is starting to move in the
direction I have suggested.
One such indication is the joint sponsoring of
annual convocations by the University of Alabama and several accounting firms. The meetings
have dealt with the nature and the effects of the
differences between researchers and practitioners.
At the very least, these seminars have forced the
two groups to recognize each other's existence.
Peat, Marwick, Mitchell & Co. has implemented a program to award cash grants to persons
willing to research auditing. Significantly, their
program announcement was accompanied by a
165 -page book describing fairly specific problems
that they would like to have investigated. 16 It is
clear to me that this program is an effort to apply
the economic forces of the consumer to the research market. It is hard to imagine that a researcher would expect to receive a grant with a
proposal that did not deal with one of the described topics or that the firm would place a higher priority on and give funds to a project it had
not solicited. The near future should give us a solid reading on the effectiveness of this strategy.
Another sign that the marketplace is starting to
feel the consumer's muscle is the issuance of Accounting Series Release 190 by the Securities and
Exchange Commission." After years and years of
hearing various arguments and opinions about
cost, price -level adjustments and various types of
current values, the Commission apparently decided that the only way to really find out what works
was to make somebody try one and see what happened. One might argue that this experimental approach could be costly and that it will be difficult
to observe what actually does happen because of
the lack of experimental controls. There is something admirable, however, about anything that
would shake the business community and the accounting profession into action. On a more pessimistic note, I also might suggest that the pronouncement demonstrates where and how initiatives are going to be developed unless we take
steps on our own.
Another harbinger of change came across my
desk in the form of an announcement by George
Staubus of the FASB of a conference to be held
this year and a call for papers dealing with the
"Economic Consequences of Accounting Standards." 18 Although there was no offer to provide
economic rewards, it was clearly an attempt to
generate studies on practical subjects. Perhaps the
opportunity to participate in the formation of future standards and the prestige of the conference
will motivate researchers to tackle these problems
instead of more abstract ones.

When a critic
says of
research,
"That isn't
accounting" he
means it doesn't
deal with his
concept of
accounting.
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enjoy doing
impractical
research more
than other
kinds.

That some accountants are becoming aware of
the uniqueness of their own practice or research
problems is indicated by the increasing number of
journals being published. Some have clearly stated
editorial policies so writers know what to submit
and readers know what to look for. Several of the
complaints listed earlier indicate to me that some
of the established journals could benefit from a
more clear expression of their policies. Also, new
journals can and should be created to cope with
the various interest and research areas that have
developed. One arrangement that has worked in
other fields is the alternate publication of issues
devoted exclusively to basic or applied research.
Not only are some of the fixed costs of production
shared but researchers know what criteria will be
applied in reviewing the papers, and readers have
the option of taking only one or the other of the
series, or both, according to their own needs and
interests.
A growing awareness of the need to relate education to real -world problems can be seen in the
movement to create professional schools and programs and the development of teaching formats in
which practitioners join forces with full -time faculty to present a complete view of the issues."
Help Is On the Way
I repeat, there is something very much like a
market for accounting research. The analogy is
not perfect because some research studies are produced without any real regard to whether or not
they will be consumed by practitioners. There are
enough similarities, however, to allow us to recognize reasons why everyone is not satisfied with the

current output of accounting researchers. Ultimately, if nothing were to be done to bring more
efficiency to the market, research would lose its
contribution to the profession and the profession
would lose its contribution to society.
A two - pronged attack will help to remove, or at
least diminish, research inefficiencies. The first,
new awareness of accounting and research, is, of
course, already under way. The second strategy,
the contribution of more resources by consumers,
is also under way. We can begin to see the results
shortly, and I hope they are favorable.
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SHOULD WE LICENSE ACCOUNTANTS TO PREVENT
ACCOUNTING LICENSE?
Continued from page 26
who allegedly "forced" the management accountant to perform the indiscretion. Will the pot call
the kettle black? I doubt it- Who will prosecute? A
new state bureaucracy? Without the cooperation
of management, any case would be highly suspect
unless gross negligence could be proven.
What about the future. Why not a license to
practice as management? Think of the opportunities for creating and expanding a licensing bureaucracy!
Congressman Moss and Senator Metcalf initiated two separate congressional hearings into the
public profession of accounting. Based on several
sensational corporate failures, the public accountants have been selected as the current public
scapegoat. The truth is CPAs are just as vulnerable as stockholders and that no audit will disclose
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fraud when collusion of management, spurious
documents, or concealed unrecorded transactions
occur. The proposal to license management accountants only adds to the confusion of much of
what has been touted before these committees in
the guise of "save the country" schemes.
In the end, the accountant who conducts himself above reproach, whether in industry or in
public practice, will always command respect that
can never be achieved by the get- rich -quick artist
who touts a license as a shield against proper inquiry into his indiscretions. The impetus to license
management accountants and thus incorporate
them into the governmental oversight process as a
watchdog should fail. Accountants must be wary
of proposals that appear to give more prestige
through licensing to practice when in reality such
proposals will limit them from using their capabilities to the fullest for the benefit of society.
❑
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The Attitudes of
Management Accountants
The potential usefulness of finding out just how management
accountants feel about the issues and problems facing the
profession is obvious.

By Arthur J. Francia, Steven D. Grossman and
Robert H. Strawser
There were numerous important events that occurred in the 1970s to affect significantly the management accountants' perceptions of many financial accounting and reporting issues. For example,
the Accounting Principles Board issued a number
of important opinions on various topics. Its successor, the Financial Accounting Standards
Board, released discussion memoranda, exposure
drafts, and statements on such issues as a conceptual framework for accounting, business combinations, leases, and segmental reporting. In addition,
the Securities and Exchange Commission was increasingly active in various accounting matters —
for example, the requirement for the disclosure of
replacement cost data for many companies on
their 10 -K reports.
Let's go back to 1971. In that year, we made an
investigation to determine the adequacy of financial reporting, as perceived by those who are involved in the preparation of financial statements
and who deal with these problems on a day -to -day
basis.' In 1977, we made a second study, identical
in methodology to the first one. Our purpose was
to reassess the attitudes and the perceptions of
management accountants about the current problem areas in financial reporting in terms of (1) the
present state -of -the -art, (2) what they feel the
state -of -the -art should be, and (3) their assessment
of the importance of these problems. In this artiMANAGEMENTACCOUNTING/NOVEMBER 1978

cle, then, we will report on and update the perceptions of accountants by examining and discussing
the results of the recent study, and compare and
contrast these current findings to those previously
reported.
About the Questionnaire
We gathered the data for both studies by mail
questionnaires sent to the controllers of each of
the 500 largest industrial firms in the United
States (See questionnaire). For the 1977 study, we
received a total of 213 responses (a 42.6% return),
whereas we received 269 usable responses from
the controllers in the previous study (a 53.8% return). Although the items in both questionnaires
were randomly arranged, they will be presented
and discussed in this article under three general
categories: 1. general financial reporting considerations, 2. current financial reporting problems,
and 3. proposals for improved financial reporting.
Here, then, are our findings.
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General Financial Reporting Considerations
Table 1 lists seven broad issues grouped under
the heading of general financial reporting considerations. It is interesting to note that all seven of
these issues registered absolute declines in information deficiency when the scores from the latest
study are compared with those from the prior
study. The decrease in perceived information deficiency reported by the management accountants
was the greatest for timing of revenue recognition
35

Table 1
GENERAL FINANCIAL REPORTING CONSIDERATIONS
Mean values of the reported scores
Information
deficiency
1977
1971
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degrees from
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and a Ph.D. degree
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Generally accepted accounting principles
Comparability in financial reporting
Consistency in financial reporting
Uniformity in financial reporting
Objectivity in financial reporting
Definition of income
Timing of revenue recognition

0.30
0.44

0.30
0.45
0.41
0.06

0.38

0.78
1.27
1.12
1.05
1.29
1.05
1.44

Importance
1977
1971
5.65
5.00
5.50
4.78
5.24
4.80
4.28

5.42
5.45
5.81
5.04
5.52
4.90
4.70

Note: The higher the average mean value, the greater the information deficiency and the importance.

pri-

and least for generally accepted accounting principles.
When we rank the accounting issues included
in Table 1 in descending order of information deficiency as reported in both studies, we find a few
obvious changes in the perceptions of management accountants (See Table 2). The most significant of these changes occurred for uniformity in
financial reporting, which rose from fifth place in
information deficiency to first, and for timing of
revenue recognition, which dropped from first to
fourth place.
In considering the decrease in the information
deficiency associated with timing of revenue recognition, note that this topic has been discussed
extensively both by those who view earnings
marily in terms of changes in assets and liabilities
and by those who view earnings primarily in
terms of the difference between the revenues
earned and the expenses incurred during a partic-

Table 2
RANKING OF GENERAL FINANCIAL
REPORTING CONSIDERATIONS
Issue

Information deficiency:
Uniformity in financial reporting
Comparability in financial reporting
Objectivity in financial reporting
Timing of revenue recognition
Consistency in financial reporting
Generally accepted accounting principles
Definition of income

Rankings
1977
1971
1
2
3
4
5

6
7

5
3
2
1
4
7

6

Importance

Generally accepted accounting principles
Consistency in financial reporting
Objectivity in financial reporting
Comparability in financial reporting
Definition of income
Uniformity in financial reporting
Timing of revenue recognition
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1
2
3
4
5

4
1
2
3

6

5
7

7

6

ular period. The timing of revenue recognition
was not specifically raised as an issue in the
FASB's discussion memorandum on the conceptual framework.
Uniformity remains an unsettled problem in accounting and financial reporting. Although many
accountants would, no doubt, prefer that all companies use the same accounting methods for financial reporting, others believe that uniformity in
accounting procedures should not be mandatory
when there are basic differences in the companies
or in the nature of their transactions.
The importance values reported by the management accountants in the 1977 study for these issues indicate that most (six of the seven) registered a decline. The only issue showing an increased absolute importance value was generally
accepted accounting principles. In general, the decreases in the importance values for the remaining
six issues were all relatively modest.
Ranking the general financial reporting considerations in descending order of perceived importance for both studies indicates that the attitudes
of management accountants as to the importance
of most of these accounting issues did not change
significantly. Generally accepted accounting principles was the only issue that changed its relative
position more than one place, moving from fourth
to first in perceived importance. The accounting
profession's concern with generally accepted accounting principles was formalized in the AICPA's Report of the Study Group on the Objectives
of Financial Statements in 1973 and the FASB's
Discussion Memorandum and "Tentative Conclusions on Objectives of Financial Statements of
Business Enterprises" in 1976.
If we consider the issues included in Table 1 as
a unit, the information deficiency values reported
in the earlier study indicate that management accountants perceived this group of issues to be the
least deficient of the three classifications in terms
of desirable information availability. In the latest
study, these considerations were ranked second in
MANAGEMENTACCOUNTING/NOVEMBER 1978

terms of overall information deficiency. In both
studies, the general financial reporting considerations were ranked first in terms of perceived importance.
Current Financial Reporting Problems
Table 3 lists seven issues considered under the
heading of current financial reporting problems.
Again, lower information deficiency values were
reported for all seven of these issues in the current
study. The decline in perceived information deficiency was reported to be the greatest for accounting for business combinations and the least for
pension plan accounting.
These improved ratings may have resulted from
an increase in the information available for all of
the issues included as current financial reporting
problems. Such an increase may, in turn, be related to the issuance of APB Opinions and FASB
Statements for many of these issues either shortly
before the prior study or during the time interval
between the two studies. For example, two official
pronouncements, APB Opinion No. 16, issued in
1970, and FASB Statement No. 10, issued in
1975, dealt extensively with the methods of accounting for business combinations. APB Opinion
No. 17 may have influenced the decline in information deficiency reported for the accounting for
intangibles issue. The decrease in perceived information deficiency for calculation of earnings -pershare may be attributable to the full dissemination
and application of the guidelines provided by
APB Opinion No. 15. Questions concerning problems of lease accounting were at least partially answered by the methodology and explanations offered in APB Opinion No. 27, issued in 1972,
APB Opinion No. 31, issued in 1973, and FASB
Statement No. 13 issued in 1976. Aspects of income tax accounting were considered in APB
Opinions Nos. 23 and 24, both issued in 1972.
These opinions and statements could be part of

the reason for the lower information deficiency reported for the income tax allocation issue in the
1977 study. In addition, so far as a knowledge of
the problems of income taxation is concerned, the
general level of sophistication has probably increased as tax considerations take on greater importance to industry and individual alike. The
smallest decrease in information deficiency was reported for pension plan accounting. Although
APB Opinion No. 8 dealt at length with this subject, new governmental guidelines and legislation
in this area (e.g. ERISA, 1974) may have clouded
the matter, thus accounting for the lower decrease
reported for this issue.
Comparing the rankings of the information deficiency scores for the issues considered to be current financial reporting problems reveals several
changes in the respondents' perceptions (See Table 4). The most significant change in the management accountants' perceptions of information deficiency was reported for accounting for pension
plans, which was ranked as the least deficient issue in the initial study. It did, however, move to
second in the current study. Operations of conglomerates was perceived as the most deficient
item in terms of the information available in both
studies; in this regard, note that FASB Statement
No. 14 was not issued until December 1976, and
so became effective only for financial statements
for fiscal years beginning after December 15,
1976.
The importance values reported by the management accountants for current financial reporting
problems declined for five issues, increased for
one, and remained the same for one. Accounting
for leases was responsible for the sole increase in
perceived importance, perhaps owing to the rising
use of leasing as a method of obtaining and financing both assets and services. The largest decrease
in importance reported for an issue in this category was for calculation of earn ings -per- share. Per-
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Table 3
CURRENT FINANCIAL REPORTING PROBLEMS
Mean values of the reported scores
Information
deficiency

Accounting for business combinations
(purchase, pooling, goodwill)
Calculation of earnings - per -share
(possible effects of dilution)
Operations of conglomerates: (product line reporting)
Accounting for leases
Accounting for intangibles
Pension plans
Income tax allocation

