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TALKING TO THE BOSS
DO ACCOUNTANTS REALLY LIKE THEIR JOBS?
PUTTING TOGETHER A Z -B SYSTEM
WHEN TO LIQUIDATE SLOW- MOVING INVENTORY
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New 1979 National Accounting Salary Survey.
Phone for your FREE copy today.
Here's important good news for men and women at all levels
in the accounting and financial professions. The latest Source
Finance national survey indicates that, overall, accounting
salaries have increased over last year —in some categories by
as much as 13%.
This large and comprehensive 20 -page report was compiled
by Source Finance —the nation's largest non - franchised
recruiting firm devoted exclusively to the accounting and
financial professions.
The Salary Survey provides current data on all professional
position levels in both public and industrial accounting up to
and including Senior Partner and Chief Financial Officer.
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The Survey will let you determine if your current compensation
has kept pace with your job responsibilities. It also contains
vitally important career information including: how you can
assess your current position, strategies you can use to enhance
your long -range career development, when a job change
may be advisable, importance of remaining in the mainstream
of career development, and much more.
Phone for your FREE copy today, without cost or obligation.
It could lead to important and profitable new "breakthroughs"
for you in advancing your career

*Source Finance
The nation's largest non - franchised recruiting firm devoted exclusively to the
accounting and financial professions.
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For your free copy, simply phone the
Source Finance office nearest you.
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Atlanta
Mary Fierce, MBA
404:325.7000

fort Worth
John Catterton, CPA. %MBA
817 338 -4750

8 Segundo, CA
John Nelson. CPA -MBA
213!322-7300

Boston
Sandy Solmela. CPA 'MBA
617 432 -7850

Denver
Dick Masek, CPA
303 -571-4220

Irvine, CA
Bob Kyle, CPA'MBA
714;975 -0150

1

Wellesley, MA
Eric Anthony. CPA
617!235 -3020

Detroit
Joe Grossman, CPA
3131963- 7464

New Jersey /New York
Bob Lynch, CPA/MBA
201!494 -2060

1

Chicago
Ken Barkin, CPA MBA
312 372 -9192

Southfield, MI
Bob Luter, MBA
313 -352-8860

Palo Alto
Bob Mensik. CPA 'MBA
4151856 -1050

1

Dallas
Bob Hackett, CPA
2141696-1500

Los Angeles
Can Miller, CPA MBA
213;385-0333

San Francisco
Paul De Vore, CPA
415i956 -4740

If unable to call, write:
Source Finance Department A3
100 South Wacker Drive
Chicago, Illinois 60606

(When writing, please be sure
to use home address and
indicate position title.)
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thebestcostsless.
Introducing Stateline —
the Shaw - Walker
accounting systems
with new low prices.
For years you've been recommending Shaw - Walker manual
accounting systems to your
clients as the finest. Many of
them, however, have viewed
price as more important
thanofquality and ser- / 1 �
line
vice. Well, now
Shaw - Walker
offers all three
in a brand new

r 2 e-N
IN,

What we didn't change was Shaw Walker's quality and dependability.
Fast initial delivery. Error -free
forms. Prompt replacement
service. Not to mention our
capabilities at customizing
any system to your
clients' needs.
It all adds up—
the best now
•
costs less.
So feel free
to continue
recommending
Shaw - Walker. We
won't let you down.
And, if you need more
convincing, use the coupon
below, or look us up in
the Yellow Pages.

systems.

Stateline.
A slightly
modified
Shaw - Walker
product with a significantly reduced price.
Sometimes as much
as 40 0lo ! How?
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I don' t believe the figures.
Please send me more information.

I

We changed our working hardware,
trimming the size of the binder and
corresponding forms. We also
switched the binding from right to
left. All this makes for a new lower
price structure.
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Address
City
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State

Zip

Please mail to: SHAW - WALKER
5 Division St.
Muskegon , MI 49443
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SHAW
WALKER
Engineers of Inner Space
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How to Communicate with Management

12

By Jerry L. Ford
If you've ever had to tell your CEO why profits have taken a nosedive in the western
division, then you will appreciate the communication nuances that can make or break a
project —or a career,

Just How Satisfied Are Accountants with Their Jobs?

18

By Robert E. Seiler and Richard W. Sapp
More than 1,300 NAA members in a recent survey say they like their work, get along well
with colleagues and supervisors —but are not completely satisfied with promotion opportunities. Understandably, there also is some dissatisfaction with salaries, especially in the
West and Southwest.

Management Accounting and Motivation —the Relationship

22

By Frank Collins
The marriage between management accounting and the behavioral sciences was consummated some years ago. But in order for the relationship to make the maximum contribution
to the corporate bottom line, the management accountant must understand the basic
principles of motivational research, as well as the discipline of Pacioli.

Motivating Accountants

27

By Gary M. Meagher
Hygiene and motivation factors have a powerful impact on both the quality and quantity of
management accountants' work. Surveyed on the basis of Herzberg's Dual Factor theory,
a sample of financial managers and accountants demonstrate that motivation may be the
missing item in a corporate balance sheet.

Management
Accounting
Issues

How Florida Power & Light Installed Z -B Budgeting

31

By Benjamin L. Dady
Step by step, this company installed and implemented zero base budgeting. It is a complex
process that requires a commitment from top management, as well as hard work and
dedication from line managers. The results were worthwhile.

Evaluating the Write -Off of Slow- Moving Finished
Goods Inventory

35

By Peter Horodowich
What elements should be included when evaluating the write -off of finished goods inventory? Here is a method that weighs the factors of cost of capital, taxes, inflation and scrap
against the decision criteria of loss, cash flow, and working capital reduction.
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Making the Long -term Investment Decision

41

By Suk H. Kim
The long -term investment decision involves more than just ranking and selecting investment proposals. A functional capital budgeting system model based on empirical evidence
an d seco nd ary data is presented here.

Accounting

Opinion No. 29: A New Valuation Method

and
Reporting

By Eugene A. Imhoff, Jr. and Paul A. Jarnell

E v ol vi n g
Issue

Determining the Appropriate Discount Rate for Private,
Not - for - Profit Organizations

50

Some look at APB No. 29 as an extension of fair value accounting. However, there are
valid argum ents to su ppo rt the belief that the opinion is too subjective and inconsistent
with generally accepted accounting principles and procedures.

54

By Michael C. Walker
Determining the appropriate discount rate for private, not - for - profit firms is difficult, because they are, in a sense, hybrids. They resemble governmental entities but lack their
power to control revenues by taxation. They resemble for - profit firms but lack the capital
structure vital for corporate enterprise.

Departments

Data Sheet items of interest for the businessman
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Management Accounting Practices FASB on inflation accounting
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Letters to the editor
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Institute of Management Accounting CMA program review

59

People in the News all about members and other financial executives
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In the Library brief reviews of new publications
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PRESIDENT'S PERSPECTIVE

The Art of Motivation
Motivation, like accounting, is an art, and as in accounting there are
certain tested principles that should be applied in any particular work
environment. A series of articles in this issue discuss motivation as
applied to management accountants.
How do you motivate people to do their
jobs better? How do you measure the
effectiveness of your motivation efforts?
Psychologists have identified numerous
factors that lead to job satisfaction and improve motivation. Such characteristics as
environment, supervision, participation,
and salaries —all play their part in motivating employees.
Our Association conducts one of the
most successful motivation programs in the
volunteer association field. We use the excitement of competition to motivate members to write manuscripts, speak before community groups, and plan
and hold local technical meetings. The incentives built into the inter chapter competition program are designed as a form of reinforcement:
the better a chapter and its members do, the more funds they get to
continue their work.
It is impossible to quantify the results of our programs, How much
benefit have members actually obtained from working in a volunteer
group with their peers? More often than not, the benefits are serendipitous in nature. That is, members, like the Princes of Serendip, have
discovered something useful for their careers or companies that they
had not even been seeking.
Motivating employees in a profit- making organization may take a
little more doing than is necessary for individuals who are sufficiently
self- motivated to join NAA in the first place. In a corporation with its
profit imperatives, however, a system that emphasizes motivation can
make a valuable contribution. And motivated management accountants, because of their positions, can have a far - reaching impact.
The management accountant, after all, has his thumb on the pulse
of the corporation. He often senses the first signs of trouble, and if he
is encouraged to report even minor troubling variances to management, problems can be analyzed and solved before they become crises. If the system encourages such participation with advancement
opportunities and salary incentives, then motivation will continue to be
a positive factor.
Similar opportunities also exist for management accountants outside
corporations. Participation in the process of helping their organization
reach its goals should be a great motivator for them.
Such programs for all organizations are even more important today
in light of the inflation and declining productivity of the American economy because the right motivation factors can lead to greater productivity and a higher standard of living for all of us.

CLEMENS A. ERDAHL
President, 1978 -79
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pares to rates more than three times as high in
the Netherlands (7.9 %) and Japan (7.5 %), The
output per man -hour of U.S. manufacturers has
increased each year since 1969 — except for a
drop in 1974 —but American manufacturers
have steadily lost ground to most major competitor nations.

Worldwide CPA Firm Mergers

No Basis for Establishing
Audit Committees Says AICPA
There is no reasonable basis for the AICPA to
establish a requirement for audit committees,
concluded the Institute's Special Committee on
Audit Committees. Although the AICPA supports the concept of audit committees, it was
advised by the committee not to get involved in
issues of corporate governance. If the Institute
did require that companies establish audit committees of their boards of directors as a condition of an audit by an independent public accountant, in the absence of a reasonable foundation for such a requirement the action might
"expose the AICPA and its members to a risk
that established antitrust principles would be violated." The Committee adds: "We agree that
audit committees can assist the auditor, but we
are convinced that a requirement for audit committees is not necessary for auditor independence."

Wage -Price Controls Coming?
If you're confused by the wage -price guidelines,
you're not alone. Some of the big CPA firms are
holding seminars to review guidelines for corporate executives. At least one firm suggests
that companies should review their experiences in resolving problems during the Nixon
Administration's wage -price freeze. It seems
the most difficult part of the voluntary program
is getting the numbers, according to the comments of some corporate executives at one Big
8 seminar. Look for mandatory wage -price controls eventually, the participants were warned.

Productivity Lags in U.S.
Productivity in U.S. manufacturing, as measured by output per man -hour, increased by
only 2.4% annually from 1967 to 1977, according to the Tax Foundation. This figure comMANAGEMENT ACCOUNTING /MARCH 1979

Ernst & Ernst is joining with numerous other accounting firms around the world to form a new
international organization called Ernst & Whin ney International. The new firm will have 304
offices in 71 countries with more than 14,000
employees, and annual revenues of more than
$500 million. ... A Wall Street Journal story
says several major European accounting firms
are discussing a federation that would be one
of the largest in the world. Main Lafrentz & Co.
is said to be among those interested in joining
the discussions.

Business /Accounting Briefs
Robert W. Moore has been named president of
the Financial Executives Institute, succeeding
Charles C. Hornbostel. He is an NAA member,
affiliated with Pittsburgh Chapter.... Joseph P.
Cummings has been elected chairman of the
board of AICPA. He is deputy senior partner
and chairman of international relations for Peat,
Marwick, Mitchell & Co. . . . Robert L. Richmond has been named executive vice president of the Institute of Internal Auditors.... In a
recent report on federal paperwork, the General Accounting Office estimates that the total
annual business burden imposed by federal reporting requirements consumes 69 million
hours costing business more than $1 billion
yearly. . . . Demand for finance executives
dropped 9% in the second half as compared to
the first half of 1978, according to Heidrick and
Struggles, executive search consultants. There
is an emphasis on strategic planning skills in all
functional areas as companies foresee uncertain economic conditions. Robert Half Inc.,
says companies increasingly are taking a leaf
from professional sports and offering up -front
cash bonuses as an incentive to prospective
employees. The financial and data processing
personnel organization says employers gave
9% more financial executives and 24% more
data processing executives "sign -on" bonuses
in 1978 than in 1977. Most of the bonuses,
which averaged from 10% to 25% of a year's
salary, involved positions where relocation was
required.