Importance

1977

1971

1977

1971

0.24

1.71

4.62

5.26

0.16
1.11
0.00
0.20
0.44
0.41

0.80
1.90
1.03
1.43
0.75
0.91

4.46
4.11
4.44
4.11
4.44
4.24

5.47
4.80
4.29
4.38
4.44
4.54

Note: The higher the average mean value the greater the information deficiency and the importance.
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haps, because of an increase in the information
available and the number of official pronouncements on the subject, various topics declined in
perceived importance because the issues were considered at least partially "settled." A clarification
of methodology by official statements made and
accepted by the accounting profession does, no
doubt, encourage unity in practice and, thus,
probably decreases the controversy associated
with an issue. At the same time, its perceived im-

portance to members of the financial community
decreases.
Rank - ordering the seven issues considered to be
current financial reporting problems, according to
perceived importance, indicates that the management accountants reported minimal change in the
relative importance for the majority of these issues. The rankings as to relative importance
changed substantially for only two issues. Accounting for leases, which was considered the

THE QUESTIONNAIRE
Those surveyed were provided with the follo wing instructions:
In recent years much attention has been given to many problems faced by the acco unting profession. Both the financial
press and the pro fessional literature has of ten been highly critical of the effo rts made to reso lve these controversies. On the
foll owi ng p a ge s o f this que s tio nna ire c e r ta i n of the i te ms whic h ha v e b e e n ide ntif ie d a s pro ble m a re a s a r e l is t e d.
PLEASE PROVIDE THREE RATINGS FOR EACH ITEM:
a. Ho w much inf o rmatio n do yo u f eel is now available to the users o f f inancial statements with regard to the item?
(Or —what is the "current state of the art" with regard to the item ?)
b. Ho w much inf o rmation do yo u f eel sho uld be available to the users of f inancial statements with regard to the item?
(Or —what should the "current state of the art" be with regard to the item ?)
c. How important is this item, in yo ur opinion?
For e a c h item re ga rding financ ial re porting pra c tic e s , the re s ponde nts we re a s ke d to circle a numbe r on a ra ting s c a le
from 1 to 7; lo w numbers represented minimum amounts and high numbers represented maximum amounts. The specific instructions were as fo llows:
"Each rating is to be made on a seven -point scale as below:
Very
None
Little
Little
Average
(Minimum)
1
2
3
4

Good
Amount
5

Great
Amo unt
6

Maximum
Amount
7

(Maximum)

Please circle the number o n the scale that represents the amo unt o f inf o rmatio n which is no w available to the users
of f inancial statements with regard to the item being rated. Fo r example, if yo u feel that no information is now provided, you wo uld circle the numeral 1. If yo u f eel that there is a "goo d amo unt," yo u wo uld circle the numeral 5
and so on. For each scale, please circle only one number. Please do not omit any scales."
T he pe r c e ive d de fi c ie nc y f or e a c h item wa s ca lc ula te d by s ubtra c ting the ra ting for part a ( "How muc h is the re now ?")
fro m part b ( "How much sho uld there be ? "). This method of measuring perceived deficiencies is an indirect measure derived
fro m a ns we r ing b ot h pa rt a a nd pa rt b . ' Pa rt c wa s a s s ume d t o be a s ingula r i ndi c a t or of pe r c e i ve d importa nc e . For e xa mple ,
suppos e a re s ponde nt c omple te d the c urre nt va lue que s tion a s follows :
1. INFORMATION ON CURRENT OR MARKET VALUES:

a) How much is there no w?

None
1

Very
Little
2

Little
3

Average
4

Good
Amount
(

Great
Amount
6

b) How much sho uld there be?

1

2

3

4

5

©

c) How important is this to me?

1

2

3

4

5

6

Maximum
Amount
7
7

This respondent circled " 5" in answer to part a and " 6" in answer to part b; his information deficiency score would be
"1 ", a small amount o f perceived deficiency. The assumption is made that the larger the difference, when part a is subtra c te d f rom b, the l a rge r the d e gr e e of inf orma ti on de fic ie nc y. T he s c or e o f " 7" fo r pa rt c i nd ic a t e s t ha t the re s po nd e nt c o nsiders this item to be of maximum impo rtance.
Indivi dua l s c ore s a re a ve ra ge d f or pr e s e nt a tion in the ta ble s s o t ha t c ompa ri s ons of t he indi vi du a l ite ms ca n be ma de .

'The method has two pr esumed advantages acc or di ng to Lyman W . Por ter , who devi sed thi s tec hni que i n or der to measur e per c ei ved defi c i enc i es I n need
fufi llment of employees. Commenting on these advantages, Por ter states:
1. The s ubj e c t i s no t as ke d di r ec t l y c o nc e r ni ng hi s s at i sf ac t io n . The re for e, any te nde nc y f o r a s i m pl e "r e s p o n s e s e t " t o de t e r m i ne his expr e ss i o n of se l ls fac tion is probably reduced somewhat. It i s mor e di f fi c ult, although by no means impossi ble, f or the respondent to mani pulate hi s sati sfac ti on measur e
to c onf or m to what he thi nks he " ought" to put down ver sus what he ac tually f eels to be the r eal si tuati on.
2. Se c o ndl y , this me thod of me as ur i ng ne e d fulfillment is a more co ns e r vat i ve me as ur e t han wo ul d be o bt ai ne d by a s i ngl e que s t i o n co nc e rni ng sat is f ac tion. It takes i nto ac c ount the f ac t that hi gher level posi ti ons should be expec ted to pr ovi de more rewards because i t uti li zes the difference between
obt aine d and e xpe c t e d sati sf ac ti on. In ef fe ct t hi s met hod as ks the r e s po nde nt s : ' How sat isf ied ar e yo u in t e rm s o f what yo u expe c t ed f r o m thi s par ti c ular management posi ti on ?' Thus it i s desi gned to be a meani ngf ul measure in compari ng different management groups. (See footnote 2 in text for
source.)
It the r eader substi tutes " opi nion" as to f i nanc i al r eporti ng prac ti c es f or " sati sfac ti on" i n the above, i t seems that these advantages also apply i n thi s r esearch.
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least important of the current financial reporting
problems in the prior study, ranked third in perceived importance in the latest study. Operation
of conglomerates declined in importance, dropping from third to sixth. A minor shift was reported for accounting for business combinations,
which moved to first, replacing calculation of
earnings- per - share, which fell to second.
Considering the information deficiency and the
importance scores of these issues as a group indicates that the current financial reporting problems
category was considered to be the most deficient
category in the prior study and the least deficient
category in the 1977 study in terms of the information available. It ranked second among the
three categories in terms of perceived importance
in both studies,
Proposals for Improved Financial Reporting
Eight issues under consideration as potential areas for extended reporting are included in Table 5.
Note that each of these issues registered lower information deficiency in the latest study. These declines are only logical, however, for if these issues
are "proposals" still under consideration, it is
only reasonable to expect that the information
available for them has increased in the time interval between the two studies. The decrease in the
information deficiency was reported to be the
greatest for human resource accounting and the
least for use of subjective probability statements in
financial reporting. Much of the variation in the
decreases reported for these issues may well be
attributable to the degree of interest and attention
the various topics have generated, which, in turn,
has affected the dissemination of information regarding them. When we rank the proposals for
improved financial reporting in terms of relative
information deficiency for the two studies, we find
that certain changes in the perceptions of manage-

Table 4
RANKING OF CURRENT FINANCIAL
REPORTING PROBLEMS
Issue
Information deficiency:
Operations of conglomerates
Pension plans
Income tax allocation
Accounting for business combinations
Accounting for intangibles
Calculation of earnings per share
Accounting for leases
Importance
Accounting for business combinations
Calculation of earnings per share
Accounting for leases
Pension plans
Income tax allocation
Operations of conglomerates
Accounting for intangibles

Rankings
1977

1971

1
2
3
4
5
6
7

1
7
5
2
3
6
4

1
2
3
4
5
6
7

2
1
7
5
4
3
6

ment accountants regarding the adequacy of available information on these issues have occurred
(See Table 6). Reporting on current or market values was ranked as the sixth most deficient topic in
terms of the information available in the earlier
study but was considered the second most deficient issue in the latest study. Accounting for human resources moved in the opposite direction,
from the most deficient item in the prior study to
sixth in the 1977 investigation. Little change in
the rankings according to information deficiency
were reported for the other items included in this
category.
Seven of the eight issues included in the proposals for improved financial reporting category also
declined in perceived importance. The sole exception was the current or market value issue, which

Table 5
PROPOSALS FOR IMPROVED FINANCIAL REPORTING
Mean values of the reported scores
Information
deficiency
Accounting for human resources
Disclosure of operating statistics (order backlogs,
approximate share of the market, etc.)
Budgetary disclosure on financial reports
Disclosure of rate of return on investment
Use of subjective probability statements in
financial reporting
Current or market values
Effects of price -level changes
Executory contracts

Importance

1977

1971

1977

1971

0.28

1.49

2.00

3.75

0.56
0.22
0.50

1,33
0.86
1.44

3.72
2.72
4.28

4.37
3.16
4.67

0.17
0.78
1.06
0.56

0.36
1.07
1.46
1.27

2.28
4.14
3.39
3.22

2.64
3.96
3.69
3.84

Note: The higher the average mean value the greater the information deficiency and the importance.
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Table 6
RANKING OF PROPOSALS FOR IMPROVED
FINANCIAL REPORTING
Ranking

Issue

1977

1971

Information deficiency:
Effects of price -level changes
Current or market values
Disclosure of operating statistics
Executory contracts
Disclosure of rate of return on investment
Accounting for human resources
Budgetary disclosure on financial reports
Use of subjective probability statements

1
2
3
4
5
6
7
8

2
6
4
5
3

Importance
Disclosure of rate of return on investment
Current or market values
Disclosure of operating statistics
Effects of price -level changes
Executory contracts
Budgetary disclosure on financial reports
Use of subjective probability statements
Accounting for human resources

1
2
3
4
5
6
7
8

1

7
8

income and investment in order to measure performance. In contrast, the accounting for human
resources received considerable attention during
the sixties and was regarded by many as a method
of improving financial reporting. Implementation
of this concept was never realized, however, and
the subject has since declined in perceived importance.
In the prior study, proposals for improved financial reporting were perceived, as a group, to be
the second most deficient category in terms of the
information available. In the latest study, this
group was perceived to be the most deficient. In
both studies, the accountants reported it to be the
least important of the three categories.
Signs Are Encouraging

1

3
2
6
4
7
8
5

registered a slight increase in perceived importance. As these issues have been in the proposal
stage for some time, it seems reasonable to expect
that interest in them would begin to lag, The exception, current or market values, is an area of
great current interest because of certain economic
factors (i.e. inflation) and the SEC replacement
cost disclosure requirements, which were issued in
March 1976.
The rankings of the relative importance of the
proposals for improved financial reporting indicate some interesting differences in the two studies. Accounting for human resources dropped
from fifth to last place in relative importance. The
proposal to measure the effects of price -level
changes rose moderately from sixth to fourth
place. None of the remaining issues showed significant changes in its relative importance ranking.
Note also that disclosure of rate-of- return- on -investment remains in the first position. This information has always been considered to be very important by management accountants in that rate of- return-on- investment combines data on both

The potential usefulness of ascertaining the
opinions of management accountants, who are involved with the preparation of financial statements and who deal with problems of financial
reporting on a daily basis, is obvious. The insight
provided by the perceptions of management accountants about the importance of various accounting issues and on the adequacy of available
information on these issues could be a valuable aid
in the accounting profession's continuing efforts
to resolve areas of conflict and confusion. For example, the FASB might benefit by considering
this kind of information when it attempts to deal
with financial reporting problems. An additional
implication that may be drawn from the results of
this comparative study is that, despite protestations to the contrary, the generally lower information deficiency and importance reported in the
study we made in 1977 indicates that the profession has made some progress in dealing with
many significant issues that affect financial accounting and reporting —at least in the minds of
the management accountants surveyed. Given the
efforts made, their perceptions, as reported, are
somewhat optimistic and encouraging.
❑
' Arthur J. Francia and Ro bert H. Strawser. "Attitudes of Management Accountants on the State of the Art," MANAGEMEHr AccouN'r1NG. May 1972. For
similar studies of the perceptions of accountants, see Arthur J. Francis and Rob.
ert H. Strawscr, "Perceptions of Financial Reporting Practices by Accounting
Educators: An Empirical Study," The Accounring Review, April 1971; Arthur J.
Francia and Robert H. Strawser, "Perceptions of Financial Reporting Practices
by CPAs," The Journal of Accountancy, December 1971; and James J. Benjamin, Arthur J. Francis, and Robert H. Strawser, "Financial Reporting: Current
and Future," Cost and Management, November - December 1973.
Lyman W. Porter, "lob Attitudes in Management: 1. Perceived Deficiencies in
Need Fulfillment as a Function of Job Level," Journal of Applied Psychology.
December 1962.

COMING NEXT MONTH ...
Instead of trying to fit financial reporting into a procrustean bed of standards and regulations, let's allow the
marketplace to determine what is and what is not disclosed. This is the novel thesis of "Financial Reporting:
Let's Replace Compliance with Competition" coming in
the December issue. Also, look for a series of articles
focusing on issues in nonmanufacturing industries, including hospitals, mortgage banking, sewage treatment
plants, and trucking terminals.
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Management Accounting
Techniques: A Survey
Theory and practice are not that far apart, according to the results
of a survey of the actual application of certain accounting
techniques.

By Eugene A. Imhoff, Jr.
Academic discussions in the accounting literature
often facilitate the development of simplistic scenarios and the evaluation of various accounting
practices within such settings. This type of analysis frequently leads one to conclude that some
management accounting practices are (theoretically) superior to others, a conclusion that some
reach without explicitly stating the assumptions
and potential constraints of such conclusions.
Common examples are: (1) the belief that direct
(variable) costing is superior to full absorption
costing (full - costing) for internal decision - making;
(2) the assumption that flexible budgeting leads to
more accurate planning than fixed or static budgeting; and (3) the proposition that a standard
cost system will lead to better cost control. Certainly, in relatively simplistic and unconstrained
settings, these conclusions have strong theoretical
support. Before we accept these accounting practices as meaningful in a practical sense, however,
it would be desirable for us to demonstrate their
superiority in actual practice.
If the use of various accounting methods were
recorded on a scale ranging from high usage to no
usage, the "superior" accounting methods should,
in theory, be recorded toward the high usage end
of the scale. If "superior" accounting methods are
used frequently, it might be concluded that the
relatively simplistic setting in which they are proposed and evaluated in accounting literature is not
MANAGEMENT ACCOUNTING /NOVEMBER 1978

a binding constraint. If, on the other hand, "superior' accounting methods are not frequently used,
it would strongly imply that the setting in which
they are judged superior may not be representative of reality. In the latter case, it is important to
identify the types of constraints which have reduced the utility of such "superior" techniques
and explicitly consider them in future evaluations.
It is, therefore, to the advantage of the profession
to identify the reasons for inconsistencies between
theory and practice.
What is being done in practice? To find out, a
survey was developed and sent to a random sample of 105 publicly- traded companies. The firms
include NYSE, AMEX, and over - the - counter
companies. The responses to the questionnaire,
consisting of 25 items, are summarized and reported in Table I. The questionnaire was addressed primarily to "controllers "; however, when
no such position was given in the annual report, it
was sent to the "financial vice - president." A total
of 53 responses were received from the 102 deliverable questionnaires for a response rate of 52%
from the single mailing.'
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Results of the Survey
As indicated in the summary of the questionnaire in Table 1, Question 15 asked the respondent to characterize the principal line of business
of the firm. Of the 53 companies responding, 33
were manufacturing concerns (62 %), five were retail firms, two were financial service firms, one
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Table 1
ACCOUNTING FOR MANAGEMENT CONTROL
I. If the "yes" or "no" responses given to the following questions would be inaccurate for your own response, either omit the
question or add your own response. Check the desired response.
1. Are budgets a significant factor in the performance evaluation of individual members of management?
39 a. yes 13 b. no 1 c. Blank
2.

Do you have a standard cost system?
17 a. no

3.

,31b. yes

$c. Blank

7 b. no

1 c. Blank

Does your firm have formal statements of goals, strategies, objectives, and so on, which are used in the planning process to
monitor the general direction of the firm?
17 a. no

7.

11 c. Blank

Are budgets routinely examined for consistency with long -range plans?
45 a. yes

6.

21 b. no

Are standard costs used to develop the budgeted costs?
14 a. no

5.

4 c. Blank

Are standard costs and variances from standards a significant factor in the performance evaluation of individual members of
management?
21 a. yes

4.

Ub . ye s

35 b. yes

1c. Blank

Has your firm issued a published earnings (net income) forecast in the past three years.?
46 a. no 7 b. yes 0 c. Blank
If yes, which best defines the type of forecast(s)?
0 a. a point estimate (i.e., $3 /share)
3 b, a range estimate (i.e., $2.50 -$3 /share)

8.

2 c. both have been used in the last 3 years
2 d. Blank

Does your firm use "direct costing" (as opposed to "full absorption costing ") for internal decision making?
26 a. yes

21 b. no

6 c. Blank

II. Please check the most appropriate response; if you feel all responses provided in a question are inadequate to express yourself,
either skip the question or provide your own answer.
1. What is the time frame of long-range plans?
11 a. three years or less
1 b. four years or less
30 c. five years or less
5 d. ten years or less
2.

What is the average time frame for new product /service' development for your major product /service (or product /service
group)?
4 a. about one year or less
13 b. about two years or less
7 c. about three years or less
2 d. about four years or less
3 e. about five years or less

3.

6 f. over five years
18 g. Blank

What is the average expected product /service life of your major product /service (or product /service group)?
3 a. about one year or less
4 b. about 2 to 3 years or less
4 c, about 4 to 5 years or less
6 d. about 6 to 8 years or less
3 e. about 8 to 10 years or less

20 f. over 10 years
13 g. Blank

4.

What is your average annual change in market share of your main product /service (or product /service line) based on the
past five years of market share data?
10 a. 1 % or less
1 e. 8% or more
1 1 b. 3% or less
25 f. Blank
6 c. 5 % or less
0 d. 7 % or less

5.

Which of the following best describes the trend of the change in market share addressed above?
9 a. stable trend
17 b. increasing market share
3 c. decreasing market share

6.
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0 e. over ten years
6 f. Blank

8 d. mixed trend
16 e. Blank

Which of the following best describes the product /service mix situation from year to year over the past ten years?
14 a. approximately a stable mix
8 b. usually stable but subject to significant changes when new products /services introduced by our company
5 c. usually stable but subject to significant changes when new products/ services introduced by competitors and /or
ourselves
16 d. subject to some fluctuation from year to year
1 e. highly volatile from year to year
9 f. Blank
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7. Please check any and all of the following "techniques" which are used by your firm in its efforts to plan and control ongoing
operations.
38 a, flexible budgeting
15 g. statistical sampling
11 b. probabilistic budgeting
8 h. Blank
8 c. linear programming
9 d. regression and correlation analysis
1 1 e. system simulation
7 f, probabilistic analysis of variances from standard costs
8.

• ' 9.

10.

Which of the following best describes your standard costs?
5 a. standards which will be unchanging over long periods (i.e., not influenced by temporary economic conditions)
2 b. ideal standards which could be obtained under optimum or near optimum conditions
28 c. currently attainable standards which are influenced by current and near future economic conditions and expectations
18 d. Blank
How often are variance reports prepared?
8 a. daily
7 b, every week
0 c. every two weeks
38 d. every month
Also check "e" if appropriate...
10 e, whenever a subcomponent of the system is "out of control" according to some continuous monitoring device
12 f. Blank
How often are standard costs reviewed?
1 a. not reviewed unless variances indicate problems
22 b. every year or less
2 c. every few years

10 d. continuously being reviewed
18 e. Blank

11.

Which of the following do you feel most accurately describes the average error between budgeted profit from operations and
actual profit from operations over the past five years? (error = estimated less actual divided by estimated)
15 a. error averaged less than 5% of estimate
3 e. error averaged more than 20% of estimate
15 b. error averaged less than 10% of estimate
7 f. Blank
10 c. error averaged less than 15 % of estimate
3 d. error averaged less than 20% of estimate

12.

Which of the following best describes the trend of the errors?
23 a. usually budget profit is higher than actual
10 d. budget usually lower
5 b. budget always higher
14 e. Blank
1 c. budget always lower

13.

Which of the following do you feel is most often relied upon by investors and creditors outside your firm as a useful measure
of your firm's performance?
12 a. E.P.S. after extraordinary items
2 d. gross margin
29 b. E.P.S. before extraordinary items
3 e. Blank
7 c. operating income

14.

If your firm uses a standard cost system that provides information on volume variances, which of the following best identify
the basis for measuring the volume variance?
4 a. variance from normal capacity utilization
0 b. variance from ideal capacity utilization
5 c. variance from practical capacity utilization

• • 15.

16.

Which of the following best characterizes your firm's principal line of business?
2 a. financial service
4 e. wholesaler
7 b. retail
9 f, other service
37 c. manufacturing
1 g. Blank
0 d. transportation
Which of the following reactions to a general economic decline would best fit your firm's posture on advertising?
19 a. leave advertising unchanged
19 b. cut advertising expenditures
7 c. increase advertising expenditures

17.

19 d. variance from expected or scheduled capacity utilization
25 e. Blank

1 d. follow what competitors do
7 e. Blank

Which of the following reactions to a general economic decline would best fit your firm's posture on research and
development (R & D)?
31 a. leave R & D unchanged
Q d. follow what competitors do
10 b. cut R & D expenditures
9 e. Blank
3 c. increase R & D expenditure

Whenever the term "product /service" is used, please cross out the term which is not appropriate for your firm.
" More than one response was given to these in some cases
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The long -range
planning period
should be
neither shorter
than the time
frame for the
new product
development,
norlongerthan
the product life.
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was a wholesaler, six were involved in nonfinancial services (other services) and six respondents
were involved in more than one type of activity.
The analysis will center around three topical areas: (1) performance evaluation, (2) the formal
planning system, and (3) budget accuracy.
According to the survey, 74% of the firms used
budgets as a significant factor in the evaluation of
an individual manager's performance. It was expected that flexible budgeting (Question II -7)
would be used more frequently in those firms using budgets to evaluate performance. In a responsibility accounting system it is the variable costs
which tend to be controllable and, therefore, assignable to individual managers. Because flexible
budgeting calls for the identification of variable
elements of cost, it was assumed that flexible budgets would be more useful for those firms using
the budget as a performance evaluation tool.
However, this was not the case. Although a high
percentage (81%) of those firms which use the
budget as a performance measure did use flexible
budgets as expected, most firms which did not use
budgets for performance evaluation also used flexible budgets (70 %).' It seems that the flexible budget concept is used frequently and independently
of whether or not the budget is used to evaluate
the performance of managers,
An attempt also was made to determine the relationship between the use of the budget as an
evaluation tool and the accuracy of the budget
process. An examination of the relationship between the responses to Questions I -1 and II -11
shows that firms using budgets for performance
evaluation purposes tended to have less budget error than others.' A cross - correlation between the
responses to Questions I -1 and II -12, however,
shows there was no strong relationship between
the trend of the budget error (over or underestimated) and the use of the budget for evaluation
purposes.
These results imply that there is some general
association between making individuals accountable for the budget (or a subcomponent of the
budget) and the overall budget accuracy, which is
not inconsistent with what might be expected.
A recent study by Hopwood reported that corporate managers who rated both budget consciousness and profit consciousness as being very
important tended to be more like the strict budget- conscious managers than the strict profit -conscious managers in terms of their responses to
questions concerning their relationship with supervisors and peers.' These results imply that the
budget has a strong influence on management behavior and may result in the reduction of budget
error. It is also possible, however, that other factors (such as capital intensity of the firm or market barriers) not captured in this survey are of
equal or greater importance in explaining budget

accuracy. The fact that there is an association between the use of budgets for evaluation and budget accuracy does not necessarily prove a cause -effect relationship.
It was not inconsistent with prior expectations
to find that the standard cost system was frequently used in the development of the budget. Of the
53 firms surveyed, 32 had standard cost systems
and 31 of those used the standards as a basis for
budgeting (see Questions I -2 and I -4). As expected, the standard cost systems were used primarily
by the manufacturing firms. However, one financial service entity and three other service firms
also used a standard cost system, which seems to
emphasize the general usefulness ofsuch systems.
Planning Theory and Practice
In many case studies, a five -year planning horizon is used for long -range projections. Question F
6 indicated that 66% of the firms had a formal
planning process, and from the I -5 responses it
was inferred that 85% conducted long -range planning as a part ofthe overall planning process. The
planning time frame, examined in Question II -1,
indicated that the five -year period is the most
common in practice. These results confirm the
reasonableness of the commonly hypothesized
planning horizon.
It also is considered to be theoretically sound to
have a long -range planning period that is neither
shorter than the time frame for new product development, nor longer than the product life.' The
first theory suggests that planning should encompass the time needed for new product development to be effective. The latter theory claims that
planning beyond the product life is ineffective.
The observed interaction between Questions II -1,
II -2, and II -3 are very supportive of these
theories.' Only five of the 34 respondents answering both Questions II -1 and II -2 had product development periods which exceeded long range
planning. And only three of the 38 respondents to
both Questions II -1 and II -3 indicated a product
life shorter than the planning period. These results
combine to indicate a high degree of correspondence between the formal planning process in theory and in practice.
Impact on Budget Accuracy
It was expected that the use of certain techniques might be associated with the budget accuracy reported in Question II -11. For example,
firms which use direct costing and flexible budgeting might, as a result of these techniques, have a
better feel for costs and cost projections for budget
purposes. The budget errors reported were dichotomized two different ways. Errors were divided
into "high" and "low" groups, with "low" being
errors below 5% at first, then increased to less
than 10 %.' Result: there were no significant relaMANAGEMENT ACCOUNTING /NOVEMBER 1978

Correspondence and Inconsistency
This survey has provided some basic informa-
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Accounting
techniques
not
lead to the most
effective
planning and
control.
will

tion about accounting practices actually used by a
sample of management accountants. The survey is
subject to certain limitations concerning the validity of the responses and the representativeness of
the response set, as are most mail surveys. However, the results are not without interest. Most significantly they tend to indicate that there is a high
degree of correspondence between accounting theory and practice. Yet, there is enough inconsistency to indicate a need to better identify the environmental and cost - benefit considerations involved in management's election to implement or
not to implement various accounting techniques,
The various considerations and constraints encountered by management must be identified in
order to permit the further development of managerial accounting practices. For example, it would
seem a tremendous waste of time and resources
for accountants to develop methods to deal with
cost - volume -profit analysis under conditions of
uncertainty, unless it was clear that the conditions
of uncertainty presented a significant constraint
on the utility of cost - volume -profit analysis, While
it may be safe to assume that such developments
need to be addressed, it is not at all clear that such
issues represent the major problems facing management accountants in practice.
In conclusion, a more accurate understanding
of the environment, the constraints, and the considerations involved in the election to use or not to
use various accounting practices would prove useful on two counts. First, it will more accurately
identify when and how existing accounting techniques can or should prove useful. And, second, it
will better define the problems and constraints in
using existing techniques that would identify frontier areas upon which future accounting development might focus. Additional research should
prove beneficial to the sustained development of
management accounting practice.
O

alone

alone

tionships found between budget accuracy and either the use of direct costing (Question I -7) or any
of the other techniques identified (in Question II7).a
It has often been demonstrated in various consulting case -study type situations that certain accounting techniques will lead to "better" planning
and control. Yet the results reported here imply
that techniques
will not lead to the most
effective planning and control. While certain techniques may improve the accuracy of any given
budget process, accurate budget processes do exist
without the use of many of these techniques.
It would be useful to identify the environmental
conditions that result in situations not requiring
more costly, complex, or sophisticated accounting
techniques in order to, ex -ante, evaluate the potential utility of such techniques in other similar
environments. Such information would be useful
to the cost - benefit analysis concerning decisions to
implement or not to implement an information
system revision. It would also be extremely useful
to build such conditions or constraints into the
discussions in the accounting literature that expound various accounting techniques in order to
place their usefulness into perspective.
Certain environmental constraints or attributes
are obvious and have already been identified as
limitations or conditions of the utility of some
techniques. An example of such a limitation is the
notion that a firm with a stable market environment is less apt to use flexible budgeting than a
firm with a more volatile market. The results of
this survey are supportive of such a well- accepted
premise.' However, the survey does seem to indicate that there are yet to be specified conditions or
limitations concerning many accounting techniques. For example, the low frequency with
which the respondents used direct costing, linear
programming, and regression analysis —all considered in theory to be extremely useful for managerial decision- making —needs further exploration.
It also would be useful to evaluate some of the
interrelationships of the responses in greater detail, such as the reasons why firms with both standard cost systems and budgeting procedures use
neither one to evaluate performance, or why firms
with standard cost systems do not use them to
develop budgeted costs.