Louis Bisgay, Editor

FASB Calls for Inflation Accounting
Disclosures
The Financial Accounting Standards Board has
released for public comment an exposure draft
of a proposed Statement of Financial Accounting Standards, Financial Reporting and Changing Prices. It would become effective for fiscal
years ending on or after December 25, 1979.
The proposed standard, which would be applicable to certain large, publicly -held enterprises,
would require supplementary income statements computed on one of two bases — current
cost or constant dollars (general price level).
No changes would be made in the basic financial statements. If the current cost alternative is
selected, disclosure must be made of certain
information relating to holding gains or losses
on inventories and plant assets. Regardless of
the method chosen, the reporting company
would be required to disclose the price level
gain or loss from holding net monetary items.
The supplementary income calculations under
either approach would be carried down to the
level of "income from continuing operations."
Those enterprises exempt from the provisions of the proposed standard are nonpublic
enterprises; publicly -held firms that have (a)
property, plant, equipment and inventories totaling less than $125 million and (b) total assets
of less than $1 billion; and publicly -held non U.S. enterprises that prepare their basic financial statements in a currency other than the
U.S. dollar. Board Chairman Donald J. Kirk said
that the requirements are targeted only at the
largest U.S. companies because "they are
more likely to have the necessary systems for
preparing the required information and many
are already developing it for other purposes."
There are similarities between the current cost
information called for in the proposed statement and the replacement cost data requirements of the Securities & Exchange Commis6

a

Management
Accounting
Practices

sion's ASR No. 190, but they also differ:
* ASR No. 190 calls for information not suitable for integration into a computation of income; the FASB proposal would require a computation of income from continuing operations.
• ASR No. 190 focuses on assets that would
replace those owned; FASB's proposal emphasizes measurement of the assets owned.
This proposed statement, unlike ASR No.
190, requires some specific disclosures of the
effects of changes in the general price level.
0 The SEC rule requires companies to disclose
the detailed information in the annual Form 10K but not in annual reports to shareholders. It
has been reported that the SEC is considering
the possibility of allowing the proposed requirements to replace those of ASR No. 190. Although a public hearing has been held on measuring elements of financial statements, the
FASB may decide to hold another one in connection with this exposure draft if such a need
is demonstrated by comments on the draft.
NAA members should participate fully in this
important project. Copies of the exposure draft
may be obtained from the FASB, High Ridge
Park, Stamford, CT 06905. The MAP Committee would be interested in seeing copies of
comments submitted to the Standards Board.

MAP Committee Responds to FASB
In recent comments on proposed statements,
the Management Accounting Practices Committee, expressed agreement with Lessee's
Use of the Interest Rate Implicit in the Lease. If
adopted as proposed, the amendment of FAS
No. 13 would provide that, in computing the
present value of the minimum lease payments
to determine whether a lease should be classified as a capital lease under Statement No. 13,
the lessee should use an estimate of the interest rate implicit in the lease if the lease is not
otherwise classified as a capital lease by Statement No. 13 and if information is available to
support a reasonable estimate of that rate.
In a letter regarding Suspension of Certain
Accounting Requirements for Oil and Gas Producing Companies, the MAP Committee said
that "while we continue to be displeased with
the reasons necessitating an amendment of
Statement No. 19, we can appreciate the practical considerations involved and we agree with
the Board's choice among the alternatives considered in dealing with the problem created by
the Commission's ruling." The ruling referred to
is the SEC's ASR No. 253, which effectively
overturned FAS No. 19 by authorizing both the
successful efforts and full cost methods until a
Continued on page 58
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LetterS

TO THE EDITOR

Needs Further Discussion
Mr. Benedik's article "Macroeconomics: The Merging Influence on Accounting" (July '78) raises some serious issues
that need further discussion.
His definition of macroeconomics as
"the use of accounting to explain the
national economy" is insufficient in
light of today's diverse environment.
According to the Association of Program and Budget Analysts, macroeconomics is "The study of the total aggregate performance of an economy." We
can see that the latter definition emphasizes study, not explanation. Trying to
explain the economy is something economists —let alone accountants —have
problems doing. Just note the recent
multiple solutions to the inflation problem.
The article's overall emphasis appears

to be that accounting should reflect national economic policies. As pointed out
in the article, rarely are national economic policies singular. Furthermore, if
accountants change reporting requirements to reflect national policy, what
happens to comparability and consistency in reporting?
Someone once said that you could put
all the economists in the world end to
end and they still would not reach a
conclusion. Do we want the same to be
said of accountants?
Thomas M. Ruple
Bethesda, Md.

Upgrade the Controller
The article written by William H. Hernandez, "Is the Controller An Endangered Species" (Aug. '78), is one that

grabs the reader's attention. Mr. Her nandez's concluding remarks that, ".. .
there appears sufficient evidence to forecast the demise of the corporate controller as we know him" are enough to
make those of us who have worked hard
to upgrade the position of the corporate
controller shake our heads in disbelief.
Mr. Hernandez states that, "... the
potential risks resulting from imposed
requirements of financial reporting have
virtually destroyed the concept that accounting begins with the premise that
management's needs come first." Although, for many years, the increased
demands for governmental reports, disclosure to stockholders, tax reporting,
and the demands of regulatory agencies
and financing have increasingly occupied more of the controller's time and
detracted from his attention to manage -

Continued on page 9

CONSULTANTS
REFERENCE GUIDE
to Digital
Digital's new 6- volume Consultants Reference
Price of the 6- volume set is $250. An optional
Guide is a must for anyone wanting to know anyUpdate Service is available for an additional $125
thing about our products, procedures or policies.
per year.
Developed specifically for consultants, the Guide
To order, send a purchase order, money order or
is organized by product and market. Each binder is
check, to: Digital Equipment Corporation, Cotton
color -keyed for fast referencing. Each volume is
Road, Nashua, N.H. 03060, Attn: Accessories and
amply fortified with charts, illustrations and
Supplies. MA39
photographs.
Volume 1— corporate history, current terms and
conditions, sales and service locations
Volumes 2 and 2a— software, hardware, peripherals
and services
Volume 3— products for commercial markets
Volume 4— products for technical markets
Volume 5— products for OEMs

M1110mo
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CMA
REVIEW

COMMENT

The Global Role of Management Accounting

edited by
GRANT W. NEWTON
It's the first com prehen sive, self -contained review for th e Certificate in
Mana gem en t Acco u n tin g ex am ever
publish ed ! Ord er single vo lu mes o r th e
entire set to save time and m on ey p reparing for the June exam.
Mail th is coup on today with your ch eck
or money order.

❑

Volume 1
Economics an d Business Finance.
$14.95

❑

Volume 2
Organization and Beh avior, Including Ethical Considerations. $11.95

❑

Volume 3
Public Reporting Standards and Auditing. $14.95

❑

Volume 4
Perio dic Repo rting for In ternal and
External Purposes. $14.95

❑

Volume 5

❑

Volume 6

❑

All 6 Volumes

Decision Analysis, Including Modeling and Information Systems. $15.95
Taxes (updated annually). $11.95
(approx. 200pps. each). $75.00

Name
Address
City

State

Zip

Add 25C per volume handling, plus sales tax where
applicable.
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Har`pef&gWw
Su ite ] D
Ten East 53d Street
New York, New York 10022

1
1
1
;

1
1
1 PRICES SUBJECT TO CHANGE WITHOUT
Prices quoted by Harper £> Row are
1 NOTICE.
listprices only and in no uny reflect the
1 suggested
prices at which these books may be sold by 1
suppliers
other
than Harper 6 Row.
1
1

"Accounting itself cannot feed the hungry or cure the sick or bring
enlightenment to the illiterate. Yet, it has a part to play in all of these
advances. Wherever scarce resources need to be economized, there
is work for the accountant to do; and the scarcer the resources are,
the more important it is that they should not be misdirected or misappropriated."
These thoughts are taken from the foreword of an interesting study
recently published by the American Accounting Assn., titled Accounting Education and the Third World. Written by David Solomons, the
1977 -78 president of the AAA, they capsule the philosophy that permeates this well- written, thought - provoking report.
The study was undertaken to evaluate the contribution that accounting has made to a number of developing economies and to see in what
respects accounting education has fallen short in the third world. The
study was coordinated by the Committee on International Accounting
Operations and Education, whose chairman is Adolph J. H. Enthoven,
an NAA member.
It focuses on the state of accounting education in five countries:
Egypt, Malaysia, Mexico, Pakistan, and Tanzania. There is a great gulf
between the level of accounting education in these countries and that
of the more advanced countries. What is needed is a massive transfer
of accounting knowledge from the developed Western countries to the
underdeveloped countries. The study makes a number of recommendations as to how such a transfer can be carried out.
This AAA report spurs two observations. Our own Association in a
small way has been used as a vehicle for carrying out this transfer for
a number of years. Articles and research reports have been translated
into many languages throughout the world. Moreover, MANAGEMENT
AccoUNTING is sent to international libraries on a routine basis.
The second point is that the report, happily, does seem to recognize
the paramount importance of management accounting to developing
economies. It alludes to the gap between practice and theory in the
U.S., so the committee seems well aware of the pitfall of introducing
accounting knowledge with little relation to practice. Any such program, then, should incorporate management accounting knowledge as
it is actually applied today in thousands of corporations and nonprofit
organizations.
Accounting can and does make a difference, an unspoken thematic
thread that runs through this issue on motivation (see page 12) —and
every issue. Management accountants can be relegated to the routine
tasks of footing and cross - footing —or can be motivated to make a
creative, profit - producing input to the ongoing business. In the macroeconomics of third world countries, this kind of contribution is even
more valuable.
MANAGEMENTACCOUNTING/MARCH
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LETTERS
Continued from page 7
ment's needs, it shall always be my firm
conviction that management's needs
must come first. To think that these
other detractions should spell the demise of the controller is indeed shocking
to read, especially in a professional publication.
There is certainly no question that external reporting is highly technical and
requires the skill of the best professional
personnel we can muster to the accounting profession, but. for the controller to
let technical personnel, whether they be
CPAs, lawyers, or financial wizards, assume a position of greater importance
than the primary objective of the business itself is truly the tail wagging the
dog.
Are we at the point of throwing in the
towel and saying, "We shall work first
for the governmental bureaucracy while
remaining on the corporate payroll, and
if there is time left, we'll spend some
time helping management or perhaps
delegating this responsibility to clerks
who once were called controllers ?" I
think not.
Technicians are necessary in a complex society, but not a substitute for basic management. I suggest to Mr. Hernandez that the concept of the corporate controller needs to be upgraded to
a Vice President of Internal and External Reporting and Planning, but he
should by no means be replaced by professional technicians who put management's needs secondary to the external
pressures of regulatory agencies.
Carl Steward
Controller
Farm Labor Contractor Services
Lake Alfred, Fla.
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We never qu it .. .
we always get fired.
That's good for you, and
it makes us happy tool
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
... Q(IICKLY.
You want them to be slightly over - qualified so your people
won't have to s pend th eir val uable ti me expl aining what is
need ed.
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.

I enjoyed "The Management Accountant Looks at EPS vs. ROL Conflict in
Measuring Performance" by Albert
Burger and Stuart Webster (Aug. '78). I
agree with the authors' premise that
management must place more emphasis
on ROL
R01's cause can be furthered by the
widespread acceptance of the efficient
Continued on page 58
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How to Communicate
with Management
A good management accountant must not only be able to work with
figures, he also must be able to "talk figures" so that management
will get the message loud and clear, the first time.

By Jerry L. Ford

Jerry L. Ford is vice
president and
controller of Ship 'N
Shore, a subsidiary of
General Mills, Inc. A
CPA, he has a B.S.
degree in accounting
from Indiana University
and holds a Certificate
in Management
Accounting. He
submitted this article
through the
Minneapolis Viking
Chapter, of which he is
past president.
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How do you think a management accountant
should communicate with management? One of
the best answers might be, "Carefully." Although
it would require a book to cover adequately a
topic like communicating with management, let's
take a look at some of the key points relating to
communications.
Communications can be defined as the exchange of information with others. It's important
to remember that managers communicate in different ways. You must know your management
and understand what he or she expects from communications. Do you ever have trouble talking
with your boss? If so, possibly it's due to poor
communications and the boss either isn't listening
or is not receiving the intended message. It is quite
normal for a person who feels that communications are bad to blame the other person rather
than stopping to analyze the problem. The more
effective you are at communicating, the more effective you can be at your work, particularly in
areas of planning, directing, and controlling.
Consider the persons who you're communicating with before you decide what media to use.
Consider their personal makeup, that is, how do
they react to things. Does it make any difference
whether you're there face -to -face with the person
or group? If so, that may indicate the type of media to use. When a group is involved, remember
that it also has certain characteristics like an indi-

vidual. Is it a friendly group? Is it a hostile group?
Is it the type of group with which you can be
honest and present straightforward information,
or is it a group that you have to persuade? Whatever the characteristics of the groups, the media
used may determine whether or not your message
is received.
Why a Project Failed
Consider addressing the personal interest of
those affected. Quite often people are concerned
about whether they will be personally affected, as
well as how the organization will be affected. For
example, if you're working with a major contract
or capital project and there's a favorable payout,
would this have an eventual favorable payback to
the management involved?
Keep your audience's personal interests in mind
as you prepare to communicate. Think about the
person or group at the other end of the communication stream. What are their management styles?
What are their special interests? How do they like
to operate? How do they think? What makes them
tick? What is their technical level? What turns
them on? Who is their boss? Who sets policy in
the company? Are they good listeners? What is
your intended role? Most important, what message do you want to get across to the receiver?
Here's an example of a communication snafu.
A project request was prepared for a new computer costing $50,000 and the justification included
improved inventory turnover, reduced inventory
MANAGEMENT ACCOUNTING/ MARCH 1979

loss, improved management information, etc.,
over the next eight years. The payout was estimated to be the greatest in years 3 -8 due to systems
development actions in years 1 and 2.
Result— Project was rejected by the subsidiary
president without comment. Why —Proposal
failed to cover numerous benefits in the early
years regarding critical financial and production
systems. Also, the president did not want to have
a $50,000 front -end charge since he was in the last
two years of a performance contract.
What happened —The proposal failed to address and communicate critical conditions in a
"realistic" manner that could be accepted by management. Also, short -term benefits were ignored
in the proposal.
It's important to determine whether the communication is going to your peers, to upper management, to subordinates, financial people, nonfinancial people, or EDP people. Each one of these
receivers requires slightly different forms of communication. Quite often if you're speaking to subordinates, you're giving many directives and answering many questions. On the other hand, if
you're communicating upward in the organization, you're often presenting information or answering questions. Upward discussions are usually
more formal than if you were communicating
downward in the organization. Also, bosses often
say "No" when subordinates fail to recognize or
adjust to their management style, react rather
than anticipate, and are unwilling or unable to
help the boss sell his boss.
The last point is very important —help the boss
sell the boss. In other words, look ahead two levels when trying to determine the style and form of
communication because if your boss can sell his

boss, you will be more effective in communicating
your ideas. I try to follow a personal rule that I
established for myself a few years back. It is that
every communication should be prepared with the
anticipation that it might end up in front of the
chief executive officer.
Think before you start! Think through what
you want to accomplish before you begin to communicate. Decide whether you're trying to sell
your idea, trying to get information, trying to prepare for something in the future, or just having a
general conversation to lay foundations for future
discussions. It's important that you know exactly
what your objective is and know exactly where
you are as you proceed through the communication. If you have to give your boss a bad financial
report, be sure you think it through before you
start, so that it's not only the end result that is
communicated but also the reasons why and the
background for such bad financial news.
On the other hand, if the financial news is good,
there might be important points that you want to
communicate effectively so that the boss understands these as well as the final good news number. Try to predict what the boss will say if you
give him bad news. This may have an effect on
how you present it. Try to find a way to get playback in order that you may know whether or not
the message got through. You may want to ask
direct questions or request a response.
How might you respond to an angry reaction?
Be prepared and have available supporting data
and reasons that explain the situation. Don't
counterattack immediately. Try to allow a cooling- down period, whether it is a few minutes or a
day. Try to add additional facts if it's appropriate
to do so. Be sure the situation is understood. Quite
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Prepare every
communication
as if it might end
up on the CEO's
desk.
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often a response to an angry reaction may not be
necessary or appropriate. In many cases it is better to leave the anger alone because of the risk of
being misunderstood. The degree of anger may often dictate the type of responses that are in order.
You should try to predict how people will react
to certain situations. If you know a particular
manager loves to "kill the bringer of bad news,"
then you should be prepared. In this case you
must be well - prepared and present the situation in
a manner that will minimize the risk. In some cases it may be necessary to over - prepare and present
views expressed by others, as well as backup data,
causes, and available alternatives.

company, you should consider formalizing formats for particular situations. It's important to
recognize, however, that the format is not as important as the content of the written material.
Here is an example of a good letter which led to a
future meeting to cover additional details before
hiring an analyst.

TO:
FROM:
SUBJECT:

Ways to Communicate
Have you ever stopped to think of how many
ways there are to exchange information or communicate with others? Quite often we use the medium of communication that is most comfortable.
In other words, we are creatures of habit and
whatever communications habits we have, we
continue using them while communicating with
management. Some methods or media for communications are discussions— individual and
group, presentations, written documents, electronic media, printed material, visuals, environment,
and personal example.
It's important to recognize that the word discussion means exactly that, to discuss. In other
words, it does not mean one -way conversations.
The intention of a discussion is to give and take
information in both directions, and, therefore, it is
important to establish the purpose of the meeting
and the intended agenda before the meeting starts.
This advance planning will allow participants to
organize their thoughts and do necessary research. Good preparation has a very positive effect
on the quality of the discussion.
Presentations might be in the form of giving a
formal talk to managers in which you report on
an area that you have researched. It also includes
presenting a project, presenting budgets or plans,
or responding to a question asked at a prior meeting or addressed to you in a formal request. Each
presentation may have a different format. Some
will be formal and others informal; some are detailed, others more general. Some are for presenting information and others for presenting
thoughts to stimulate later discussion and action.
If you're making the presentation, be thorough,
concise, complete, and well - prepared.
We're all very familiar with written media but
quite often we overlook some ofthe important vehicles, such as memos, letters, reports, proposals,
policies and procedures. Before deciding on the
words, it's important to determine the style or format of the written document. Quite often a company has its own format for memos, letters, approvals and reports. Ifthis is not the case in your

JOE JOHNSON
TOM SMITH DATE: 11/20/78
HIR ING NEW FINANCIAL
ANALYST
I agree with your proposal to
add a new financial analyst, but
we have some additional considerations to cover before action is
taken.
TS /sk

This is an example of a bad letter because the
analyst was hired even though the intention of the
letter was just to get rolling on details.

TO:
FROM:
SUBJECT:

JOE JOHNSON
TOM SMITH DATE: 11/20/78
HIRING NEW FINANCIAL
ANALYST
I am very impressed with your
proposal to add a new financial
analyst to your staff. I see no
problem and we should get
things rolling.
TS /sk

Internal controls can be improved by appropriate use of well- written documents. Good internal
controls foster good communications. These controls help management to know that certain control points will cause upward communications.
Such controls usually include limitations, exception reports, and request for approval. Audit reports also fall into this category.
Control points often require a financial manager to communicate directly to top management.
This often happens when audit committees and
task forces are in place. Whether we recognize it
or not, the following control documents are written communications with management: new product approvals, capital project approvals, payroll
change authorizations, budgets and long -range
plans, and financial statements.
We often forget about the many mechanical or
electronic methods available to us. They include
such media as television and radio, videotape, audio cassettes, slides, movies, telecommunications,
and other systems under development.
MANAGEMENT ACCOUNTING /MARCH 1979
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It's important to recognize these potential areas
when dealing with management because by using
the appropriate medium depending upon the circumstances we can improve the effectiveness of
communications. Videotape systems, for example,
allow us to record a particular situation and take
it to management rather than ask a group of managers or an individual to travel to a specific location. Telephones featuring a television picture of
the persons communicating are featured in the latest communication innovation. By using the wire
service or satellite transmission, people in various
parts of the world can be brought together without any one of the parties requiring transportation
to get to the meeting.
There are many forms of printed media such as
internal house publications, brochures, newspapers, magazines, special forms, and newsletters.
This method usually is used where a routine communication tool is necessary. This method is not
an effective tool to use for communicating with
management.
Smell, taste and touch —the normal senses
available�to�each�of�us�—are�often�overlooked�as
communications media. These senses sometimes,
however, affect interpersonal communications for
better or worse. There are many common visuals
used in communicating to management including
charts, photographs, drawings, mockups, models,
samples, and pictures. Quite often a picture or a
chart can capsule a thousand words in a glance.
A messy meeting roost or office may communicate sloppy preparation for a presentation even if
it has nothing to do with the situation. An unworkable microphone shows lack of preparation
and may cause important details to be missed by
the audience. A very hot or cold room is distractMANAGEMENT ACCOUNTING/ MARCH 1979
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ing. The hidden message is that you have little
concern for your people and, as a result, they may
miss the message while they're thinking about
work conditions. Papers spread around an office
or department may not inspire the boss' confidence when he is discussing confidential reports or
data.
Personal example is one communication method most often overlooked and yet it is broadcasting signals day -in and day -out. Whatever we do
can be observed by somebody and cannot be
changed by saying a few words. Therefore, the
more ouj communication and personal example fit
together, the better we will be able to communicate to management as well as to others.
Communications in the Real World
Have you ever thought about the meaning or
mis- meaning of words when a financial person
speaks to nonfinancial management? Someone
once said, "words don't mean, people mean." We
should think through our words before we mislead someone, Here are a few examples of words
that may have a different meaning to nonfinancial
management:
1. Draft
2. Credit
3. Conservative
4. Acid test
5. Sampling
6. Benefit
7. GAAP

8. Capital
9. Certified
10. Balance
11. Write -off
12. Control
13. Standard
14. Opinion

Stop and think about some of these words. For
example,�the�first�word,�draft�—a�financial�person
will think of a negotiable instrument; a nonfinan15

Words to the Wise
for the Careful Communicator

Your personal
example is a

form of
communication,
too.

1. If you communicate significant variances, explain the variances.
2. KISS or "Keep it Simple, Stupid."
3. Listen to others as you would like them
to listen to you.
4. Remember that "feedback" is critical
and it should run in both directions.
5. Try to eliminate surprises.
6. Think before you open your mouth.
7. In a meeting, the mind cannot absorb
more than the seat can endure.
8. Don't present what you can't interpret.
9. Supply only enough information and
data to support your point or accomplish your purpose.
10. Get to the "point" as soon as possible.
11. Use summary information whenever it
is appropriate to do so.
12. Neatness is important.
13. Present the complete picture.
14. Concentrate on the important matters.
15. Do not conduct an accounting course
when presenting financial concepts.
16. Organization assists presentation.
17. The team of the controller and general
manager is like the doctor who diagnoses an ailment and the surgeon who
corrects the ailment. The controller diagnoses the company ailment and the
general manager sees that it is corrected.
18. "Role playing" is found in every company. Take this into account when communicating to management.
19. Your feet may be held to the fire when
you complete your report, so be careful
and complete.
20. Find the areas of management concentration and be aware of these in every
communication.
21. Give only the amount of information
that can be digested in the time available
for digestion.
22. Remember: anything that can be misunderstood will be misunderstood.
23. Your timing may hinder your communication abilities —be aware.

cial person may think of it as the first writing of a
paper that is yet to be revised. That is not necessarily a problem as long as it's addressed properly.
It just means that we need to be aware of the basic
background of the person that we're addressing.
If the person does not have a financial background, try to put the communication in nontech16

nical terms. On the other hand, if you're talking to
another financial person with a similar background, use appropriate technical terms.
In recent years, communications in the office
have been complicated by computers. It's easy to
pick on EDP people but this is an obvious place to
look for "funny" words that are often used in
communicating with management. Words and
symbols such as:
1.
2.
3.
4.
5.
6.

Bit
Byte
K
Nanosecond
BCD
DCP

7. CPU

Unit of information
6 or 8 bits
2 to the power of 10 or 1,024
Billionth of a second
Binary Coded Decimal
Data Communications Processor
Central Processing Unit

are used all of the time around a computer shop
but don't let them flow into management briefings
unless you explain them first. A sentence buried in
a project request for new computer hardware
read: "This new system will provide the user with
a synchronized incremental capability through an
integrated reciprocal hardware CPU concept."
When asked to explain, the person presenting the
request just said to ignore it because it really
didn't mean much!
You are the controller faced with this situation.
Certain critical month -end accounting reports
from the EDP department are due in your department by the third work day. These reports are to
be analyzed and summarized for distribution to
top management by the morning of the fourth
work day. It is now the fourth work day (noon)
and the management has asked you where the reports are. You indicate that you will get back to
them in 15 minutes with an answer. You ask the
operations manager, "Why are my reports late?
When will I get them ?"
Answer:
"Well, the data communications transmission
from WCA got screwed up. We think it was in the
Async Adaptor in the DCP cluster that was dropping control bits; actually only bit 39 in word 2
and then not all the time. The system engineer
and a Bell Telephone man are doing PM on the
Communications Network Controller now; it
shouldn't be but another hour. Actually, we didn't
know we had a problem last night until after your
reports were run and we noticed a bad translation
of BCD to EBCDIC from the disk control unit;
this was producing hexadecimal codes in your reports. While we were recovering your data base,
the CPU hung with memory parity and the IOP
powered down. After we got that fixed, we reloaded your backup tapes and reprocessed last week's
data. In the meantime, the MCP blew up with
invalid address and integer overflows which we
MANAGEMENT ACCOUNTING /MARCH 1979

think was the cause of the data corruption on the
HPT files. Don't worry, we will use Super Zap
and fix certain pack segments in no time at all.
Alter we get up, and if we don't have too many
thrashing problems, we should have your reports
this afternoon; if not, tomorrow for sure. You
know, if you would instruct your controller's department terminal operators to keep their hands
off the DAA and 202 modems on the DP 1100's,
we might not experience as many block check
transmission re -trys and message queuing overflows to main memory, especially with only 16
KB local memory in the DCP. "
Real answers (what you had better tell your boss):
"Computer operations has experienced some
hardware problems causing a delay in processing
our reports. The problems should be resolved today, and if so, you can expect your reports tomorrow morning."

that nothing can be done.
3. A group that succeeds in getting something
done when, and only when, it consists of three
members, one of whom happens to be sick and
another absent.
In the conduct of a meeting, it's very important
to begin on time, and wherever possible, follow
the intended agenda. Be sure to allot enough time
for the important subjects, encourage participation from everyone, and try not to allow any one
person to dominate the meeting. Get playback
from those at the meeting to check the understanding of what is presented and what is dis-
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Letters to Man agem en t
Most man agers need to im p ro ve th eir letter writing skills. Here are a few p o in ts:
aMw

1. Only one o bjective p er letter.
2. In the first sen ten ce, state what y o u want do n e
or�explain�the�essen ce�o f�the�letter�—�details�can
com e later.