' Due to the confidential nature of the survey (blind responses) and the costs of
sending a second blanket mailing, no follow -up was performed. Tests for non -re.
sponses bias suggested by Oppenheim did not imply a non - response bias. Certain
responses, such as the question on line of business, tend to support the absence of
bias.
' A Chi - square test confirmed there was no statistical difference in the "yes" and
'no" response frequencies at the .05 level of significance.
' This difference was between errors over 10% versus errors under 10% and was
statistically significant at the .I I level using a Chi-square test.
' Anthony G Hopwood, "Accounting and Performance Evaluation," Empirical
Research Accounting. SelectedStudies. 1971. pp. 156.182.
' See, for example, Robert Anthony, John Dearden, and Richard Vancil, Afan.
agement Control Systems, Richard D. Irwin, Inc., Homewood, III., 1972, Chap.
ten 9 and 10.
' Using sample Chi - square tests, the following hypotheses were rejected at the
.001 level. Ho: New product development exceeds the planning period as often
as it is equal or less than that period. He: Product life is less than the long -range
planning period as often as it is greater than or equal to that period.
' This consolidation of error categories was necessary because of the response
frequency needed in each "cell" for adequate testing of association.
' Chi - square tests of association were used in all cases.
' This stems from analysis of Questions II-4, 11.5, and their interaction with 11.7.
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Using Segment Reporting and
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Segmented financial statements may have an important role to play
inside the firm in addition to the value attached to segment data by
outside investors.
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The recent FASB pronouncement on "Financial
Reporting for Segments of a Business Enterprise"
(SFAS 14) requires that the financial statements
of diversified firms reflect disaggregations of total
enterprise data in order to conform to generally
accepted accounting principles. Such requirements were motivated by the observation that risk
and return characteristics often vary across industries. The needs, therefore, of investors would be
better served if firms operating in more than one
industry disclosed investment and profitability
data for these industries (Appendix B, SFAS 14),
subject to certain tests for significance (paragraph
15, SFAS 14). Without attempting to justify these
requirements, we believe that the preparation of
segmented reports may have an important role to
play inside the firm in addition to the value attached to the segment data by outside investors.
We shall demonstrate that segmented income
statements are extremely sensitive to management's policy regarding the pricing of intersegment transfers (the transfer - pricing policy) and
may mislead users of financial statements who are

interested in a particular segment's profitability.
Even though SFAS 14 requires in paragraph 23
that the basis for pricing intersegment transfers be
disclosed, it does not restrict the set of possible
transfer - pricing schemes. It also does not require
management to divulge sufficient information for
the financial statement reader to recalculate segment earnings under different transfer prices.
The process of identifying reportable segments
under SFAS 14 necessitates the determination of
total segment revenue —sales to unaffiliated customers and to other segments within the firm (i.e.,
intersegment sales). Analysis of segment revenue
will reveal the interdependence among the various
segments. As we will show, knowledge of this interdependence can assist management in planning
for future operations.
We begin with a brief discussion of input -output analysis, a tool initially developed by Wassily
Leontief, the Nobel Laureate economist, for use in
economy -wide planning, and show how it can incorporate segment information to assist a firm's
management in planning for future operations.'
We next illustrate how alternative transfer- pricing
schemes affect segmented statements.
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Input- Output Analysis
Exhibit 1
From an economy -wide point of view,

Segment
A

Eliminations

B

C

DR

Consolidated

CR

Sales:
$150
$210
$450
Unaffiliated
customers'
160
Intersegment"
100 360
100
$250
$370
$550 360
Total sales
Operating expenses:
$120
$120
$120
Intersegment
purchases"
40
90
90
Labor and material
40
90
190
Overhead
$200
$300
$400
Total expenses
50
70
$150
Net income
Selling prices of final output based on cost plus 50 %.
Intersegment transfers priced at cost.

—

$810

$810

360
220
320
$540

_

360

$270

Segment Reports and Input-Output Analysis
Consider the segmented and consolidated income statements (prepared in accordance with
SFAS 14) which appear in Exhibit 1. The Intersegment transactions can now be summarized in
an intersegment transactions table as shown in
Exhibit 2 (a) and converted into a table of Intersegment input - output coefficients as shown in Exhibit 2 (b). All costs are variable and are linearly
related to output. That is, if output increases by
30 %, so do costs. We now solve the problem in
order to determine the relationships which will
enable us to compute the total projected output
for each segment required to produce given
amounts of final outputs (i.e., sales to unaffiliated
customers). These relationships may be referred to
as planning coefficients and are presented in Exhibit 3. The solution procedure which generated
these planning coefficients appears in Exhibit 4.
The interpretation of the planning coefficients is
as follows. Coefficients lying on the diagonal —
$1.137441, $1.161138, $1.090048—refer to the
cost of output produced by Segments A, B, and C,
respectively, necessary to produce $1 of each segment's sales (at cost) to unaffiliated customers.
These coefficients exceed $1 because each segment's production is used in the production of the
other segments as well as in its own sales to unaffiliated customers. With respect to the off -diagonal
MANAGEMENT ACCOUNTING /NOVEMBER 1978
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In the context of segment reporting, input -output analysis would include the interdependence
between the activities of the various intrafirm industry segments which constitute the firm as a
whole. From a managerial point of view, accurate
firm -wide planning must recognize not only the
final output of the firm's segments delivered to
outside customers, but also the intermediate output of some segments embodied in the final output
of others. Input - output analysis can be employed
to assist in this planning process.

'

$

$

Input - output seeks to take account of the
interdependence of the production plans and
activities of the many industries which constitute an economy. This interdependence
arises out of the fact that each industry employs the outputs of other industries as its
raw materials. Its output, in turn, is often
used by other producers as a production factor, sometimes by those very industries from
which it obtained its ingredients. Steel is
used to make railroad cars and railroad cars
are, in turn, used to transport steel and the
coal and pig iron which are used in its
manufacture.'

SEGMENTED AND CONSOLIDATED
STATEMENTS OF INCOME

Exhibit 2
INTERSEGMENT TRANSACTIONS TABLE

Producing
segments
Segment A
Segment B
Segment C
Labor & materials
Overhead
Total cost

Total
intersegment
output
at cost

Consuming segments
A

B

C

60

40
80

80
40
40
40

60
90
90

90
190

200

300

400

Output
sold Total
outside output
at cost at cost

100
160
100

100
140
300

200
300
400

900

INTERSEGMENT INPUT-OUTPUT COEFFICIENTS
Producing
segments
Segment
Segment B
Segment C

Consuming segments
A
4(80/200)
.2(40/200)

B

C

.2(60/300)

.1(40/400)
.2(80/400)

.2(60/300)

NOTES:

Interpretation of lower table. Figures in parentheses are from
Intersegment Transaction Table. Reading across the first row, 20% of
B's total output and 10% of C's total output are procured from A. Reading down the first column, of A's total output, 40% is procured from B
and 20% from C.

Exhibit 3
TABLE OF PLANNING COEFFICIENTS
Producing
segments
Segment A
Segment B
Segment C

Consuming segments
A
$1.137441
.521328
.331754

B
$ .260663
1.161138
,284361

C
$ .165877
.284361
1.090048
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Exhibit 4

SOLUTION OF THE INPUT - OUTPUT PROBLEM
First, we define the following variables.
X, - cost of total o utput of S egment A
Xu = cost of to tal output o f S egment B
Xc
cost of total output of S egment C
Y,,

cost of output of Segment A sold to unaffiliated customers

YH = cost of output of Segment B sold to unaffiliated customers
Yc = cost of output of Segment C sold to unaffiliated customers
Ne xt , we u s e the a bo v e v a r ia b le s a nd the inte rs e gme nt input- output
coefficients (E xhibit 2) to f ormulate the f ollo wing set of equatio ns. The
first equation, for example, means that the co st o f the to tal output o f
Segment A, X,, is equal to the co st o f the output sold to unaffiliated
customers, Y,, plus the cost of A's output used in the production of
the output of Segments B and C, .2k , + 1X ,,. Therefore,

.2XK +AXc +Y:, =X,
AX, +.2Xc +Ys = Xi,
.2X, + .2XR + Y o - X c
Ir .4
02 .2
12
0 .0

In matrix notation, P* =

P *X +Y =X

C

, X - [ X (.3
X ,,

Y=

Y„
Y'

and

Y,

1 0 0]
and (I - P * ) -' is the inverse
0 1 0
0 0 1

C

of (I - P *), that is, (I - P * ) ( I - P * ) -' = I. Determination of (I - P *) '
by conventional techniques' gives the table of planning coefficients
presented earlier:

(I - P*) -' =

[- 1.137441
.521328
331754

L

.260663
1.161138
.234361

.165877
.284361
1.090048

" For example, see A. Charnes and W.W. Cooper, Management Models
and Industrial Applications of Linear Programming, Vol. 1, John Wiley &
Sons, New York, N.Y., 1961, Chapter 3.

Exhibit 5

PRO -FORMA INTERSEGMENT TRANSACTIONS TABLE

Producing
segments
Segment A
Segment B
Segment C
Labor &
materials
Overhead
Total cost

Consuming Segments
A
B
C
119
155.4
77.8

69.7
139.3

119

77.8
77.8

178.4
178.3

156.8
330

388.7

594.7

696.8

Total intersegment
output
at cost

Output
sold
outside
at cost

188.7
294.7
196.8

200
300
500

Total
output
at cost
388.7
594.7
696.8

1680.2

NOT E: T o illustrate how the above numbers are co mputed, consider the
following examples:
155.4 z- .4 X 388.7 and 139.3 z .2 x 696.8; 178.3 z (90/300) x 594.7
where 90/300 is the ratio o f o verhead to total cost for Segment B (see
Exhibit 1).
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Application to Managerial Planning
Suppose the market research department forecasts the following sales (at cost) to unaffiliated
customers for next year.
Segment A
Segment B
Segment C

= ( I - P * ) X = Y = X = ( I - P *)-' Y

where I is the identity matrix

coefficients, $.521328 of B's output is used in the
production of $1 of A's final output, $.260663 of
A's output is used in the production of $1 of B's
final output, and so on. Used in conjunction with
the table of intersegment input- output coefficients
(Exhibit 2 (b)), we can verify the amounts by
which the diagonal planning coefficients exceed
$1. For example, because .2 of B's output is procured from A and .1 of C's output is procured
from A, then the excess production of A for inter segment
purposes
is
$1.137441 - $1 =
$.137441 z (.2 x $.521328) + (1 x $.331754).

$200
$300
$500

Given constant technology and intersegment
transaction relationships, the cost of the total output which must be produced by the three segments in order to satisfy external demand can now
be calculated. To do so, the table of planning coefficients is employed as follows:
1. For producing A's external sales costing
$200($1.137441) (200) or output of A costing
$227.5 is required.
($.521328) (200) or output of B costing $104.2
is required.
($.331754) (200) or output of C costing $66.4 is
required.
2. For producing B's external sales costing
$300($.260663) (300) or output of A costing $78.3 is
required.
($1.161138) (300) or output of B costing $348.3
is required.
($.284361) (300) or output of C costing $85.4 is
required.
3. For producing C's external sales costing
$500($.165877) (500) or output of A costing $82.9 is
required.
($.284361) (500) or output of B costing $142.2
is required.
($1.090048) (500) or output of C costing $545.0
is required.
In total then',
A's total output at cost = $227.5 + $78.3 +
$82.9 = $388.7.
B's total output at cost = $104.2 + $348.3 +
$142.2 = $594.7.
C's total output at cost = $66.4 + $85.4 +
$545.0 = $696.8.
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In planning next year's production activities and
cash requirements, then, Segment A must produce
output costing $388.7 in order to sell output costing $200 externally and meet the demands of Segments B and C for A's output. Similarly, the total
costs of B's and C's production are forecasted to
be $594.7 and $696.8, respectively. Now, assuming the same proportions of labor, materials, and
overhead and the same 50% markup on cost as
before, we can construct a pro forma intersegment
transactions table (see Exhibit 5) and pro forma
segmented and consolidated statements of income
(see Exhibit 6).

ment net income and three different segment profitability ratios are all sensitive to the transfer -pricing policy. Furthermore, only when segment profitability is measured by the ratio of its net income
(reflecting market -based transfer prices) to expenses less intersegment purchases is the "true"
profitability, the 50% markup revealed. All other
measures of segment profitability considered are
sensitive to the transfer pricing policy and the degree of interdependence among the segments.
Continued on page SS

Exhibit 6

Sensitivity of Segmented Income Statements to
Alternative Transfer Prices

PRO -FORMA SEGMENTED AND CONSOLIDATED
STATEMENTS OF INCOME

To this point, all intersegment transfers have
been priced at variable cost of production. Because external markets for the intermediate outputs of Segments A, B, and C exist, management
may choose to price the intersegment transfers at
prices prevailing in these markets, rather than at
cost. As before, conditions in the external market
dictate prices which are approximated by production cost plus 50 %. In other words, the 50 %n
markup is applied to the cost of the intersegment
transfers as shown in Exhibits 1 and 6.
To analyze the effects of these new transfer
prices, we now prepare comparative segmented income statements using the old (cost) and new
(market) transfer prices. These statements appear
in Exhibit 1 and are prepared for the actual results
reported in Exhibit 1 and on a pro forma basis
using the projection reported in Exhibit 6.
These comparative statements disclose that seg-

Segment
A

B

Eliminations
C

DR

Con solidated

CR

Sales:
Unaffiliated
custo mers`
Interse gment"
Total sales

$300 $450 $750
188.7 294.7 196.8
$488.7 $744.7 $946.8

$1500
680.2
680.2

$1500

Operating expenses:
Intersegment
purchases Labor and materials
Overhead
Total expenses
Net income

$233.2 $238.0 $209.0

680.2

77.7 178.4 156.8
77.8 178.3 331.0
$388.7 $594.7 $696.8

412.9
587.1
$1000.0

680.2

$100.0 $150.0 $250.0

$ 500.0

'Selling prices of final output based on cost plus 50 %.
"Intersegment transf ers priced at cost.