3. Write�as�you�would�talk�—avoid�using�abnormal expressions.
4. One syllable words should be used about three fourths of the time.
S. A sentence should not be more than approximately 17 words long.
6. Whenever possible, one page is enough.
7. Strong endings are good- -e.g., requests for action or return information.
8. Eye appeal is important — make it look good.
9. Copies are important�—send copies only to
those who should receive them.
Is This Meeting Necessary?
The first thing to do is to determine if the meeting is necessary. Never try to accomplish in a
group meeting what one or two individuals can
accomplish outside the meeting. Be sure to set the
objectives and ask yourself what you want those
attending to get out of the meeting. Be careful
when you decide who should attend. Tailor the
meeting arrangements to suit those attending. Remember that most managers have their share of
meetings to attend so invite only those who need
to attend. Don't organize a committee to solve
each problem encountered . Remember the classic
definitions of a committee:
1. The unfit chosen from the unwilling by the incompetent to do the unnecessary.
2. A group of people who, individually, can do
nothing, but collectively can meet and decide
MANAGEMENT ACCOUNTING /MARCH 1979
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cussed, and give playback to those in the meeting
so that they may understand more thoroughly
some of the points they are vague about. Keep the
meeting zeroed in on the subjects of interest to all
in the group. If necessary, consider separating the
group or dismissing certain parties.
If there is a predetermined meeting cut -off time,
meet that deadline, otherwise attendees will have
problems in scheduling their other obligations and
will begin to not pay attention as the end of the
meeting time draws near. It's also very important
when you have discussions to determine what the
optimum size of a good discussion group is. Some
studies recommend three to five people; others,
seven to ten.
Practice, Practice, Practice
How can we improve our communications? We
can all take a communications course and listen to
a professor talk about the methods of communications and the technical ways of getting a message
across. When you get right down to it, however,
the only way to improve in communications is to
practice. When you practice, try to change your
ways of communicating. Try a new method, or at
Continued on page 30
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Just How Satisfied Are
Accountants with Their Jobs?
Satisfaction on the job is a primary concern of every individual.
Although they have some complaints about their lot, accountants
appear to be somewhat more satisfied with their work than are
employees in general.

By Robert E. Seiler and Richard W. Sapp

Robert E. Seiler is a
professor of accounting
at the University of
Houston. He holds a
Ph.D. degree from the
University of Alabama,
and is a CPA in Texas.
A former editor for The
Internal Auditor, Dr.
Seiler has also written
a number of books and
articles.

Richard W. Sapp is an
assistant professor of
accounting at Portland
State University,
Portland, Oregon. He
holds a Ph.D. degree
from the University of
Houston. A CPA in
Texas, he is a member
of the Portland Willamette Chapter.
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A high level of job satisfaction is a goal toward
which both employee and employer strive. To the
employee, his total existence is more pleasant,
agreeable, and fulfilling when he has a high degree
of satisfaction with his work. Furthermore, both
physical and mental health have been shown to be
directly related to job satisfaction.' With more
than just idle curiosity, we often wonder if our
satisfaction, or dissatisfaction, exceeds that of our
fellow workers.
At one time, employer interest in providing an
environment conducive to job satisfaction was
based upon the naive belief that greater job satisfaction automatically led to increased productivity. More recently, however, behavioral research
has shown that the relationship between job satisfaction and productivity is, at best, weak and only
indirect.' Nevertheless, although their productivity may not be higher, employees who have high
levels of job satisfaction are more likely to express
positive sentiments about the organization —both
to the community and to their co- workers —and
are easier to work with inside the organization.
Further, those with high job satisfaction tend to
avoid internal conflict and have lower absenteeism
and turnover.'
Prior research studies have gathered data on
the job satisfaction of general employees in the
United States, and a few specific job classifications, such as scientists and nurses, have been
studied within selected organizations. Prior to this

time, however, we found no efforts had been made
to measure the job satisfaction of industrial accountants. We, therefore, undertook this study to
provide a measure concerning five different dimensions of accountants' work satisfaction on a
nationwide basis.
Dimensions of Job Satisfaction
Job satisfaction cannot be measured simply by
asking an individual if he is satisfied with his job.
Social scientists have concluded that this kind of
measurement requires special data - gathering instruments that provide a measure based upon the
respondent's attitudes about a range of job characteristics. The job satisfaction instrument we chose
for this study was the Job Description Index (JDI)
developed by Smith, Kendall, and Hulin.'
Through the use of an extensive adjective checklist, this instrument assesses the respondent's feelings concerning his job and his work environment.
Satisfaction in the work environment is too
complex to be measured with a single, all- encompassing criterion. An individual may feel highly
satisfied with pay and with promotion opportunities but feel very dissatisfied with his supervisors
and his co- workers. Because of this, we decided to
measure an individual's satisfaction with five different dimensions of the work environment. These
five measurements reflect the respondent's attitudes regarding satisfaction with the general nature of the work, supervision, co- workers, promotion, and pay.
Table 1 shows a sample of the 72 questions inMANAGEMENT ACCOUNTING/ MARCH 1979

cluded in the JDI. Although at first glance the
adjectives may appear superficial, extensive testing
has indicated rather conclusively that the resulting scores provide an accurate reflection of how
an individual feels about these five dimensions of
his work environment.
About the Questionnaire
We mailed the JDI questionnaire to approximately 3,600 NAA members. The sample was selected to include all organizational levels, from
staff to executive, but only accountants employed
in manufacturing firms were selected to participate. The participants were asked to complete the
JDI questionnaire along with information about
themselves and their jobs. A total of 1,338 questionnaires were returned in usable form, which is
a response rate o f 37.2 %.

The responses to the JDI were scored and statistically analyzed, and a satisfaction index was
calculated for each of the five job satisfaction elements (work, supervision, co- workers, promotion,
and pay) for the 1,338 respondents. The rating
that represents the highest level of satisfaction any
individual could achieve on any one of the five
dimensions of the JDI is 54. Likewise, a rating of
zero represents the lowest possible level of satisfaction. There is no minimum "acceptable" or
"passing" rating, for the index provides comparative data only. One person may be compared to
another person, or one group with another group,
or one dimension with another, but individual ratings standing alone convey little information.
Table 2 presents an array of the scores of the
five job satisfaction dimensions. The score at the
mid -point (50% point) and at the 25% and 75%
points are shown.
Satisfaction with supervisors and co- workers
(other accountants) are the highest of the JDI dimensions at all three points, while satisfaction
with promotion and pay are noticeably lower.
Promotion at the 25% and 50% points clearly
becomes the major area of discontent.

the job satisfactiot ratings of the general employ ees converted to the same scale.
SATISFACTION WItH NATURE OF WORK
Accountants ap tmo
ar to
n like their work, a phenomenon not unc
for professional groups.
The majority of thli ratings fell between 36 and 48,
reflecting generally high satisfaction. Because the
general employees, ratings reflect lower satisfaction than do those of accountants, we might safely
conclude that the ofessionalism and responsibility inherent in the accountants' work apparently
provide a measure
f satisfaction not available to
many other groups1

Table 1
SAMPLE JOB

Please place a 'Y' (for yes) beside each item if the item describes your work. If
the item does not describe your work, put 'N' (for no) beside the item. It you
cannot decide, plac a ' ?' beside the item.
WORK
1. Routine

2. Satisfying

PAY
1. Adequate
paid

3 . G o o d - - - 4. On your feet

Insecure

3. Less than I deserve

SUPERVISOR
1. Impolite . —_ _ 2. Praises good work
supervise enough

_ 3. Influential

__ 4. Highly

4. Doesn't

CO- WORKERS

1. Boring

2. esponsible

PROMOTIONS
1. On ability

3. Intelligent

2. Dead -end job _

___ 3. Unfair policy

4. Talk too much

4. Regular

Reproduced with written permissi on; the Instrument is available commercially from Its original
authors.

SATISFACTION WITH GENERAL NATURE OF WORK

Analyzing Job Satisfaction

400

Each of the five dimensions of job satisfaction is
shown in the following bar charts. We selected
histogram representation for this purpose so we
could provide a means of comparing accountants'
satisfaction with that of nonaccounting employees. The data on general employees is taken from
an earlier study that included 1,752 workers at 22
different plants.' Employees at blue collar, white
collar, and executive positions were included in
this earlier study. The dark bars reflect accountants' satisfaction, with the length of the bars determined by the actual number of accountants in
the sample of 1,338 whose ratings fell in each of
the rating categories on the horizontal scale. The
light bars appearing on each of the charts reflect

350
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ESCRIPTION INDEX (JDI) QUESTIONS
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SATISFACTION WITH SUPERVISORS
Accou n tan ts' satisfactio n with their supervisors

and immediate superiors is reflected in a smooth
upward curve, with very little apparent difference
SATISFACTION WITH SUPERVISORS

SATISFACTION WITH CO- WORKERS
Accountants' satisfaction with their co- workers
follows the same general curve as their satisfaction with supervisors, although the curve is slightly steeper. This curve reflects a high overall level
of satisfaction, but the curve for general employees' satisfaction with their co- workers is slightly
greater than that of accountants. Perhaps the professional nature of accounting work permits a
higher level of individual competition and greater
expectations from co- workers.

400
350
300

va�
o 250
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d

0
2
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150

SATISFACTION WITH PROMOTION
The curve reflecting satisfaction with promotion possibilities is almost U- shaped. This distribution indicates strong feelings of either satisfaction or dissatisfaction, with a reduced number in
between. The number who feel their promotion
possibilities are unsatisfactory is approximately
equal to the number who feel their future chances
for promotion are good. Even with this generally
low level of satisfaction, however, accountants express greater satisfaction than do general employees, General employees' satisfaction with promotion possibilities produces a gently declining
curve, with a much greater percentage falling at
the very low levels of satisfaction.

E
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Table 2
QUARTILE POINT SCORES FOR JDI DIMENSIONS
Percentile point

Nature
of work

Supervisors

Coworkers

Pro motion

Pay

25%
50%
75%

32
39
44

34
43
49

35
46
50

13
28
46

30
38
46

SATISFACTION WITH COWORKERS

300
v

0

250
200
150

E
3

Z 100
50

0

general satisfaction, there is a significant number
who expressed acutely low levels of satisfaction.
Accountants do have, however, noticeably more
pay satisfaction than do general employees, whose
curve closely resembles a normal bell curve.

We analyzed the job satisfaction scores by geo-

350

00

SATISFACTION WITH PAY
Pay is not one of the dim ensions eliciting high
satisfaction levels. Although the m ajority reflect a

Geographic and Age Differences

400

20

between general employees and accountants. The
similarity between the two groups is striking, for
professionalism and responsibility apparently
have little effect upon satisfaction with supervisors.