Exhibit 7

COMPARATIVE SEGMENTED STATEMENTS OF INCOME
Actual results (E xhibit 1)
Segment A Segment B Segment C
(1)
(2)
(1)
(2)
(1)
(2)

Segment A
(1)
(2)

Pro -Forma (Exhibit 6)
Segment B
(1)
(2)

Segment C
(1)
(2)

Sales:
$150
100
$250

$150
150
$300

$210
160
$370

$210
240
$450

$450
100
$550

$450
150
$600

$300.0
188.7
$488.7

$300.0
283.0
$583.0

$450.0
294.7
$744.7

$450.0
442.1
$892.1

$750.0
196.8
$946.8

$120
40
40
$200

$180
40
40
$260

$120
90
90
$300

$180
90
90
$360

$120
90
190
$400

$180
90
190
$460

$233.2
77.7
77.8
$388.7

$349.8
77.7
77.8
$505.3

$238.0
178.4
178.3
$594.7

$357.0
178.4
178.3
$713.7

$209.0
156.8
331.0
$696.8

50

40

70

90

$150

750.0
295.2
$1045.2

$

Unaffiliated customers
Intersegment
Total sales

=

=

Net income
total sales
Net income
total expenses
(at cost)
Net income ' (expenses
intersegment purchases)

20% 13.3% 18.9%
25% 20% 23.3%
62.5%

50% 38.9%

$
$

313.5
156.8
331.0
801.3

77.7

$150.0

$178.4

$250.0

20.5%
25.7%

13.3%
20%

20.1%
25.2%

20%
30%

26.4%
35.9%

23.3%
35.0%

50% 53.6%

64.3%

50%

42.1%

50%

51.3%

50%

50%

$

$100.0

$

$140

20% 27.3% 23.3%
30% 41.7% 35%

$

$

Net income

$

Intersegment purchases
Labor and material
Overhead
Total expenses

$

Operating expenses:

243.9

(1) Intersegment transfers priced at cost.
(2) Intersegment transfers priced at market (cost plus 50 %).

MANAGEMENT ACCOUNTING /NOVEMBER 1978

49

se

rtV kW

controlling a
growthbusiness is good people.
some
Robert B. Rosowski
Corporate Controller
Masco Corporation'
Taylor, Michigan

i

"What has been impressive about
Source Finance is that they know
the accounting profession. I feel
I'm communicating with another
financial executive when I review
our expanding personnel requirements with a member of their staff.
"But more importantly, they seem
to be able to find the type of people
I need —ones with the potential to
keep pace and grow along with
our business.
"I am pleased to acknowledge

Source Finance's valuable contribution to our company. They
have initiated contacts resulting in
the recruiting of personnel for a
number of key senior positions.
"In short, Source Finance is very
good at what they do and I highly
recommend them to anyone"
'Masco Corporation is a diversified multinational corporation with leadership positions
in growing markets. It manufactures faucets
and other products for the building and

j

home improvement market; other specialty
products: and, cold extruded and other
precision components forindustry. Masco has
reported two decades of uninterrupted
growth in sales, earnings and dividends.
Fortune magazine includes the company in
its list of the largest industrial corporations and
further shows Masco as eighteenth in growth
in earnings per share and sixth in total return
to investors (1966 - 1976).Forbes magazine lists
the company as first in return on equity;
return on capital; and, growth in sales and
earnings over a five year period in the
Construction and Building Materials Industry
group.

Call your nearest Source Finance office this week.
Atlanta
Walt Stroman, CPA /MBA
Boston
Sandy Salmeia, CPA /MBA
Chicago
Ken Barkin, CPA /MBA
Dallas
Jim Fowlkes, CPA
Denver
Dick Masek, CPA
Detroit
Marty Pierce, MBA

404;325 -7000
617/482 -7850
312/372 -9192
214/696 -1500
303/571-4220
313/963 -7464

Fort Worth
John Cafterton, CPA /MBA
Irvine, CA
Bill Richardson, CPA
Los Angeles
Carl Miller, CPA /MBA
Newark /New York
Bob Lynch, CPA /MBA
Palo Alto
Ben Rugg, CPA
San Francisco
Bob Mensik, CPA /MBA

817,338-4750
714/975 -0150
213,385 -0333
2011494.2060

Southfield, MI
Bob Luler, MBA
Wellesley, MA
Eric Anthony, CPA

313/352 -8860
617/235 -3020

If unable to call, write
Source Finance Department A18
100 South Wacker Drive, Chicago, Illinois 60606
(When writing, please indicate position title.)

4151328 -2050
415/956 -4740

M7

,Source Finance

The specialized accounting recruiting firm
staffed by accounting professionals.

Accounting for Troubled
Debt Restructurings—
a Flowchart Approach
If FAS No. 15 is confusing to you, this flowchart approach, which
attempts to simplify the alternative accounting treatments under the
Statement, may be of valuable assistance.

By Abdel M. Agami
Statement of Financial Accounting Standards No.
15— Accounting by Debtors and Creditors for
Troubled Debt Restructuring "rejected the view
that virtually all troubled debt restructurings have
the same substance in the existing accounting
framework."' Accordingly, FAS No. 15 has
made distinctions among four types of accounting
by debtors for troubled debt restructuring: (1)
transfer of assets in full settlement, (2) transfer of
equity interest in full settlement, (3) modification
of terms and debt, and (4) combination of transfer
of assets and /or equity interest and modification
of terms of debt. As to accounting by creditors,
the Statement has identified three types of restructuring; (1) receipt of assets in full satisfaction, (2)
modification of debt terms, and (3) combination of
receipts of assets and modification of debt terms.
There is, however, a symmetry between the
debtor recognition of a gain and the creditor recognition of a loss as a result of the restructurings.
Also the rules for recognition of gain by debtors
as a result of restructuring the debt through transfer of assets are the same as for restructuring the
debt by transfer of equity interest. These two observations reduce the possible consequences and
treatments of troubled debt restructuring to a
manageable number.
MANAGEMENT ACCOUNTING /NOVEMBER 1978

Through the use of a flowchart, such as the one
presented here, the alternative treatments of troubled debt restructuring can be simplified. This
graphic illustration is designed to contribute to a
better understanding of the symmetry of the accounting treatment by both the creditor and debtor and to facilitate identification of the different
situations that require the same accounting treatment.
How to Use the Flowchart
The first problem encountered in the implementation of FAS No. 15 is the determination of
whether or not the debt restructuring is a troubled
restructuring (Step #2 in the Flowchart). Paragraph 2 of the Statement gives a general criterion
for determining whether the debt restructuring is
indeed troubled. Grant of a Concession by the
creditor to the debtor that it would not otherwise
consider is regarded as an indication that the debt
restructuring is troubled. Paragraphs 7 and 8 give
examples for restructurings that are not considered troubled.

V

Abdel M. Agami is
associate professor of
accounting Old
Dominion University,
Norfolk, Va. A CPA, he
has a Ph.D, in
accounting from the
University of Illinois.
Now a member of
Hampton Roads
Chapter, he submitted
this article through
Westchester Chapter,

TRANSFER OF ASSETS IN FULL SETTLEMENT —
EXAMPLES

Example 1
Assume that a creditor has accepted an asset
from a debtor in full settlement of the debt in a
51

FLOWCHART: FAS NO. 15
ACCOUNTING BY DEBTORS AND CREDITORS FOR TROUBLED DEBT RESTRUCTURINGS
1
START

A

No gain (loss) should be
recognized on restructuring by
debtors (creditors).

i

2
I s the r esi r 5,1bold
uning
considered
ule
restructu g?
(see pare.
FAS no. 15).

NO

B
3

Gain (loan) on restructuring
equals carrying amount of
payables ( reoorded Investment In
receivables) less lair value of
assets or equity or future cash
11 ow (FAS no. 15. pare 21 & 35
& FAS no. 4, pars 8).

i on-

FAS no 15
does not apply.
YES

Transfer of assets or grant of
eqully In lull settlement (see FAS.
no. 15, Pere 13, 14. 15, 28, 29).

4
What
ty pe ?

Combination of transfer of assets
or grant of eqully and modification
of terms of debt (see FAS,
no. 15, pare 19 b 33).

De te r mi ne fa ir va lu e o f a ss et s
or e q ui t y (s e e A PB , n o. 16 ,

Determine lair value of assets or
equity (see APB, no. 16, para88,89
6 APB no. 29, pare 25).

5

112

Para 88, 89 and APB no. 29.
pars 25).

YES

Do asse13r equity

Modification of terms of debt
(see FAS no. 15,
pare 16, 17, 1& 30, 31, 32).

7

h

14

8

e me

NO

value?

Fair value
*qualm
PV of ex Peet. cash 1 5
flow (see APB no. 21
pars 12 -14).

Fair
e
equals
market value

Reduce the carrying amount of
payables or recorded investment
in receivables by fair value of
assets or equity.

10

9
NO

A
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Is fair value less than
the carrying amount
of payables or
recorded Investment
In retaIvab1es7

De t e r mi n e fu t u r e c a s h f l o w
(pr in ci pa l and i nl er es 11

Determine lulure cash flow
(princ1paI i& Interest).

NO <

11
YES

NO
/

B

/

�
\

Is future tech flow
less Man the carrying
amount or pay ablr
or recorded
Investment In
receivables?

YES

B

I

n

18

rethc easbh ala
n
fl once
w

16

I

17/

YE S

ed
ay
yi nab
ce
Inv
lvgab
leaesmo
le
s tme
or
s7
u nnt t

r A

B
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troubled restructuring situation. The assets have a
book value of $90,000 and market value of
$100,000. The "carrying amount of payables "' in
the debtor's books and the "recorded investment
in receivables" ' in the creditor's books is
$100,000.
No gain (loss) on debt restructuring should be
recognized by the debtor (creditor) in this situation (Step A in the Flowchart); however, the debtor shall recognize a gain on the transfer of the
asset. The journal entries needed in this case are
as follows:
Debtor:
Bonds payable
Asset
Gain on transfer of asset

$100,000
$90,000
10,000

The gain on transfer of the asset shall be included
in measuring net income for the period of transfer
according to APB No. 30.
Creditor:
Asset
Receivables

100,000
100,000

Example 2
The same as in Example 1, except that the market value of the asset is $95,000. In this case the
debtor (creditor) shall recognize a gain (loss) on
debt restructuring (Step B in the Flowchart); in
addition, the debtor shall recognize a gain on the
transfer of the asset. The entries needed are:
Debtor:
Bonds payable
Assets
Gain on debt restructuring
Gain on transfer of assets

100,000
90,000
5,000
5,000

If the assets transferred in full settlement of
debt have no market value, Paragraphs 88 and 89
of APB No. 16, Paragraph 25 of APB No. 29, and
Paragraphs 12 -14 of APB No. 21 should be used
to estimate their "fair value." '
TRANSFER OF EQUITY INTEREST IN FULL
SETTLEMENT — EXAMPLES
Example 3
Assume that a creditor has accepted an equity
interest from a debtor in full settlement of the
debt in a troubled restructuring situation. The equity interest has a par value of $90,000 and market value of $100,000, and the carrying amount of
payables in the debtor's book and the recorded
investment in receivables in the creditor's books is
$100,000.
No gain (loss) on debt restructuring should be
recognized by the debtor (creditor) in this situation (Step A in the Flowchart). The journal entries needed for this restructuring are:
Debtor:
Bonds payable
Common stock
Capital in excess par
Creditor:
Investment in stock
Receivables

100,000
90,000
10,000
100,000
100,000

Example 4
The same as Example 3, except that the market
value of the interest equity is $95,000. In this case
the debtor (creditor) shall recognize a gain (loss)
on debt restructuring (Step B in the Flowchart).
The journal entries needed for this situation are as
follows:
Debtor:
Bonds payable
Common stock
Capital in excess of par
Gain on debt restructuring

100,000

The gain on debt restructuring shall be included
in measuring net income for the period of restructuring according to Paragraph 21 of FAS No. 15
and, if material, classified as an extraordinary
item according to Paragraph 8 of FAS No. 4, Reporting Gains and Losses from Extinguishment of
Debts. The gain on transfer of assets shall be included in measuring net income for the period of
transfer according to APB No. 30.

The gain on debt restructuring shall be included
in measuring net income for the period of restructuring according to Paragraph 21 of Statement
No. 15 and, if material, classified as an extraordinary item according to Paragraph 8 of FAS No. 4.

Creditor:
Assets
Loss on debt restructuring
Receivables

Creditor:
Investment in stock
Loss on debt restructuring
Receivables

95,000
5,000
100,000

The loss on debt restructuring to the extent that it
is not offset against allowances for uncollectible
amounts or any other valuation account shall be
included in measuring net income, according to
APB No. 30.
MANAGEMENT ACCOUNTING/ NOVEMBER 1978

The first
problem comes
in determining
whether or not
the debt
restructuring is a
troubled
restructuring.

90,000
5,000
5,000

95,000
5,000
100,000

The loss on debt restructuring to the extent it is
not offset against allowances for uncollectible
amounts or any other valuation account shall be
included in measuring net income according to
APB No. 30.
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MODIFICATION OF TERMS - EXAMPLES

%n

There is a
Symmetry
between the
debtor
recognition of a
gain and the
creditor
recognition of a
loss.