0-6

7 -12 13 -18 19 -24 25-30 31 -36 37 -42 43-48 49-54
Ra tings

graphic regions of the United States (Table 2).
The lowest job satisfaction scores in all five dimensions were from the West and Southwest. The
Southwest had the lowest mean scores on general
nature of work and supervision, and the West was
lowest on promotion satisfaction and pay satisfaction. The West and Southwest regions tied for
lowest scores on satisfaction with co- workers.
We have no logical explanation for this difference. One could speculate that accountants are in
high demand in the growing West and Southwest
areas and in somewhat less demand in the Northwest and Central areas, and the additional demand tends toward less satisfaction with one's
present lot. This is akin to the feeling that "the
MANAGEMENT ACCOUNTING/ MARCH 1979

Summing It Up
Satisfaction with one's job is a primary concern
of every individual, Current research has indicated that satisfaction with one's work contributes to
an individual's physical and mental health, produces lower absenteeism and turnover, and reduces strife and tension. Accountants, in general,
appear to be least satisfied with promotion opportunities and most satisfied with their co- workers
and supervisors, Interestingly, this same relationship holds for general employees, although they
are relatively less satisfied with both pay and promotion possibilities than are accountants.
The West and Southwest are two areas where
slightly less satisfaction is evident. Younger accountants are noticeably less satisfied in almost
every way but the data indicates that satisfaction
grows as age increases. Men and women expressed
identical levels of satisfaction with pay and promotion, but satisfaction with promotion possibilities decreased for both groups as the level of education decreased.
❑
' W'ork in America, Report of a Special Task Force to the Secretary of Health,
Education, and Welfare, M.I.T. Press, Cambridge, Mass., 1973.
Victor H. Vroom. Work and Afodvarion. John Wiley & Sons, New York. N.Y..
19N. The author demonstrates that the relation between satisfaction and productivity is at best quite weak even at lower clerical and plant levels.
P. Smith, L. Kendall, and C. Hulin, The Measure of Sarisfacrion in Work and
Retirement. Rand McNally & Co., Chicago, 111., 1969.
Ibid.
' Ibid. This study was published in 1969. and changes in economic and political
conditions occurring since that time may have had an impact upon job satisfaction levels
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SATISFACTION WITH PROMOTION
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SATISFACTION WITH PAY

400
350
as
c

greener pastures are on the other shore." This is
pure speculation, of course, and perhaps additional research in this area would be fruitful.
The job satisfaction scores broken into several
age groups are shown in Table 3. Noticeable differences appear in all five dimensions with the exception of satisfaction with supervision. Differences in the age groups were analyzed with an
analysis of variances (ANOVA) calculation.
Younger accountants are less satisfied with their
work, their supervisors, their co- workers, and
their pay. Only in the area of satisfaction with
promotion did the younger age groups score higher than the older group.
We then analyzed the five dimensions of job satisfaction by sex of the respondents and in only one
area did a statistically significant difference appear. That was in the satisfaction with supervisors
in which women had higher satisfaction scores.
Interestingly, no differences were noted between
men and women in satisfaction with promotion or
pay.
We also analyzed differences in job satisfaction
by levels of education. We classified respondents
as having only high school, some college, a college
degree, and graduate work in college. Based upon
these classifications, promotion satisfaction increased as education increased, but no differences
were apparent for the other four dimensions.
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Table 3
MEAN SCORES BY AGE GROUPS

Age
group

Number
of respondents

Work

Supervision

Coworkers

Promotion

Pay

-29
30.39
40 -49
50.59
60-

271
542
281
191
34

35.5
37.4
39.2
39.7
43.2

40.9
40.4
41.1
42.4
44.0

40.0
40.8
43.2
42.9
44.5

33.9
30.3
28.0
24.1
24.5

36.3
37.4
39.0
39.4
37.5
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Management Accounting and
Motivation —the Relationship
A properly designed accounting system involves much more
than charts of accounts, general ledgers, and journals.
It also considers the human factors.

By Frank Collins
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The manner in which the management accounting
system encourages (or discourages) motivation to
perform job- related tasks is a major concern in
many organizations. Until recently many accountants felt that such considerations were the concern of management not those in the accounting
function. Lately more and more accountants have
come to realize that they can no longer maintain
only a peripheral involvement because they and
their work are enmeshed in the organizational social system. Rather, they have begun to challenge
existing practices, offer advice regarding motivational factors of the management accounting system, and to involve themselves in the design of
motivationally sound accounting systems.
This change in outlook has occurred because
they are realizing that budgets are important to
managers' work aspirations, that the level of cost
standard difficulty affects the motivation of persons to achieve these standards, and that the manner in which budgetary goals and standard costs
are set affects motivation. Consequently, it is imperative that practicing accountants be aware of
motivational theory and associated variables.
Expectancy Theory of Motivation
While there are a number of theories that are
useful in explaining motivation in organizations,
there is one of growing prominence that appears
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to be particularly helpful. It is called the expectancy theory of motivation.'
In the expectancy model of motivation the beliefs one has about rewards for task performance
determine the level of motivation to perform the
task. That is, a person will be motivated to achieve
a task if he or she expects to receive some type of
reward for working toward and achieving such a
task. The model may be stated as:
Motivation = f (reward outcomes expected for
task performance)
Here one might say that motivation is a function
of expected reward outcomes. Yet this formulation is too general to be useful both in a theoretical or practical sense. Thus, the reward outcomes
may be further specified to be of two types, extrinsic and intrinsic. Extrinsic rewards are rewards
such as pay, bonuses, raises, job security, recognition and so on. They represent a payment for performance and achievement. Intrinsic rewards, on
the other hand, are related to the internal reward
a person might feel for successful task performance. They are the internally- created, pleasureful
thoughts and emotions one receives from performance and achievement. In addition to these feelings of pleasure and self - fulfillment resulting from
performance and achievement there are other
pleasureful feelings that may come from simply
performing a task— merely to do the work regardMANAGEMENTACCOUNTING/MARCH

1979

less of perfo rmance success m ight be en joy ab le. A
form ulatio n o f th is m o re ela b o rate m o d el wo u ld

ed as legitim ate and fair for intrinsic motivation to
be present because Itheir attainm ent must be per-

appear as:

ceived as enhancing. They m ust be "worthy."

Mo tivatio n = f (e x trin sic rew ard s + in trin sic rewards)

If, for example, a manager feels that the reported performance goals are not truly related to organizational success or success of his managerial
un it and if he perceives that there are other m ore

Thus one m ay say th at m o tivatio n is a fu n ctio n
of the sum o f ex trin sic and in trin sic rewards. Fo r
example, a man ager might be motivated to
ach ieve a bud getary go al because he or she m igh t
find a bo nu s o r n e x t y e ar's p ay raise co ntin gen t
upon attain in g th is go al. Th is wo u ld b e ex trin sic
motivation . Furth erm ore, h e o r sh e m igh t believe
the budgetary goal to be a worthy on e whose
ach ievemen t wo uld en h ance h is o r her feelin gs o f
self - worth —an example of in trinsic mo tivation.
There is o n e fin al facto r relatin g to th is m otiva-

vital yet unreported self - performance goals, his
mo tivation to achieve these reported goals will be
dampened. Further,) he m ust believe that the repo rted goals were set by legitim ate authority or in
a legitim ate process! In this latter regard he m ay
well feel that autocratically set goals are m ore le-

tional m od el. It is called p ath -go al clarity and refers to the person 's beliefs an d percep tio ns that
the extrinsic reward s will be related to an d d ispensed as a resu lt of successful task perform an ce.
Thus for ex trinsic mo tivatio n to b e presen t, a p erson m ust believe that the reward s — b onu ses, pay,
etc. —will accru e to h im as a resu lt of su ccessfu l
task accom p lishm ent.
In sum m a ry , m o t ivatio n to p erf o rm tas ks will
be determin ed by th ree facto rs: ex trin sic rewards,
intrinsic rewards, an d path -goal clarity . Th is view
of m otivatio n lead s, th en , to two p ro p o sitio n s regarding ways th at the management acco u ntin g
system can be made to affect motivation positively
in providin g p erform an ce go als an d in m easu rin g
and comm u n icatin g su bsequ en t p erfo rm ance.

designed to be used f r long -range planning (complete with perfection tandards), he would probably consider its u for distri buting ext ri nsic

Proposition I
For the man ageri al accou nti ng system to be
useful in provid in g a nd commun icat in g p erfo rm ancegoals and a chi evement resu lt s i t must be perceived as legitimate and fair by those subject to
these goals. It mu st b e legitim ate in th e sen se that
these goals ou ght to m easure effectively key m easures of self- performance, th e go als an d measures
m ust be develo p ed b y legitim ate au th o rity o r b y
some other ap p ro priate p rocess, and th e m easu res
and goals mu st b e u sed in a legitim ate m an n er. It
must be fair in th e sen se th at go als are o f ap p ro priate difficulty levels. The goals mu st be accepted
as legitim ate an d fair in o rd er to h a ve ex tr in s ic
motivation al force. Th is force will be absent o r
diminished if th e goals are set at a level fo r wh ich
there is little h op e o f attain ment, for th e existence
of extrinsic mo tivation al force is d ep en dent o n th e
perform ing perso n p erceivin g th at th ere is at least
som e hope th at th e go als m ight b e ach ieved . Fu rthermore, th e goals must measure key self -perform ance m easures, m ust h ave b een set b y ap p ro priate aut h o rity o r p ro cess, an d m u st b e u sed in
an appropriate m an n er; o th erwise, extrinsic motivation will b e red uced . Th e go als m u st b e accep tMANAGEMENT ACCOUNTING/ MARCH 1979

gitim ate, or m ore like ly, that the goals se t in a

participative process are more legitimate. He must
also feel that the particular management accounting
is being
in a costing
legitimate
manner.
For system
example,
if a s sed
andard
system
was

p erfor m ance reward s to b e ille gitim a te and thus
perform ance would
dam pened. In such a case,
thight
o se perform
and r sonable
this s ta ndard
system
m
considering
it unr
to usecost
the system
fo r reward distributio purposes because the stand a r d s a r e s e t a t a p e ection level, leaving little
ho p e of attaining goal .
For the managem ent accounting system to perfo rm effectively in the goal- setting and performan ce reporting process, the goals m u st be of appropriate difficulty orlt hey extrinsic
will be perceived as
un fair. In order to st.tr ulate
motivation,

No longer can
the accountant
a void the
beha vioral
aspects of the
management
accounting
system.

m o tivat ional force tents to inc rease as the goals
are lowered because there is a growing hope that
th e goals m ight be attained. There is, of course, a
point below which goal lowering would not increase extrinsic motivation because below this theoretical point the goals would be so low that little
effort (and associated performance) would be
needed to accom plish the goal. Alternatively, intrinsic motivation tends'to increase as the level of
goal difficulty is increased from "easy" to a higher
level, say "tight but at.tanable" because achieving
difficult goals is m ore important to self -worth feelin gs. Above this latter point intrinsic m otivation
tends to decrease because goals may be set so high
th at perform ance will fap far short. In this situatio n one likely would f 1 disappointed and disco u raged an d m ight giv up. Thus goal difficulty
affects
typ e of m
motivation
otivation, extri
differ ntly
sic ordepending
intrinsic. on the
In order for accountants to use the previously
stated proposition to i prove motivation they
also must look at facto affecting motivational
variable perceptions, for is impo rt ant for those

it

subject to managerial aee unting control systems
to perceive these systems, as legitimate and fair.
ception:
objectivity
There
aresyste
four major
fac ors that affect this perm
and trust, controllabil23

ity relating to performance goals, inclusiveness of
performance measures, and system congruence.
SYSTEM OBJECTIVITY AND TRUST

Both extrinsic
and intrinsic
motivations spur
performance.

The more that system goals and performance
measures can be objectively stated and the more
that progress toward these goals can be objectively
measured, the more likely it is that the goals and
associated performance reports are perceived as
legitimate and fair. Alternatively, if the goals and
performance depend on subjective measures, it is
quite possible that the management accounting
system will be perceived as illegitimate and unfair
unless there is a great deal of trust in the organization. For example, if goals can be stated in terms
of dollars, pounds, labor hours or other specific
units of measure, they can be stated and measured
objectively. On the other hand, if goals can be
stated only in subjective terms such as a "good"
level of firm concern for the environment, they
will be difficult to state and measure objectively.
The relationship between objectivity and trust is
shown in Figure 1.

The diagonal line in Figure 1 represents the feasible combinations of measured objectivity and
trust that must exist before the control system will
function effectively. Thus as measured subjectivity
increases, then trust of the management accounting system and its administration must increase
for the system to be perceived as legitimate.
CONTROLLABILITY

For the management accounting system to be
perceived as fair it is quite necessary for those subject to the system to have control over the tasks
for which they are held accountable. There will be
very little extrinsic and intrinsic motivation if one
has to share control of tasks with other persons or
external forces. To operate under conditions of
limited controllability is to turn the possibility of
receiving extrinsic rewards into a lottery because
the results of a manager's performance will depend in part on extraneous, noncontrollable factors. Considerable uncertainty will exist as to the
potential effects of each manager's efforts. To operate under conditions of limited controllability is

RELATIONSHIP BETWEEN EXPECTANCY THEORY
OF MOTIVATION AND THE PROPOSITIONS

Motivation is
a function of

EXTRINSIC
REWARDS

Proposition 1.Accounting system must be perceived
as legitimate,' and fair'

Proposition t/.•
Accounting system must be perceived
as accurate

1. If legitimate performance goals
are set, persons striving to
achieve the goals will be more
likely motivated to achieve
them due to greater possibility that the extrinsic reward
system is acceptably designed
and used.

1. If system is accurate, there
will be less uncertainty of
reward receipt resulting from
"good" performance. Thus per sons will be more likely to
strive under the system due to
increased certainty that performance will be reported
accurately.

2. If goals are perceived as fair,
extrinsic motivation will be increased due to a belief that
the goals are attainable.
INTRINSIC
REWARDS

1. If legitimate performance goals
are set, the goals w ill more
likely be perceived as "worthy."
Intrinsic motivation will be
increased due to greater selfenhancement from achieving a
worthy goal.

1. If system is accurate, there
will be less uncertainty that
performance w ill be properly
reported. Intrinsic motivation can thus be predicated
upon reported achievment results.

2. If goals are perceived as fair,
intrinsic motivation w ill Increase as the goals will more
likely be perceived as "worthy."

y Legltlmate goals must measure key attributes of self- performance, must have been set by appropriate authority or process, and must be
used in a legltlmate manner.
b Fair goals are set at appropriate difficulty levels.
`Accurate systems properly gather data, make computations and communicate results.
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to reduce intrinsic motivation because successful
task performance must be shared, and as a result
self - fulfillment feelings will be lessened. Furthermore, path -goal clarity is reduced because there
arises considerable uncertainty that one's efforts
will be reflected adequately by the measures of
goal accomplishment.
INCLUSIVE MEASURES

For a manager or other person subject to management accounting system controls to perceive
the system as legitimate and fair, it is necessary
for the manager to perceive the goal- setting to encompass inclusive measures of organizational or
departmental effectiveness. By inclusiveness it is
meant that the goal statements should take into
account all major measurable goals that reflect on
the person's performance. To do less would leave
these persons feeling that important performance
criteria have been omitted; that perhaps the "department is better than it looks."
TONE CONGRUENCE

In order to have the management accounting
system perceived as legitimate it is important that
the system have a tone congruent with that of the
organization. By tone is meant the nature of the
social processes in the organization, e.g., autocratic or democratic. Thus iftop management believes
the organization to be Theory Y, to be democratic, an imposed budgeting process would be incongruent and those subject to the system would react poorly. They would feel deceived and feel
there was a basic lack of honesty. In a similar
manner those in an avowedly autocratic organization might reject participative processes.
Proposition II
For the managerial accounting system to be
useful in providing and communicating performance goals and achievement results, it mu st be
perceived to be accurate. It must be accurate in
that computations must be correctly done in that
input data must be properly gathered and in that
system outputs — financial statements and reports —must be error -free. If the system contains
inaccuracies, system users will have little faith in
it and the positive motivational impact (both extrinsic and intrinsic) will be lessened substantially.
System users would tend to use these inaccuracies
to explain away the reported performance shortcomings. They would claim that system results
could not be trusted and should not be used to
evaluate their performance. The system would be
viewed as limited or incapable of providing goals
and reporting performance both for intrinsic and
extrinsic motivational purposes. Path -goal clarity
would be lessened in that there would be increased
uncertainty that "good" performance would be
properly reported and thus increased uncertainty
MANAGEMENT ACCOUNTING/ MARCH 1979

that extrinsic rewards would be fairly dispensed
for achieving this l vel of performance.
Implications
While it is obvious that making the system
more objective or igcreasing trust would be beneficial, this potential benefit will be noted here and
not further pursue because at least in the short
run these factors generally cannot be changed
markedly. Certainly, the atmosphere of trust
should be increase but it is a slow process. Certainly to have objective measures is desirable but
FIGU RE 1
RELATIONSHIP OF OB JEC TI VI TY AN D T RU ST

Trusting

Subjective
measures

Lack of
trust
(adapted from Lawler, 1971)

Objective
measures

often the level of objectivity is prescribed by the
nature of the process being measured. Perhaps all
that can be done her is to guard against unnecessary subjectivity. Ye there are some tactics that
can affect other im
ant factors.
PARTICIPATION

Participation in goal- setting processes is an important way to get the goals to be perceived as
legitimate and fair. H re the personal involvement
found in participate
processes often leads to
greater commitment oward the management accounting system, In sychological terms this is
called "ego- identification" and is deemed to result
from self- investment in the process. This self -inted
by participants
in Setting
It results
from
vestment
results from
Oe timegoals.
and effort
committhe public commitment they must make to the legitimacy and reasonableness of the goals. After
all, the participants all had a part in determination of these goals. GivFn ego- identification, a criticism of the process is la self - criticism. An important side effect of the
identification is its direct
relationship with intripsic motivation because a
goal success becomes ia personal success and a
goal failure becomes A personal failure. Indeed,
the goals are ones that the participants jointly set.
Under this condition the importance of intrinsic
rewards is greater.

4o-

TONE CONGRUENCE
In designing and administering the system, it is

important that the tone of the management acI
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counting system social process be congruent with
organizational process tone. If it is organizational
policy to be democratic, system goal- setting processes should be participative, or if policy is to be
autocratic, goal- setting processes should be autocratic. Employees are quick to note discrepancies
between avowed intent and performance,
MULTIPLE SYSTEMS

Management
accounting
systems
frequently are
misused.

While no sane person would use a hammer for a
shovel, frequently such misuses occur with management accounting systems. Consequently, if say,
a budget or standard cost system is designed to be
used for planning and if an operations budget is
used to predict cash flows, use them for such, but
do not use them for motivational purposes. Often
the nature of their preparation and their goals are
quite different from what would be required for
motivational purposes. Indeed, if one has differing
needs perhaps one should consider development
of different systems to more nearly fit the multiple
but different uses. Perhaps there should be a separate budget for predicting cash flows and a separate budget for motivational purposes.
LEVEL OF DIFFICULTY

-a

As mentioned previously, the level of goal difficulty can affect motivation in a mixed manner. It
is mixed in that the strongest appeals to extrinsic
motivation would require lower goal levels than
would maximize intrinsic motivation. Perhaps the
decision should be made to appeal to one type of
motivation vis -vis the other; perhaps the decision would be to appeal to both by identifying an
optimum level of goal difficulty.
RESPONSIBILITY ACCOUNTING

Because controllability of items for which one is
held accountable is so important to perceived
managerial accounting system legitimacy and fairness, management should take this into account.
It can do so by using a "responsibility accounting
system" approach in which reports and goals are
prepared by managerial areas of responsibility.
Under such a system the organization power and
authority structure would be constructed so that
individual managers might be given identifiable
spheres of authority and accountability. A responsibility accounting system would be designed to
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assist in goal setting and performance reporting
that would be congruent with these spheres. Thus,
the accounting system would be able to report on
the stewardship of individual managers.
IMPROVING SYSTEM ACCURACY

Efforts must be made to insure that the system
is accurate. This may be done in several ways.
First, it is important that competent personnel be
used to operate the system, They must be adequately trained and supervised. Second, a regular
and logical set of procedures should be established
for inputting, processing, and reporting accounting information. In this regard checks should be
made to insure that the system is correct technically. For example, computerized programs for
processing data should be reviewed for their programming logic. Finally, there should be system
accuracy checks.
These checks can be of two types. One type is
built into the system. For example, we use a double -entry accounting system that automatically
provides a check of debit - credit equality. Computerized programs use parity bits to provide for the
proper machine reading and processing of input
data. Another type of check is of a post -hoc nature in that after- the -fact evaluations of system
outputs are made. Financial statements and reports are proofread and checked for reasonableness. Columnar additions and subtractions are recomputed for comparision with printed results.
No longer can the accountant avoid the behavioral aspects of the management accounting
system because it is a social process itself and operates in a social environment. A particularly important aspect of the system is the motivational
effect. The system can be used to affect motivation
positively —if it is perceived as legitimate and fair
and if it is perceived to be accurate. If these desired perceptions are accomplished, then the management accounting system may be both extrinsically and intrinsically motivating.
D
' While McClellan (1976). Lewin (1944). and Vroom (1964) were involved in its
early development, another author and researcher, Robert J. House, recently has
Sained prominence. It is the approach of this latter researcher that is developed
in this article.
D. C. McClellan, et. al.. The Achievement Motive. Irvington Publishers Inc.,
New York. N.Y., 1976.
Kurt Lewin, et. at., "Level of Aspiration," Personality and the Behavior Disorders led. by J. M. Hunt), Ronald Press Co., New York, N.Y. 1944.
Victor H. Vroom. Work and Motivation. John Wiley & Sons, New York, N.Y.
1964.
Robert 1. House, "A Path -Goal Theory of Leader Effectiveness." Administrative
Science Quarterly, Vol. 16, Sept. 1971.
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Motivating Accountants
Numbers are numbers are numbers —that eems to be the attitude
of some managers who often overlook,the dynamic process of
interpretation and the role of mgtivation in that process.

By Gary M. Meagher
The nature of the accountant's job functions requires a high degree of ability and knowledge of
accounting discip lin es. In o rd e r to co m p ly with
federal regulatio ns, SEC repo rtin g, p ro p er au d it
procedures, an d in tern al requ irements o f u p p er
management, th e management acco u ntan t must
maintain a h igh level o f co n sisten cy . Time sch ed ules are pre - estab lished for variou s clo sing fu nctions and rep orting req u irem en ts. Th e acco u ntan t
has to be con tin uou sly attentive to details and
cognizant o f calen d ar d u e d ates. As a r esu lt , h is
work can become system atized, rep etitive and
boring. It is n o t su rp risin g th at a man agem en t accountant m ay o ften q u estio n if h is activities are
worthwhile o r o f an y sign ific an ce to t h e co m p any's contin u ed gro wth and p ro sp erity .
Motivatio n fo r acco u n tan ts can b e a pro blem
that reflects u p on th e ind ividu al an d th e organ ization. All to o freq uen tly , th e acco un tan t b eco m es
engulfed in th e wo rld o f entries, data co m pilatio n
and analysis. Stereo ty ping emerges, which may
have an im p act u p o n h o w m an agem en t views th e
accountant. Becau se his wo rk is quantified, th e
unique con trib u tio n o f an ind ividu al acco u ntan t
often is no t easily recogn izab le. If th e acco u n tan t
perform s ad eq u ately an d does what is exp ected,
motivation m ay be assum ed as u n necessary o r in herent with in th e accou n tan t.
In order to get an insight into mo tivation al factors affectin g acco un tants, I su rveyed accou n tants
within a local in d u stry (Tab le 1). Of th e 70 q u estionnaires sent ou t, 48 were com pleted and retu r ne d fo r a r e p l y r a te o f 6 9 % . R e s p o nd e nts we r e
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a s ke d t o r a te jo b c o di t i o ns , l o w, a v e r a ge o r hi gh,
a s t he y re l a t e t o t he i r p r e s e nt j o b s i t u a t i on a nd t o
ra nk He r z b e r g' s 1 3 j o b c o nd i t i o ns i n o r d e r o f p r i ori ty ( h i g h e s t = 1,

nd l o we s t = 13 ) a s t o t he i r

i mp a c t u p o n i nd i v i d a l c a re e r o bje c t iv e s . '
M o t i v a t o r s a nd S a t i f i e r s
The D ua l Fac to r

he o r y o f M o t i v a t i o n a s p r o -

p o s e d b y He r z b e r g

' e ws ma n a s ha v i n g t w o s e t s

of ne e d s , i nt r i ns i c o r j o b c o nt e nt f a c t o r s ( mo t i v a tors ) and extrinsic
whi c h r e l a t e t o j o b

hy gi e ne f a c t o r s (s a tis fie rs )
o nt e xt . M o t i v a t o r s f u nc t i o n

wi t hi n a n i nd i v i d u a l '

wo r k e n v i r o nm e nt i n o r d e r

to provide a level of job satisfaction while hygiene
factors
are needed
a level
of "no
dissatisfaction."
The tto4 omr aintain
y includes
these
hygiene
factors:

I
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a) Salary—
compensa
ton m
factor
base salary
plus dther
ethodswhich
of comincludes
pensation, i.e., bonuses, profit- sharing and deferred
com pensation.
b) Job security — feelings of individual security as
related to com p any sta bility a nd conc ern for
retaining loyal em ployees.
c) Working conditions — relates to adequacy of
lighting, space, vdntilation, air conditioning
and other environmental effects.
d) Status — specific outjward sign of organizational
status recognition. Outward signs could take
the form of a priv te office, parking space or
secretary.
e) Com
pany proced ur _relates to organizational and adm inistrative policies and procedures
as they effect the individual. Procedures will
27

0

be viewed negatively if they are malevolent.
Quality of technical supervision— relates to supervisory ability to provide an atmosphere
conducive to the individual performing his job
functions in an orderly and acceptable manner. Quality of supervisory instruction, constructive criticism and availability for supervisor- subordinate consultation are variables
within this factor.

g) Quality of interpersonal relations— relates to
individual interaction with superiors, subordinates and peers.
Motivator factors include:
a) Achievement — specific view of success or failure as perceived by the individual.
b) Recognition —an act of recognition, preferably

GRAND SUMMARY
MOTIVATION QUESTIONNAIRE RESULTS

RE SP ONDENT S: 42 M ale

6 Female

48 Total

AGE LEVEL: 25 years and over
EX P E RIENCE LEV E L: 5 2 -5 yrs.