Statement No. 15 does not distinguish among
modifications in the amount and /or timing of interest and /or principal.
Example 5
Assume that the original terms of a debt call for
payment of interest annually at a rate of 8 %, and
payment of the face value of the debt of $100,000
at the end of 10 years. Five years later, the creditor due to the financial position of the debtor accepts a reduction of the interest rate to 4 annually. This modification will affect future periods
but will have no effect at the time of restructuring
(except perhaps reclassification). No gain (loss)
should be recognized on the restructuring by debtor (creditor) in this case (Step A in the Flowchart). The debtor (creditor) shall not change the
carrying amount of the payable (the recorded investment of the receivable) at the time of the restructuring. The interest expense (income) shall be
computed by applying "the effective interest
rate" ` to the carrying amount of the payable (the
recorded investment of the receivable) at the beginning of each period between restructuring and
maturity, according to Paragraph 15 of APB No.
21.
Example 6
Assume the original terms of debt are as in Example 5. Five years later, the creditor forgave the
debtor from the payment of interest, and reduced
the face value of the principal from $100,000 to
$95,000. Now the debtor (creditor) shall recognize
a gain (loss) on restructuring of $5,000 (Step B in
the Flowchart). The journal entries needed for
this case are as follows:
Debtor:
Bonds payable -8%
Gains on debt restructuring
Bonds payable -no interest

100,000
5,000
95,000

The gain on debt restructuring shall be accounted
for as in the case of transfer of assets or equity
interest.
Creditor:
Receivable -no interest
Loss on debt restructuring
Receivable -8%

Debtor:
Carrying amount of payable
Market value of asset transferred
Balance (Step # 16, Flowchart)
Future cash payment:
Principal
Interest (2000 X 5)

$100,000
50,000
$50,000
$50,000
10,000
$60,000

Since future cash payments exceed the balance
of the carrying amount of payable, the debtor
shall recognize no gain on the debt restructuring
(Step A in the Flowchart). However, the debtor
will recognize a gain of $5,000 on the transfer of
the asset, equal to the difference between the book
value of the asset and its market value.
Debtor:
Bonds payable -8%
100,000
Bonds payable -4%
50,000
Asset
45,000
Gain on transfer of asset
5,000
Creditor:
Recorded investment in receivables
$100,000
Market value of asset received
50,000
Balance (Step # 16, Flowchart)
50,000
Future cash receipts
Principal
Interest (2000 X 5)

50,000
10,000
60,000

Because future cash receipts exceed the balance in
the recorded investment in receivables, the creditor shall recognize no loss on the debt restructuring (Step A in the Flowchart).

95,000
5,000
100,000

The loss on debt restructuring will be accounted
for as in the case of receipt of assets or equity
interest.
COMBINATION OF TRANSFER OF ASSETS OR
EQUITY INTEREST AND MODIFICATION OF
TERMS OF DEBT - EXAMPLES

Example 7
Assume the original terms of a debt call for
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payment of interest annually at a rate of 8 %, and
payment of the face value of the debt of $100,000
at the end of 10 years. Five years later, the creditor accepts an asset in partial settlement of the
debt in a troubled restructuring situation, The asset has a book value of $45,000 and market value
of $50,000. He also agrees to reduce the interest
rate from 8% annually to 4 %, and reduce the face
value from $100,000 to $50,000. The computations and journal entries needed in this case are as
follows:

Asset
Bonds receivable -4%
Bonds receivable -8%

50,000
50,000
100,000

Example 8
Assume the same facts as in Example 7, except
that the creditor has forgiven the debtor from paying interest, and reduced the face value from
$100,000 to $45,000. In this case, the computations and journal entries needed for the debtor are
as follows:
MANAGEMENT ACCOUNTING/ NOVEMBER 1978

Carrying amount of payable
Market value of asset transferred
Balance (Step # 16, Flowchart)
Future cash payment:
Principal
Interest

$100,000
50,000
50,000
45,000
0
45,000

Since the future cash payment is less than the
balance of the carrying amount of payable, the
debtor shall recognize a gain of $5,000 on the debt
restructuring (Step B in the Flowchart). In addition, the debtor will recognize a gain of $5,000 on
the transfer of the asset.
Bonds payable -8%
100,000
Bonds payable-4%
45,000
Asset
45,000
Gain on debt restructuring
5,000
Gain on transfer of asset
5,000
Creditor:
Recorded investment in receivable
$ 100,000
Market value of asset received
50,000
Balance (Step # 16, Flowchart)
50,000

Future cash receipts:
Principal
Interest

45,000
0
45,000

Since the future cash receipts are less than the
balance in the recorded investment in receivable,
the creditor shall recognize a loss on the debt restructuring (Step B in the Flowchart).
Asset
Bonds receivable-4%
Loss on debt restructuring
Bonds receivable -8%

50,000
45,000
5 000
1

100,000

I FASB. Statement of Financial Accounting Standards No. 15— Accounting by
Debtors and Creditors for Troubled Debt Restructurings (FASB: Stamford,
Conn., June, 1977), Paragraph 74.
2 Carrying amount of payables equals the face amount increased or decreased by
applicable accrued interest and applicable unamonized premium, discount, fi.
nance charge or issue costs. (Paragraph 13, PAS No. 15).
3 Recorded investment in the receivables equals the face amount increased or
decreased by applicable accrued interest and unamurtized premium, discount,
finance charges, or acquisition costs and may also reflect a previous direct writedown of investment (Footnote 17, PAS No. 15, page 13).
4 Fair value of the assets are the amount that the debtor could reasonably expect
to receive for them in a current sale between a willing buyer and a willing seller,
that is, other than in a forced or liquidated sale (Paragraph 13, PAS No. 15).
5 The effective interest rate is the discount rate that equates the present value of
the future cash flow specified by the new investment with the carrying amount of
the payable (the recorded investment in the receivable). (Paragraph 16 and 30 of
PAS No. 15).

USING SEGMENT REPORTING AND INPUT - OUTPUT ANALYSIS FOR
MANAGERIAL PLANNING
C:untinued from page 49

In general, with identical markups for each segment both internally and externally, a given segment's profitability on sales ( intersegment sales
plus sales to unaffiliated customers) will depend
upon the intersegment input- output coefficients in
Exhibit 2 (b). For example, in Exhibit 7 we see
that segment C is relatively more profitable on
sales than A or B. From Exhibit 2 (b), it is clear
that only 30% of the cost of C's output is subject
to the intersegment markup while 60% of A's output and 40% of B's output at cost are subject to
this markup. These percentages are determined by
adding the coefficients in each column of Exhibit 2
(b) to determine the fraction of each segment's
output purchased internally and hence subject to
the markup. For example, 20% of C's output is
purchased from A and 10% from B; 20% of B's
output is purchased from A and 20% from C, etc.
Of course, if the markup differs across segments,
the relationship between segment profitability and
its internal purchases becomes more complicated.
In addition, the higher the price, the more profitable are those segments whose intersegment sales
exceed intersegment purchases — Segment B —and
vice versa — Segments A and C.
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Another major problem embedded in the concept of disaggregated or segmented financial statements, not addressed here, concerns the allocation
of joint and common costs. The above examples
reflected only variable production costs which
could be directly related to the outputs of the
three segments. Where joint or common costs are
material, the segmented statements will also be
sensitive to the method selected by management
to allocate these costs. Therefore, segmented data
employing variable -cost based transfer prices and
reporting segment "contributions" to covering
joint and common costs and profits would appear
to be more reliable.
Because of the existence of alternative acceptable transfer - pricing schemes, the analysis of segment profitability by users of financial statements
is extremely hazardous. It appears that yet another example of "Accounting Magic" 4 has been created, even though the objective of disclosure of
segment information may have been a worthy
one.
❑

Ferdinand K. Levy is a
professor of economics
at Georgia Institute of
Technology and holds
an M.B.A. degree from
Tulane University and
M.S. and Ph.D. degrees
from the Carnegie
Institute of Technology.

' For a complete exposition of input - output analysis see R. Dorfman, P.A. Samuelson and R. M. Solow, Linear Programming and Economic Analysis, McGraw
Hill, New York, N.Y., 1958, Chapters 9 -12.
' W.J. Baumol, Economic Theory and Operations Analysis, Second Edition,
Prentice -Hall, Inc., Englewood Cliffs, N.1., 1965, p. 480.
Matrix algebra may also be used to easily obtain these results.
S. Davidson, J.S. Schindler. C.P. Stickney and R.L. Weil, Accounting: The
Language of Business. Thomas Horton, Inc., Glen Ridge, N.J.. 1977.
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NAA RESEARCH STUDY

Financial Reporting and
Business Liquidity
This month NAA is publishing a new research report, Financial Reporting and Business Liquidity. The study was conducted over a period of three years by Dr. Morton Backer
and Dr. Martin L. Gosman, who present an overview of the
report and some of their findings below.

By Morton Backer and Martin L. Gosman
There has been a significant and virtually unabated decline in
the liquidity of American business. This deterioration is reflected in both short-term and long -term financial measures,
extending over a quarter of a century.
This is one of the major findings of our study on liquidity in
American business, based, in part, on extensive interviews
with security analysts, investment and commercial bankers,
and trade and bond rating agencies. To facilitate our use of
the more powerful statistical procedures appropriate for this
research, we found it necessary to make a sharp distinction
between liquid and illiquid firms.
Firms that are able to avoid a condition of illiquidity (financial distress) remain flexible in the movement of their resources and are less likely to create financial adversities for
those who have provided them with debt and equity capital.
Illiquidity was defined as the inability of a business to obtain
additional funds from its traditional borrowing sources without having to incur abnormal and competitively prohibitive
interest rates. Although we focused our attention on debt, it is
reasonable to assume that a company's inability to obtain borrowed funds also will affect adversely its capacity to raise
equity capital.
Some of the major questions, and summarized answers,
that were addressed in the research study are:
What trends have taken place in the level of liquidity for
U.S. manufacturers? Our findings clearly demonstrate that
there has been a significant, steady decline in the liquidity of
American business. All ratios examined, except for Inventory
Turnover, evidenced considerable deterioration.
How do the raters of trade credit, bank loans, and bonds
describe their decision processes? Which financial measures
do they consider to be most important in their analyses? All
interviewees stated that financial ratios were of moderate -tostrong importance in their credit rating evaluations. Total
Debt to Tangible Net Worth is regarded as an important ratio
by everyone and all short -term decision makers stressed the
Current Ratio. Not one interviewee, however, would admit to
the existence of rigid ratio levels or benchmarks.
Consistent with our definition of illiquidity (financial distress), which ratings for bonds, trade credit, and bank loans
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represent liquidity /illiquidity threshold points? The threshold
points we established were, for bonds downgraded by Standard and Poor's, from BBB to BB; for trade credit, firms
rated below 2 by Dun & Bradstreet; and for bank loans, the
decision by bank examiners to classify a company's loan as
substandard.
According to the statistical findings, are deteriorations in
particular financial measures most associated with credit
downgrades? If so, which financial measures? The various financial ratios did not change in unison in any of our credit
analyses as the experimental firms came closer to the date of
downgrade. In the control group, none of the ratios examined
exhibited significant deterioration during the years immediately preceding the downgrades received by the experimental
firms. In the experimental group, selected ratios from the Operating, Leverage, and Cash Flow groupings were found to be
particularly important in the bond downgrading decision.
Only those ratios that were influenced by profits exhibited
significant deterioration prior to the trade credit downgrades,
and almost all of the 18 ratios examined in connection with
bank loan downgrades showed significant deterioration.
What is the degree of congruity between the raters' own
descriptions of their decision processes and the statistical
findings? The statistical results were quite congruous with
both bond analysts' and bankers' own descriptions of their
decision models, but the statistical findings failed to confirm
D &B's own description of its ratio decision model.
Do the statistical findings confirm the presence ofrigid cutoff levelsIbenchmarks for ratios whereby such ratio levels become all- important in the ratings downgrade decisions? None
of the seven ratio ranges attributed to S &P received more
than weak to moderate verification on the basis of observa=
tions for the 36 sample firms.
What are the reactions of individuals affected by credit ratings and ratings downgrades? Respondents were equally divided as to the fairness and expertise displayed by the raters.
Somewhat surprisingly, the downgrade itself appeared to
have no direct effect on companies' dividend policies, bank
credit, management policies, sale of common stock, and reactions of stockholders and bondholders.
What are the views of CPAs and others concerning the
quality of reporting for the illiquid firm? Almost all respondents believe each management should make certain that all
information relevant to the analysis of the company's liquidity is contained in its public reports.
❑
See the advertisement in this issue in order to obtain a copy of
Financial Reporting and Business Liquidity.
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NAA RESEARCH STUDY

The Management of Research
& Development
The NAA Research Report, Industrial R &D Management
by Anthony J. Gambino and Morris Gartenberg will be published this month. The study was designed to update the 1955
NAA Research Rep ort #29 Accounting for Research and
Development Costs. The following article gives an overview
of the current research project and some of the findings.

By Anthony J. Gambino and Morris Gartenberg

get preparation, specific techniques used to accept and schedule projects, effect of FASB No. 2, and the role of cash flow in
R &D planning. The third section included questions about
how costs were accumulated and monitored, use of profit centers and charge rates, and whether standard or marginal costs
were used in R &D. Questions relating to internal reporting
practices and techniques used to evaluate the results of R &D
were in the last section. The interview checklist is included as
an appendix to the report.

Due to the increased use of the computer and quantitative Summary of Findings
The study indicates that the techniques used in the mantechniques the methods of managing all areas of a firm have
changed significantly in the past 20 years. In 1974, the FASB agement of the R &D function must differ necessarily from
issued Statement No, 2 Accounting for Research and Devel- those used in other areas such as manufacturing. This is due
opment Costs. Our project was undertaken to investigate how to two chief factors: (1) nature of R &D work, and (2) rethese and other developments have affected R &D manage- search personnel.
Unlike the manufacturing process, research work is usually
ment. In addition, it was designed to uncover views and pracnonrepetitive
and difficult to plan. Whether research will protices that might contribute to better control of this function.
Research entailed an extensive survey of the literature, and duce commercially worth -while results is uncertain. Often refield interviews. The study is limited to industrial R &D and search results are intangible and cannot be measured with
concerned only with internal management techniques. R &D accuracy. In addition, benefits may not be realized until years
budgeting, scheduling, costing, reporting, and evaluation are after work is completed. Because of these factors, the establishment of standards to measure performance is extremely
some of the areas investigated.
difficult.
In the field study, confidential interviews at 12 corporations
Research personnel are usually highly trained and paid
were conducted. The interviews were designed to elicit R &D
management techniques, problems, solutions, and suggestions professionals. Generally it is believed that researchers must
maintain a high degree of independence to be creative and
as to how the control of this function might by improved.
The sample consisted of major firms within various indus- that efforts to increase the control over research personnel
tries, all of which are in the Fortune 500. The 1976 sales of ultimately will lead to a loss in creativity and productivity.
the participants ranged from $33 billion to $750 million. Thus, control and routine paperwork designed to increase acTheir annual R &D expenditures ranged from $1 billion to a countability should be kept at a minimum.
In spite of these factors, because of the ever present profit
low of $6 million. The type of research work (basic research,
product development, etc.) conducted also varies significant- squeeze and the increasing resources being consumed by
ly. Thus, this sample represents a good cross - section of indus- R &D, the overall policy in managing this area seems to have
tries, and because of the size of the firms, it is assumed they changed. In the past, a hands -off policy generally was followed, resulting in a loosely managed R &D department. Toare among the better managed ones.
The people interviewed included corporate controllers, day, many managers have a growing interest in carefully inR &D controllers, R &D managers, and members of each of stituting additional controls in their management of this functheir staffs. An interview checklist sent in advance of the tion.
It is realized that increases in control must be weighed
meeting was used as a guide for the interview. Respondents
were encouraged to discuss any areas that they felt would be against a potential loss in efficiency. Generally top managemeaningful to the study. This checklist was divided into four ment oversees the entire R &D operation. It has the final word
sections: (1) background; (2) planning and scheduling; (3) as to the amount of funds allocated to the function and are
costing and control, and (4) reporting and evaluation of re- advised of progress and the benefits resulting from R &D. A
large portion of the R &D decision - making process, however,
sults.
The first section inquired about the policies, procedures, is left to the judgment of the technical staff.
The R &D function at many firms was structured as a two and organization of the R &D department. The second section
on planning and scheduling included the topics of R &D bud- tiered organization. That is, corporate research was directed
58
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primarily to new products or processes and usually required
long -term planning. On the other hand, the research at the
divisions and subsidiaries basically was concerned with cost
reduction or product improvement that generally included
projects of a short -term nature.
In order to coordinate the R &D function, some firms have
established a Research Committee. The purpose of this body
is to insure that the general policies and procedures of the
research function best serve the total corporate needs.
The budget was probably the most important tool used to
control R &D expenses. However, because of the nature of
R &D work, the budget was considered very flexible. It was
adjusted frequently and only indirectly used to judge performance. One of its main purposes seemed to be to make the
research workers more cost conscious.
The R &D budget usually was prepared annually and submitted by the operating entities to corporate headquarters or
to senior R &D management. The amount allocated to R &D
depends on management's judgment about resources available
and budget information for the ensuing year.
The use of a costing and reporting system, which is part of
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a computerized package, is very widespread. Periodic reporting was found to be an essential feature of the control system.
The frequency and complexity of reports varied with the organization. These reports are used mainly to indicate the
amount of actual spending, rather than measure technical efficiency or progress.
One of the most disappointing findings of the study was
that very little is being done to evaluate quantitatively the
performance of the R &D area. Instead, this assessement is
usually done in a highly subjective manner. Respondents were
in general agreement that they would like to increase evaluation attempts but fear that they might reduce the efficiency of
the R &D function in the process.
Specific techniques currently used in the management of
R &D are illustrated in detail throughout the report. To encourage improvement, the report also presents a number of
alternative methods not found in practice but suggested in the
literature.
❑
See the advertisement in this issue in order to obtain a copy
of Industrial R &D Management.
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If your client's or firm's MANAGEMENT
distribution or manufac- ACCOUNTING
turing costs are too high. PRACTICES
It might pay you to
Continued from page 6
recommend

Scranton,Penna.
STON

Interstate routes
make Scranton, Pa.
overnight to over
70 million people

ed in a written statement that "the
conclusions in this proceeding do not
represent a change in the Commission's policy toward the FASB." Noting that the oil and gas accounting
project is, in many ways, unique, he
said, "the Commission's relationship
with the FASB must allow for occasional differing judgments on issues in
view of the responsibilities and independence of each body." Mr. Williams invited the FASB to take the initiative or to participate in further efforts relating to financial reporting by
oil and gas producers. He was critical
of those in industry who sought to
overturn the FASB's decision in this
matter, stating that "the ultimate test
of the ability of the private sector to
govern itself in the accounting area is
dependent on the willingness of those
subject to abide by the process even
in cases in which the standards being
established are contrary to their self interest."

Scranton has: Plant Sites...
Good Labor . . . Wonderful
Recreation . . . The Pocono
Mountains . . . Interstate
routes to every great eastern
seaboard metropolitan area FASB Returns to Leasing
32 trucking terminals . . .
...
Foreign Trade Zone #24 .. .
W/B- Scranton International FASB Statement No. 13, Accounting
Airport... ConRail and The for Leases, has engendered considerable subsequent Board activity. Most
D &H Railroad.
recently, the Board issued Statement
This is where you should be No. 23, Inception of a Lease: An
with your manufacturing Amendment of FASB Statement No.
facility, distribution center 13, and followed right up with Interor administrative or regional pretation No. 23, Leases of Certain
sales office . . . Join the great Property Owned by a Governmental
names of American In- Unit or Authority. FAS No. 23, which
dustry such as: RCA; Trane; will be effective for transactions reSandvik; Chrysler; Emery; corded after November 30, 1978, proSchott; Ingersoll Rand; ICS; vides that the fair value of leased
Metropolitan Life and more property is to be determined at the
You'll Save Money
You'll Make Money In
Scranton.
Call or Write Austin Burke Today:

GreaterScranton
ChamberofCommerce
Scranton,Pa.,18503
(717)342-7711
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date of the agreement, not when construction is completed or when the
property is acquired (MAP, March
'78). FAS No. 13 requires, among other things, that leased property be
treated as a purchase by the lessee
and as a sale or financing by the lessor if the present value of the rental
payments exceeds 90% of the fair
value of the leased property. The current amendment is designed to en-

sure that Statement No. 13 produces
the accounting treatment originally
contemplated in situations such as
when leased property is constructed
over an extended period and, because of rising prices, the 90% criterion would not be met if fair value were
determined at the time construction is
completed (as per Statement No. 13).
In Interpretation No. 23, the Board
clarified an exemption from the criteria for capital -lease classification in its
Statement No. 13 for leases of certain
property owned by a governmental
unit or authority, examples of which
might be space at airport and bus terminals (MAP, July '78). The provisions
of the Interpretation will affect leasing
transactions and lease agreement revisions recorded after November 30,
1978.

Two Projects Added by FASB
The FASB announced that its technical agenda now includes a project relating to accounting for service transactions. The project will address the
events or circumstances resulting in
recognition of revenues and expenses for service transactions. The Accounting Standards Division of the
AICPA, whose draft statement of position will be the basis for a FASB discussion document, had requested
consideration of the matter by the
Board. Also added to the Board's
agenda is a project that concerns a
lessee's estimate of the interest rate
implicit in a lease, Staff will prepare a
proposed amendment of Statement
No. 13, Accounting for Leases, stating the conditions under which a lessee would be required to estimate the
interest rate implicit in a lease for purposes of classification, accounting,
and reporting.

DIRECTOR OF FINANCE
City of Groton
(Poc 12000)

$ 18,000— $24,000
Requires accounting degree, preferably
with M.B.A., 5 years municipal finance
experience, knowledge of EDP, budgeting and utilities accounting.
Send resume to:
Paul B. Tubbs, Director of Finance
P.O. Box 881
Groton, Connecticut 06340
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New Products /Services
Cummins - Allison Corp.'s new Series Dataroyal, Inc. has introduced a high- companies in the paper, pharmaceuti6400 System includes various software er -speed version of its IPS -7000 intelli- cals, grocery, steel, plastics, tobacco,
packages for inventory control, ac- gent printing system, along with three textile and chemical industries. For incounting, order entry and general data new firmware packages that allow the formation, contact Dept. MA, Dataroyentry applications. Contact Cuinmins- printer to be configured in three differ- al, Inc., Main Dunstable Rd., Nashua
Allison Corp., Dept. MA, 800 Wauke- ent versions. Each version pairs a 160 NH 03060.
gan Road, Glenview IL 60025.
character -per- second matrix printer
with serial interface, and an eight bit Telephone Cost Analysis. Service identiThe ability to operate word processing microcomputer with random access fies toll charges and any misuse for each
systems in four languages simultaneous- memory and programmable read -only extension. For information, contact
ly has been developed by Wang Labs, memory. Dataroyal intelligent printing Wm. B. Ward, Dept. MA, National
manufacturers of word processing sys- systems currently are being used by Color Labs., Inc., Roselle NJ 07203.
tems and business computers. For information, contact Wang Labs., Inc.,
Dept. MA, One Industrial Ave., Lowell
STATEMENT OF OWNERSHIP, MANAGEMENT AND CIRCULATION
MA 01851.
(Required by 39 U.S.C. 3683)
U. S . PO S T A L S ER V I CE

I

I. T I T L E O F P U B L I C A T I O N

Data Security for EFT and Business
Automation is the title of a report by
SBS Publishing, For information on
prices and availability, contact Dept.
MA, SBS Publishing, 4320 Stevens
Creek Blvd., Suite 190, San Jose CA
95129.
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Software International Corp. now provides an enhanced and revised master
production schedule module within
their overall Net Change Manufacturing System to production personnel.
According to Software, the new capabilities introduce greater precision in developing and managing the master production schedule. For information contact, Paul Zorfass, Dept, MA, Software
International, Elm Square, Andover
MA 01810.
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Four major product families, comprising distributed data processing key -todisc data entry, remote job entry and
information management capabilities,
were demonstrated by Inforex , Inc. at
Info '78 last month in Chicago. For information contact Rich Lorigan, Dept.
MA, Inforex, Inc., 21 North Ave., Burlington MA 01803.
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Capex Corporation has added 4TUNE
to their proprietary software family of
system management products. 4TUNE
will be available now for all M V S installations. Contact Mark Wasilko, Capex Corp., Dept. MA , Box 13529,
Phoenix AZ 85002.
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People in the News
Wimer Succeeds Longenecker
As Armstrong Vice President

recently was promoted to assistant treasurer, H. Tabenken Co.

William J. Wimer was elected vice president and controller of Armstrong Cork
Co., succeeding Ray E. Longenecker
who has retired.
Mr. Wimer began his Armstrong career in 1952 as a clerical trainee at the
company's Lancaster Floor Plant. In
1969 he was named manager of information systems for Building and Industry Products Operations and International Operations. Two years later he
was appointed controller for International Operations, and in 1977 was
named assistant controller for the company. A member of the Lancaster Chapter of NAA, he earned a Certificate in
Management Accounting in 1978.
Mr. Longenecker joined the Association in 1936, subsequently served as
president of the Lancaster Chapter and
was elected an NAA vice president for
1965 -66. He was awarded a Lybrand
Silver Medal in 1954 for an article published in the NAA Bulletin.
❑

Two Boise members have been named
at Ore -Ida Foods, Inc . BR E NT E . F IELD
was promoted to manager, accounting

�
WIMER
Lancaster

�
VLASHO
Dayton

Promotion s an d New Po sitio n s
R I C H A R D R , R A M M E L , Atlan ta, has
been prom oted to vice president —administration , Data Sup plies. He is a
member o f At lan t a No rt h .
RIC HAR D

L . S E I D E L M A N N , Au ro ra,
Ill., has been p ro mo ted to vice presid en t
and sec retary o f Ly o n Met al Pro d u cts.
He is a p ast p resid ent o f Fo x Ri ver Va lley Chap ter.
EDW AR D G . P L UMM ER ,

JR., Balt imo re,
is now assistan t co m ptro ller an d assistant vice p resid en t of Mary lan d Nation al
Bank.
BE VE R L Y
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PRATT, Bangor - Waterville,

sys tems ,

and

LE LA ND

F.

MAY LIN

to

senior manager, financial accounting.

SC O T T

Boston, has been
named assistant controller of Bolton Emerson, Inc.

G O R DO N

DR IS C O LL ,

, Brooklyn Queens, has joined ITM Corp. as corporate controller.
F R ANZ

JER R Y G .

VO N

BR AD S KY

KO N C H A R a n d

tive services, Hobart Corp. A mem ber
of the Executive Comm ittee, he currently is c hairm a n o f t he Pro gra m E valuation Gro up ( P E G ) . . . . RONALD E.
DURBIN has been named assistant controller of the Mead Corp.

NO R MAN A .

REINHAR D,

Canton, were nam ed partn ers at Main L afrentz & Co.
JOE L. MILLER, Charlotte, N.C., has
been elected executive vice president of
Aero n ca,
Inc., Pineville,
N.C ....
LE O N A R D F. S HE A LY wa s p r omo t e d t o

controller of the Fibers Technical Center— Celanese and Fiber Industries.
They are members of Charlotte Blue.
Columbia, has
been appointed vice president of finance
and controller of Anchor Continental,
Inc.... W.E. FERGUSSON, III, chapter
past president, has been named director
of administration for South Carolina
National Bank. He is a senior vice president of the bank .... JAMES B. HENRY,
chapter past president, is now director
of MBA ETV at the University of South
Carolina School of Business.... LARRY
B, MACK recently was promoted to assistant vice president of general accounting, Colonial Life and Accident
Insurance Co.
C U R T I S H . EAS T ER , JR . ,

E . L E E B A C H E L O R a n d P A U L M . T ER -

EK, Covin gton, Ky., were prom oted, resp ectively, to associate administrator —
reinsurance services, and senior acco u ntant, Bellefonte Insurance Co.
Th ey are mem bers of Mi ami Valley
Oh io Ch apter.

D . Z A R T M A N , Dubuque, was
named manager of accounting, and budgets, A. Y. McDonald Mfg. Co. He is a
member of Dubuque Tri- State,

ROBERT A . WATSON , Elkhart, Ind.,
was named business manager of Federated Media broadcast properties. He is a
member of Elkhart Area.
R O N A L D E . BR O C K ,

El Paso, was admitted to partnership with Main Lafrentz & Co.
M E L V I N D A L T O N , E v a n s v i l l e , is t h e a c -

counting manager at General Tire &
Rubber Co.
PAUL H. JONES, Fresno, Calif., is now
senior vice president, adm inistration, of
Vangas, I n c . . . . RON H. CORLISS was
prom oted to senior accountant with
Fresno County. Both are mem bers of
San Joaquin Valley Chapter.
R O N ALD W . S H ELD O N, Lo mp o c , C a l if ,

has been promoted to plant controller of
Johns Manville Diatom aceous Earth
Mine. He is a m em ber of Santa Barbara
Chapter.
BER NAR D R . G LE NNO N,

Los

An g eles,

was named controller, Bonded Motor &
Parts Co.
C R AI G D . C AR S O N ,

Mantua, Ohio, has
been promoted to controller of Synflex
Div., Samuel Moore & Co. He is a
member, Cuyahoga Valley.
WA Y N E E. DAVIS ,

Melbourne, Fla., is
now c ontr olle r at CW C Com munities,
Inc . H e is a m em b er of Southern West
Virginia.
BEN L. D ADY

, Mi ami president, recently was appointed ass istant secretary of
Florida Power & Light Co.