6 5-10 yrs.

14 10 -20 yrs.

EDUCATION (highest level achieved): 28 Bachelor's

10 Master's

POSITION (years in current position): 10 2 yrs, or less
CHALLENGED IN PRESENT POSITION: 33 Yes

PRESENT JOB SITUATION
Average

Low

28

23 Over 20 yrs.
5 Some college

5 No college

14 5-10 yrs.

2 over 10 yrs.

22 2 -5 yrs.
15 No

HYGIENE FACTORS

CAREER OBJECTIVES
Low

High

(13 -10)

Average
(9-5)

High
(4 -1)

5

35

8

Salary

1

19

28

2

29

17

Job security

15

22

11

4

22

22

Working conditions

24

18

6

9

37

2

Status

33

13

2

15

30

3

Company procedures

42

5

1

11

20

17

Quality of supervision

18

25

5

1

22

25

Quality of Interpersonal
peer relations

17

25

6

47

195

94

Sub -total

150

127

59

14%

58%

28%

% Degree of importance

45%

38%

17%

6

30

12

Achievement

4

21

23

17

25

6

Recognition

9

28

11

7

25

16

Responsibility

4

18

26

20

19

9

Advancement

6

14

28

5

30

13

Work Itself

9

20

19

18

19

11

7

19

22

Possibility of growth

73

1

148

67

Sub -total

39

120

129

2596

1

51%

24 0/0

% Degree of Importance

14%

42%

44%
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c)

d)
e)

f)

com plim en tary , by a sup erviso r, memb er of
m anagem en t o r a p eer as viewe d b y th e in d ividual. Recognition may co m e from an yo ne
within th e o rganizatio n b u t greater im p act will
be felt by the ind ividu al if it co mes from a
member of managem ent o r the in d ivid u al's su perviso r wh o p ossess au tho rity, exp ertise, an d
position po wer.
Responsibility— ind ividual's con cep tio n o f adequate d elegated responsibility so as to fulfill
job expectations.
Advancemen t —an in d ividu al's gain in status
or positio n with in th e o rgan izatio n .
Work itself — individ ual's p erception o f job -related du ties as ro u tine o r varied , creative o r
stultifying, overly easy o r o verly d ifficu lt.
Possibility of growth — individual reco gnition
of the p o ssib ility o f statu s changes.

The Dual Facto r Th eory of Mo tivatio n has
been widely tested and is a subject of consid erab le
debate. Alth o ugh Herzb erg's th eo ry is n o t wid ely
accepted, it does pro vide management with an
easily- understoo d syn o psis of wo rker mo tivation .
It can be easily ap p lied to th e wo rk en viro n m en t.
15 Are Unchallenged
Hygiene facto rs are crucial to ad eq u ate func-

tioning of an accountant within his work environment. Absen ce of h y gien e facto rs will ten d to result in a level o f d issatisfact io n th at w ill h am p er
the quality an d qu an tity o f w o rk acco mp lish ed .
Overall survey results sho w 15 em plo yees u nch allenged in their present wo rk. Th ese emp loy ees
rate hygien e facto rs as lo w as 29% o f the tim e in
their curren t jo bs, as o p p o sed to an o verall average of 14 %n for all respondents_
Although respon den ts ran ked hygiene factors
as a high p rio rity fo r career ob jectives o n ly 17 %
of the tim e, o ne facto r, salary, received 28 o ut o f a
possible 48 h igh responses. Th erefo re, it is clear
that salary priority rankings can distort overall
ranking of h ygien e facto rs. Also o f interest, each
of the hygien e facto rs was listed am o n g th e h igh
priority facto rs fo r c areer objectives by at least
one respon dent.
Motivato rs are crucial to pro viding an atm o sphere cond u cive to h igh levels o f satisfactio n fo r
accountants. Twen ty -five p ercen t o f all resp on ses
were categorized as lo w in relatio n to respo nd en ts'
present job situatio ns. Th ose su rveyed felt, h owever, that m o tivators ranked 44% h igh in relatio n to
their career o bjectives. It is in terestin g th at th e 15
respondents who were not challenged b y their jo bs
provided two - thirds o f th e low responses in the
questionnaire that probed th e presen t job situ ation.
The survey p articip ants also were b roken d o wn
into three age gro ups, 25 -30, 31 -40, and those over
40. Respon dents in th e seco n d gro u p with 5 -10
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years experience indicated a low response of 17%
a s c o mp a r e d to a n'o v e r a l l a ge le v e l r a ti ng of 1 3 % ,

in terms of dissatisfaction with present jobs. A
high priority ranking of 16% for overall career
objectives indicates that hygiene factors are only
slightly important to this age group's needs fulfillment. Salary needs are the exception. There were
17 high selections out of a possible 25 for this
category_
As for hygiene! factors among the over -40
group, respondentsi indicated a higher degree of
dissatisfaction, 17 %, and a higher level of satisfaction, 37 % , that wat disproportionate to the overall age summary. Rlespondents with more than 20
years experience e+essed a combined average of
86% level of satisfaction which indicates that hy- Many
giene factors are nqt having an appreciable nega- management
tive impact on their present job situation. It is accountants are
interesting to note however, that respondents poorly
ranked hygiene fact rs with a 22% high - priority
ranking relative to a eer objectives. This percentage ranking is appr iably higher than the overall
ranking of any othe age category ranking. It appears that as acco ntants become older, they
place m ore em phasi on hygiene factors, particularly job security.
As for motivato
in this group, the level of
overall dissatisfactio with present job situations
ap pears to be consis ent with all age levels, with
th e exception of res ndents with 10 -20 years experience who expres d a 3 8 %n de gre e of d is s a tis -

motivated,
survey shows.

fa c t ion. R e g a r d i ng c re e r ob j e c t iv e s , r e s p o nd e nt s
i nd i c a t e d o nl y a 4 0 % hi gh p r i o r i t y r a nk i ng, l o we r

than any other age roup or the total response

Howe *, respondents with 10- to
20 -years experience rinked motivators 49% in regard to high levels of needs fulfillment.
le ve l of 4 4 %.

Unmotivated Are the
Hygiene factors affect job attitudes either in a
positive or negative manner. They do not function
as motivation tools but can have a significant impact upon motivation attempts. As indicated
within the survey results, hygiene factors were unacceptable to the respondents at a 14% low response level. This condition could lead to a situation of job dissatisfaction as evidenced by a 29%
low level response by dissatisfied respondents.
Motivators are job conditions which when pressatisfaction.
Motivator
are relatedwill
to lead
task to
funcent and acceptable
to ccountants
job
tions which have an impact upon respondents'
work performance. When motivators are absent in
a work situation, professional growth can be deterred, The management accountants surveyed indicated a 25% low response level of motivators in
their present job situation. This high incidence of
poor motivation warrants management attention.
Underscoring this c nclusion is the fact that
those respon dents who said they are not chal49

The accountant
should be
provided more
freedom in
order to
stimulate
initiative.

lenged in their jobs ranked motivators as 51 % low
in their jobs, 40% average, and high only 9% of
the time. Two motivators, possibility of growth
and recognition, were scored lower than all others
by those accountants who are not challenged.
Recognition is ranked low by 13 of the 15 respondents. Only one respondent who said he was not
challenged stated that recognition was high during his current job. Eleven of the negative respondents ranked possibility of growth as poor in their
current job; none of these respondents felt growth
was possible. The survey results, therefore, show
that absence of motivators for accountants is a
problem that leads to low levels ofsatisfaction.
A Problem Does Exist
From the sample described, it is evident that a
problem does exist and that positive action should
be initiated. Based upon experience and other research studies, management can improve the necessary key motivators.
The accountant, for example, should be provided more freedom. Management accountants are

professional individuals who need to exercise initiative and judgment.
An atmosphere conducive to growth should be
created for the accountant. As the accountant perceives his own influence in goal - setting, his task
performance will improve.
Adequate communications must be maintained
between management and accountants. Within
the limits of management policies, accountants
should be provided some insight into the nature of
their assignments. He is more likely to direct his
efforts in a positive manner if he is cognizant of
the importance of his duties.
A program of goal development such as management by objectives (MBO), should be initiated.
Accountants need to be a part of the goal- setting
process in order to maintain a high level of satisfaction and to satisfy higher level needs. Management must look at accountants as a valuable organizational resource and invest in their growth.
The corporation ultimately will benefit.
❑
' Frederick Herzberg, er. al. The Morivarion to Work. John Wiley and Sons.
Inc.. New York, N.Y., 1959.

HOW TO COMMUNICATE WITH MANAGEMENT
Continued from page 17
least be aware that you need to be concerned
about how you communicate, why you communicate, where you communicate, and how you are
received. If you're poor at writing, don't try to
avoid written communication— practice. Ask people to critique your written documents in order
that you may improve your writing skills. As your
responsibilities in the organization increase, you'll
have to communicate to more people and to people higher in the organization, so the more you
practice now, the more you'll be prepared.
We use a technique that has brought valuable
dividends in the long run. We encourage our junior managers to make presentations. This is a
good way to see them in operation and let them be
seen by higher management. There is some risk in
this because of their unknown qualities but this is
offset by the advantage of improving the future
management of the company. It is an excellent
tool to impress on younger management how important good communication techniques really
are. In order for it to work, we must be understanding and willing to live with some presenta-

30

tions that are less than perfect.
For example, a financial analyst prepares data
for a presentation regarding an acquisition, The
general manager is scheduled to make a presentation to top management based on this material.
The analyst is often invited by the general manager to present a portion of the proposal. After the
meeting, the general manager critiques the performance in order to help improve future presentations. It is important to recognize that the general manager was ready to pitch in if the analyst
needed help. It has worked well in our company.
Many junior managers get good experience making presentations to upper management.
To give them necessary feedback, we offer comments during and after the presentation. Their
performance may also be mentioned in job reviews
and commendatory letters from management.
Keep in mind that communication is a two -way
exchange of information in which adequate preparation and polished skills allow a listener to
understand the message. It is an art that uses scientific disciplines but requires you to keep on
learning ways of doing it better tomorrow, based
upon your presentation yesterday.
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How Florida Power &Light
Installed Z-13 Budgeting
The gradual shiftover from one budgeting method to another took
time and persistence but some benefits already are visible.

By Benjamin L. Dady
On March 21, 1977, the budget co m m ittee' of
Flo rid a P o we r & Ligh t Co m p an y d ec id ed t o in stall zero base bud geting in all co rp o rate staff
groups du rin g th e 1978 b u dget cy cle. Im p licit in
that decision were certain co m m itm en ts by the
budget com mittee;
L It would set and adh ere to objectives that
would lim it ex p en d itu res in 1978 an d
2. Each m em b er o f th e bu d get co m m ittee wo u ld
sift out th e lo w p ayo ff activities so his b u d get
would m eet the co rpo rate ob jectives.
Prior to 1971, bu d gets h ad b een u sed principally as finan cial plan n ing d o cum en ts. Th e b u d get
was not used to estab lish an d co n tro l m an agerial
accountabilities. Becau se o f th e cen tralized o rganization stru ctu re in th e co m p an y , b u d gets were
generally p rep ared an d m o n ito red o n ly at a h igh
level. In 1971, und er the lead ersh ip of a n ew president, management began taking several step s to
decentralize the operation o f th e c o m p an y . Th e
new presid en t's b asic p h ilo so p h y was to d elegate
responsibility as lo w as p o ssib le in th e organization so lon g as h e had co n tro ls availab le to d etermine that decisions mad e at high er levels were
followed th ro u gh at th e p o int o f ex ecu tio n .
In keep in g with th is p h ilo so p h y , it was ap p ro priate to estab lish resp on sib ility accou ntin g rather
than retain in g all fin an c ial in fo rm atio n at a h igh
MANAGEMENT ACCOUNTING/ MARCH 1979

level in the organi tion. Therefore, in late 1972,
each m anager in the om pany was introduced to a
very basic budgeting system for the 1973 calendar
year, Responsibility areas were defined and only
accounting term inol48Y already fam iliar to the us-

ers was used. Before jve prepared the 1974 budget,
we installed a more sophisticated budget system
that included appropriate information to analyze
expenses. This mont ly computer - prepared budget report required us to make an analysis of significant variances.
Two years later, w took our first look at zero
base budgeting. We postponed the decision to install it then because e felt that the timing was
premature.
We introduced a new planning process in 1974,
however, called "integrated planning and control"
(IPC). Under this system, devised by Wilson &
Tomb,' first, you begin your budget planning
process by identifying! expected costs in the current budget year. Second, you identify environmental factors that will affect your operations the
next year, i.e., inflation, other department's ac-

i
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tions, or competition. i 'hird, you identify nonrecurring events that affected the current year's performance. For exampl , perhaps a substantial loss
was incurred because or a disastrous flood or, conversely, a one -time hig ly profitable condition existed that will not be repeated the next year. "These
items are identified and removed from the budget
ment
action
carryovers
These
programs
that
planning
process.
Fou h,
you are
identify
manage-
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If top
management
lacks the will to
say "no, "Z -B is
a waste of time.