BU R R E L L C O O P E R , D alla s , w a s p r o m o t -

ed to con troller, U.S. Industries. He is a
mem ber of Nort h Texas.

HARLAN T. JACOBS, Minneapolis, was
appointed cont roller of Vex ilar, Inc ....

Louis VLASHO, Dayt on past president,
has been promoted to vice president,
managem ent systems and adm inistra-

moted to controller, Pako Photo, Inc.
Both are members of Minneapolis
North Star.

L AUR E NC E B. S C HUS T E R h a s b ee n p r o -
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DONALD E. SWANSON, Muscatine,
Iowa, controller of Hon Industries, has
been elected an officer of the company.
He is a member of Illown Chapter.
Two Muskegon members have been
named at Howmet Turbine Components Corp. RONALD L. WOOD is now
corporate internal audit manager, and
LARRY L. NILES was named to succeed
him as division controller, Misco
Whitehall Div.
PAUL GAZZERRO, JR., Nashville, has
joined Hahnemann Medical College &
Hospital of Philadelphia as chief operating officer.... DAVID L. HETTINGER
has joined the Nashville Service Center
of the General Council on Finance and
Administration of the United Methodist
Church as comptroller. . . . WILLIAM A.
HAWKINS has been named a partner at
Peat, Marwick, Mitchell & C o . . . .
WAYNE L. MORELOCK recently was
promoted to assistant vice president and
assistant controller, United American
Bank.
NOEL A. BELL, JR., New Brunswick,
N.J., was promoted to manager -financial services, U.S. Plumbing Products
Div., American Standard, Inc. He is a
member of Raritan Valley Chapter.

at Caterpillar Tractor Co.
ANTHONY F. TIERNO, Philadelphia,
has joined the "Philadelphia Journal"
as controller. He is a member of South
Jersey Ch ap ter. .. . PHILIP D. WEINSTOCK, a member of Philadelphia Chapter, has been elected assistant Treasurer
of Westmoreland Coal Co.

promoted to supervisor, plant accounting, and ROBERT E. MOORHOUSE, financial coordinator, for the Cabarrus
Plant, at Philip Morris.

JANINE CASION, Rochester, is now office manager, United Parcel Service....
GEORGIA J. HICKEY was named administrative recruiter, Dunhill, Inc., of SyrJOHN G. ISENHOWER, Raleigh, recently acu se. .. . PATRICK J. DiNICOLA has
was promoted to vice president of the been named senior accounting analyst,
Bank of North Carolina. He is a mem- Schlegel Corp.... BENEDICT A. MIELE
ber of Raleigh- Durham Area.
was elected cash management officer in
Lincoln First Bank, Inc.... DONALD J.
SAUERBIER is now a manager at Main
Lafrentz & Co.... WARD W. WILCOX
has been appointed manager, corporate
taxes, C.H. Stuart, Inc., of Newark.

DOMINIAK
Niagara

JONES
San Joaquin Valley

Two READING Chapter members have
been named at Ludens, Inc. ROBERT D.
ERISMAN is vice president, finance, and
ALEXANDER J. SZABLOWSKI, Controller
Phyllis I. Noll is now assistant
....
controller, Bank of Pennsylvania.

RICHARD P. BANIs, Rutherford, N.J.,
was named vice president of finance for
Foods Concepts, Inc. He is a member of
West Bergen - Passaic County Chapter.
WILLIAM F. FAGAN, San Francisco,
has joined Gatx Leasing as financial analyst.... THOMAS A. RUBIN was promoted to manager, Deloitte Haskins &
Sells.

VICTOR V. MoY, Santa Monica, Calif.,
has been promoted to treasury adminisTHOMAS A. MEADE, Richmond, was trator, General Telephone. He is a

EDWARD C. RANDALL, New Haven,
recently was promoted to assistant coporate controller, Pepperidge Farm,
Inc., a subsidiary of Campbell Soup Co.
NORMAN S. DOMINIAK, Niagara Falls,
was appointed corporate controller,
Carborundum Co. He is a member of
Niagara Chapter.
DONALD E. WILCOX, Norwich, recently joined King Seeley Thermos Co. as a
senior financial accountant.
PAUL D. LEKAWSKI, Oklahoma City, is
now vice president and controller of
Southwestern Bank & Trust Co.
BRIAN J. SWEENEY, Olean, N.Y., was
promoted to controller at Dresser Clark
Div., Dresser Industries. He is a member of Olean - Bradford Chapter.
JUNE E. CAJACOB, Omaha, was named
vice president and controller, Mason
Co. of Omah a . . . . BRADFORD K.
M O R T z recently was promoted to plant
accounting manager at Sperry Vickers.
RICHARD J. JURICIC, Peoria, was
named business manager of the engine
division, and R.F. RIFFLE was named
controller of the industrial engine plant
MANAGEMENT ACCOUNTING /NOVEMBER 1978
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is

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

the skills and the experience to
review and improve your ad valorem
tax - control program. Give us a call to
help you "save your assets" at
property tax time.
Want to learn more? Any of our 17
local offices have detailed free
property tax information. For the one
nearest you, call any Area
Office — collect:
Los Angeles —(213) 624 -3661
St. Louis —(314) 621 -7025
Philadelphia —(215) 299.5700
mr Gdoert appears in this advemsement on oehatt of all shareholders and is in no way compensated. direetty or,inOirectty
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of Long Beach C ha p t e r .

me m b e r

DO N M. GIBS O N, S p ri ngf ie ld ,
be e n na me d s e c r e ta r y
S a v i ngs & Lo a n A s s n
be r

Mo.,ha s

ofG r e a t S o u t h e r n
He i s a me m-

....
C ha p t e r .

ofGreater Ozarks

DA VID

M. EN GLE,

Sp ri ngf ie ld , O hi o, i s

no w c o nt r o l l e r a t Spr ingf ie ld
P r o d u c t s . He i s a me mb e r

tral Ohio

Le a t he r

ofWest Cen-

C ha p t e r .

C HARLES

SC HUT ZE,

S t a mf o r d ,

C o n n. , i s n o w c o o r d i n a t o r

of fi na nc ia l

r e p o r t i ng

J.
and

c o ns o l i da t i ons ,

B a k e r s . He i s a me mb e r

Arnol d

of Connecticut

Gateway.
J O HN L. M UR A W S KI, S t . J o s e p h, M o . ,
ha s j o i ne d C a s e y M e y e r s Fo r d - M a z d a
a s a s s is ta nt c ont roll e r /off ic e ma n a ge r .

of St. Joseph Area

H e is a me m b e r
C ha p t e r .
SALLY

J.

GILBERT SON,

T a c o ma ,

First president of new San Angelo Area (Texas) Chapter, Ruth
Williamson displays charter presented by NAA President Clemens
Erdahl (r.) and Executive Director W. M. Young, Jr.

W a s h. , ha s b e e n na m e d d i r e c t o r , d a t a
ba s e a d mi n i s t r a t o r , W e y e r h a e u s e r

of Mt. Rainier

She is a membe r

Co.

Cha p -

te r.
FR AN K J . FIORIT T O,

Toledo,

na me d a s s i s t a nt c o ntr o l l e r

ha s b e e n

ofC e n t e r Su-

p e r M a r k e t s , Inc .

LASSIT ER, Wins ton - Sa le m,

J OHN

office m a n a g e r , D i z e A w ni n g & T e n t Co. He i s a
pa s t pr e s i d e nt of Piedmont Winston -Salem.

boro.

BILLY

W.

re c e nt l y wa s na me d b u s ine s s

Or g an i za t io n

Service
R. MART IN, Albany, ha s
e l e c t e d c ha i r ma n of t h e N a t i o n a l

W.

SCARBORO,

Piedmont- Greens-

C URT IS E . SHOOK,

Columbus.
Buffalo.
JESSE F. ST ONER, Lancaster.
FRANK C. T ARNEY, New York.
DOREN D . VEST , Washington,
MORRIS SPIVAC K,

RO B E R T M . FLA N A G AN , Upp e r Sa d d l e

DOUGLAS

Ri v e r ,

pa s t
na ti o na l v ic e p re s id e nt , p a s t p re s i d e nt of

been

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

pr e s id e nt

C o u nc i l o n G o v e r n me n t a l A c c o u n t i ng

PE T ER E. W ALHEIM ,

(NCGA).

WA LT E R G . W ILLIAM S ,

E me ri tus L if e As s oc i at e s

In Me mo ria m

N.J., wa s e l e c te d e xe c u ti v e v i c e
of W e s t e r n U ni o n C o r p . H e i s
c o nt r o l l e r of the c omp a ny a nd v i c e p r e s i d e nt a nd c o mp t r o l l e r of W e s t e r n Uni o n
T e l e gr a p h Co., the pr i nc i p a l s u bs i d ia r y .
Washington,

C A RL F. T EN NILLE,

ha s

Oakland County.
RODERIC G. COMPTON, Member -ata nc e Co. a s a s s is t a nt c o nt r ol l e r .
Large, New Zealand.
D. E . DAHLS T RO M, Muskegon.
C INDY BARONE, Waterbury, is n o w
vic e pr e s i de nt , a d mi ni s t r a t i o n, W a l s h
G.J. DRIVE R, J R . , Los Angeles.
C o m p u t i n g S e r v i c e . . . . SAMUEL R. ROLAN D A . EUB AN K, Birmingham.
WALT ER S. GASSNER, Florida West
PAULONE ha s be e n na me d c o nt r o l l e r ,
Ha m i l t o n B e a c h Div., Scovill Mfg. Co.
Central.
KA R L B. GILB ER T , Lehigh Valley.
LARRY G . BARRET T , Wichita, is n o w
J ULIAN G. HOF F MA NN , St. Louis, pa s t
a c c o u n t i ng ma na g e r of Ki n g V a n Li n e s ,
na t i o na l v i c e p r e s i d e nt , 1974 -75, S t u a r t
Inc . . . . J A M E S A . O LS O N w a s n a me d a
jo i ne d G o v e r n m e n t

p a r t ne r i n c ha r g e

of

E r ns t

&

of

t he W i c hi t a o f f i c e

Er nst . .. .

ED WA RD

E.

RIC HAR D i s c o nt r o l le r wit h Mi d A me r i c a M a r k i ng , In c .
ROBERT

H.

LANDER,

W i l m i n gt o n ,

M a s s . , ha s j o i ne d C o mp u gr a p hi c C o r p .
a s v i c e pr e s i d e nt

of

fina nc e .

HE LG A D . R US S E LL, W i l mi ngt o n, D e l . ,
ha s j o i n e d t he W i l mi ngt o n Ho u s i ng A u tho r i t y a s a s s i s ta nt d i r e c t o r f o r f i na nc e .
S he i s a me mb e r
te r.
64

of

J O HN M . Bo YT ON ,

E mp l o y e e s Ins u r -

t he

Delaware

Cha p -

FRANK

A.

Philadelphia.
Reading.

BOETT GER,

JAY

DURKEE ,

pa s t pr e s i d e nt ,

78, Brooklyn- Queens
1940. S t u a r t C a m e r o n

Mc Le o d S oc ie t y. ELA.
HA R O LD N . E N GE L, 56, Orange County, 1972.
R.C. HEAGEY, 84, Lancaster, 1942.
ELA.
HARRY F. JoPP, 79, Bridgeport, 1929.
ELA.

54, Miami, 1960.
75, Member -at-

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

E. M . LE A T H, J R . ,

III, Baltimore.
ST ILLMA N KUHN S, San Francisco.
REBECC A H. MA RLIN , Nashville.
PA UL A . MA Y , Chicago.
WALT ER B. MC F AR LAN D, Alameda
County - South.
ED W IN E. MEE KS, Memphis.
ED WA RD E . O LS EN , Memphis.
S. KE IT H RID D LE , Beaver Valley.
J O HN A . RITZ,Buffalo.
ED W AR D F. ROKOS, Chicago.
FRANK W. RoOP, Minneapolis Viking.

C A RL E . LINDQUIST ,

HE N RY A. KO E NIG ,

72, Wichita,

1942.

Eme r i t u s Li f e A s s o c i a t e .

Large, 1938. S C M S .

E LA .

ROBERT J . MALONEY,

55, Elmira Area,

1957.
RO NA LD

C.
mit, 1958.
OLIVER J.
1951. E L A .

ROBERTS,

45, Akron Sum-

SWART Z,

86, Lancaster,

HE R B E R T E . W ILD E ,

58, Elmira Area,

1952.
WALT ER

1952.

H.

WILLIAM S,

63, Trenton,

E LA .
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employment stability.
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

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 W hite Pages in key centers
throughout most of the English- speaking world.

ROME-RT "ALF
E
0 accounting, financial and edp personnel specialists
Albuquerque • Allentown • Atlanta • Baltim ore • Birm ingham
Boston
Buffalo • Chicago • Cinc innati
City of Commerce (CA) • Cleveland • Clifton, N.J.
Columbus
Dallas • Davenport • Dayton
Denver
Des Moines • Detroit
Fresno
Grand Rapids • Greensboro
Hartf ord • Hous to n • Indianap olis
Kansas City • Lanc as te r • L ong Is land Los Angeles • L ouisville
Me m phis • Miam i
Milwaukee
Minneapolis
Ne w Orle ans • New York
Omaha
Orange (CA) • Palo Alto • P hilad elp hia • Pho e nix • Pittsburgh
Po rtland
Providence
Sacramento
St. Louis • St. Paul • San Anto nio
San F ranc isco • San Jose • Seattle • Stamford, Ct. • T am p a
W ashington, D.C. • W ilm ing ton
Canad a: C algary • T oro nto • Vanc ouve r • Gre at B ritain: Lo nd on