started during the current calendar year that will
have a certain affect on the next year's profit. This
could be the addition or reduction of employees at
mid -year or a new project that began during the
year. It is necessary to identify the impact such
factors will have on expenses or earnings when
you compare the two years. Fifth, the impact of
items 2 -4 on earnings or expenses are determined,
and the result is called the preliminary planning
base. The preliminary planning base is the projected result of the next year's operations if the manager takes no action but just allows things to go
along status quo.
The final identified items are called new management actions. These are new items that the
manager intends to implement during the next
year as the result of opportunities that he or she
sees are available to the company. It could be cost
savings or items of a high financial return for the
company. When added to the preliminary base the
new total is called the planning base.
The IPC technique, which required documentation for each new management action, was used
for three years in this company. As a side benefit,
this process familiarized our managers with some
of the concepts underlying zero base accounting
concepts.
A Serious Look at Z -B

%n

In early 1976, we began to look at zero base
budgeting more seriously. We believed that our
current process was working well, but we felt that
there might be some improvements that could be
derived if we tested the zero base approach. We
sought out organizations that had "hands -on" experience with Z -B.
First, we looked at a state government which
was an early practitioner. We found that the identification phase of zero base budgeting was done
well and it provided good visibility to all projects.
However, it appeared to our researchers that the
legislature and the governor often had different
priorities. Because of this conflict, many of the
possible savings identified in the ranking process
were never realized.
At one industrial company we found that the
system identified work activities and alternatives
very well. Its management, however, would not
take action that was obvious from the information. To project a 4% increase in sales and to allow a budgeted increase in expenses of 20 in a
number of areas seemed inconsistent.
In September 1976, the company's budget committee offered more impetus for us to look seriously at zero base accounting during the 1977 preliminary budget meetings. Hindered from approving
a budget that would meet previously set budget
objectives by a system that only highlighted new
management actions, the committee realized that
an improvement was needed. One staff depart32

ment with a large budget request was even instructed to do its plan over in zero base format.
This revision included setting priorities and showing the committee what it was planning to do in
1977 —in detail.
This experience underscored some of the drawbacks of our more conventional approach to budgeting. Work currently being done was usually a
"given" in a budget. It was not re- examined in
relationship to all other things that we wanted to
do. Moreover, department heads did not always
know that some undesirable work was started or
was continuing in their own department. In addition, the often -used rule of thumb for a utility
company, "cost -per- customer," was rising faster
than inflation, and the customer- per - employee ratio in our general office was increasing faster than
it should have been.
Finding a Model
In January 1977, we visited a company that we
believed had put it all together. They had the system, they had adequate detail, and they had a top
management resolved to run the company, not to
be run by it. It was obvious to us that if we wanted
to install zero base in this company, one key ingredient was vital. To identify the activities and
the alternatives was important, but if top management lacked the will to say "no" when needed, the
process was a waste of time.
After this good example, and believing that the
company's management would set and stand by
rigorous objectives, a three -man team headed by
our supervisor of budgets, Robert W. Schomber,
was given the responsibility to develop a zero base
budgeting program for this company.
We first tested the process in our corporate
budget department which consisted of the supervisor, two senior budget analysts, a budget clerk
and a secretary. The following criteria were set
forth as requirements of this project: The work
would not increase the budgeting staff, and sufficient information would be developed during the
month of February to make a go /no -go decision
by March 1st.
The alternative ways for planning and installing
a zero base system were interesting because there
was another project —an improvement to the capital expenditures budget —which was a high priority item for the budget group in 1977. The first
alternative considered was to change the criteria
and add only two people for two months. All projects could be done and everyone would be happy.
This path was not chosen because the company
had been laying off personnel for six months, and
it didn't seem realistic that we should add two
people to implement a system that was designed
to save money. The second option was to sacrifice
the quality on both projects —zero base and capital budgeting. This option was not chosen because
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the company could suffer long -term consequences
if the capital budget was not done well, and zero
base would die very quickly if it was not put together with first -rate training and a thorough understanding of the system. Third, we considered
the option that makes zero base shine. All the activities and tasks currently being done in the budgeting department were identified and priorities
were set. The supervisor proposed that certain
work should stop, that identified reports would
slip in quality, and certain activities would continue at their current level. This option really got
down to the meat of zero base.
In an initial planning meeting we agreed on the
work that would continue, be slowed down, reduced, or completely stopped. This phase of the
project showed us firsthand that the system was
effective and also developed a strong commitment
from our own budget group to make it work.
Two elements present in our application seem
to determine the success or failure of the process —and they are worth identifying here. First, a
resource constraint must be carefully set and adhered to in spite of many good options. Second,
priorities must be set on all work within each activity. The lowest priority work must drop off if
continuing it exceeds the resource constraint. The
company also must not suffer dire consequences if
this work is dropped.
Early Z•B Benefits
The team identified four early benefits of using
zero base accounting: 1. It could be used as a
means to control indirect labor and expenses. 2. It
could be used effectively to require supervisors to
set priorities on proposed new work. 3. It could be
used as an effective communication tool to identify what was being done now that would not be
done in the future and gain concurrence up the
line that it was all right to stop it. 4. By applying
resource constraints in forcing setting of priorities,
we could squeeze out the low payoff work rather
than keep it forever, and thereby protect our ability to limit growth in staff areas.
With this background, Florida Power & Light
started into zero base budgeting. We had a complete training program including our own company- related case studies. This helped us to ferret
out any pitfalls in our own planning or procedures
before we got into the actual installation. Training
sessions began in mid -April, and by early June we
had trained approximately 300 individuals, the
majority of whom took a 1' /, -day training session.
The departments involved in the installation
were headquartered in our general office. They
employed 2,100 employees and had budgeted expenses of $91 million in 1976. It was our estimate
that the first year would require 2,100 man days
to train, prepare the detailed information, rank
and review the zero base plans. Actual experience
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demonstrated thak our estimate was 20% low.
The
amount
of t ime zero
required
individual
departments
to prepare
base by
tended
to depend
on how the group was structured before it started
zero base organisation. Most of these groups,
however, expect a sub stantial decrease in the completion time for thieir 1979 budgets.
Several key events happened over the next several months that set the tone for the zero base
installation. Since we knew that much additional
effort would be rguired from our management
and supervisory rsonnel to do this work, the
budget
committee
a very
to set objectives
f §relt1978
thatstrong
were commitment
challenging,
attainable, and capable of being supported by all
in the company. In July 1977, therefore, we keyed
in on two financia objectives that would benefit
both our customers and stockholders.
The first objecti{ a arose from our review of a

Objective No.
1: Bring cost per- customer in
line with the
seven -year trend hat compared the Consumer
Price Index with o r cost - per - customer. Our cost - CPI.
per- customer in 1976 was above the line as was
the 1977 budget. ' e decided that we were going
to bring our cost-per-customer back in line with
the Consumer Pric Index. The act of setting this
objective helped us o realize it. We not only had a
1978 budget that met this objective but our 1977
cost -per- customer as back in line by the end of
that year.
The second finat1tcial objective was related to
the lack of glamour that utility companies currently have on the stock exchanges. Most of us
have been suffering for some time with stocks selling below book value. Utility companies in high
growth areas, such I4 s Florida, are usually in the
market constantly Or additional funds. We saw
an opportunity in 1978 that made it feasible to set
a limit on capital expenditures to the extent that
we could avoid selling common stock during the
year should we desi e. Therefore, we set a ceiling
on our capital expe ditures in 1978.
The First Test
In the context of hese two objectives, the first
test to see how strongly our company personnel
would follow zero b se came in August.
At Florida Power ;& Light a screening committee reviews all new computer or mechanical systems before
re developed.
projects,
including
the they
recommended
level ofAll
effort
to be
applied toward each one, were proposed to this
group. The commit ee ranked the projects and
placed all proposalslin one of three categories:
Highest Priority Pr ojects —The company could
afford these projects And not exceed a reasonable
rate of growth in the programming department.
Second Priority Projects —The requesting department could include he cost of this work in its
own budget. If the p oject was approved, it could
"give" these funds to the programming depart33

Objective No.
2: Limit capital
expenditures to
a void selling
common stock.

ment to take on this additional work. Third Priority Projects—These were rejected due to manpower constraints.
The recommendations from the screening committee to the budget committee included only the
highest priority projects and indicated that the
Z -B accounting process was working well.
The zero base plans for the staff groups and the
integrated planning and control plans of the other
departments were submitted in September. As expected, most departments took the whole process
very seriously and had made tradeoffs. Their recommended plans fell within the corporate guidelines. A few areas exceeded the objective criteria
and this was the most serious test of the new system. As we went through our budget committee
meetings, it was obvious that the original strategy
and objectives adopted on the first of July were
going to be followed. By the time we completed
our budget preplanning process —late in September —our overall corporate plan for 1978 was accepted and approved within the criteria of our
1978 objectives.
Because we were interested in getting some
quick reaction to this system we asked the users to
critique the zero base process. We sent out a questionnaire that included the benefits we had originally claimed for the process and asked each user
to decide whether they had been achieved or not.
The seven benefits identified during our training
program were:
1. Zero base examines every activity;
2. It puts new activities on the same footing as
existing ones-,
3. It provides a contingency plan;
4. It provides a dynamic planning ability, evaluates alternative ways of doing things, as well as
alternative levels of effort;
5. It serves as a communications tool;
6. It enables each manager to know his operation
better; and
7. It provides a basic document for manpower
planning.
The process generally received high marks for
benefits number one and six. The other items rated average to so -so.
Those groups which had problems with zero
base planning in the initial effort are receiving additional help this year in identifying activities that
can be logically grouped together so that the management of affected departments will not be overburdened with paperwork. This assistance should
allow them greater flexibility in selecting between
options and determining appropriate cutoff points
as they prepare their budget.
All comments were not negative. A number of
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department heads expressed an increased knowledge of the work in their operation. Some said
that zero base accounting made visible to management "once required" projects that would no
longer continue because a deliberate decision was
made to lower the priority of that work. Some
expressed the opinion that it did eliminate some
unnecessary work and permitted input- versus -output analysis.
What then was the principal benefit Florida
Power & Light reaped from installing zero base
accounting? We set realistic, challenging objectives, stuck to them, and made tradeoffs where
necessary, according to the priorities set by the
top management. The results are benefiting our
customers and our 1978 earnings.
As for the future of zero base, we will continue
to keep it in our general office staff areas in 1979.
In addition, we will expand it to our power plants.
The system will then cover about 4,000 of our
9,500 employees.
Not a Shelf Item
If you are considering installing zero base budgeting in your company, here are some suggestions, based on our experience and research, of
what not to do. Don't try to step into it too quickly unless you already have a rather sophisticated
budget process. (We do not use zero base as the
budget. It is a preliminary plan that expresses
what will be done for a specified cost. Unless conditions change, the budget committee approval of
zero base is tantamount to approval of the budget.) Don't consider zero base unless you are willing to implement it along with a management by
objectives (MBO) process. (We've had an MBO
process in place for several years at Florida Power
& Light Company. It was never as effective as it
was during the year that we implemented zero
base. The two of them complement one another.)
And finally, don't entertain the idea of installing
zero base in your company unless you have a
demonstrated commitment from your top management that it is willing to say "NO" to pet projects of high- ranking executives.
What should you do if you want to try it? Research the systems that are installed carefully.
Read the literature on the subject and talk with
others who have been through the battle. Then,
whether you are using personnel within your company to install the system or using an outside consultant, tailor the system to suit your own needs.
Remember, it is not an item that can be bought off
the shelf.
, FPL Budget Committee made up of the president /CEO. executive vice presidents responsible for all line organizations, and the director of management
control.
' S.R. Wilson and John O. Tomb, Improving Profits through Integrated Planning
t8 Control. Prentice -Hall, Englewood Cliffs, N.J., 1968. (Out of print at last
inquiry.)
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Evaluating the Write -Off of
Slow- Moving Finished Goods
Inventory
The optimum write -off quantity is found iby an iterative computer
program that checks all possible write,,off quantities in terms of
months of supply and then indicates which quantity yields the
highest net present value of cash flow.

By Peter Horodowich
It sometimes becomes necessary to consider the
write -off of excessive fin ished goods inventory, especially slow - m ovin g items which may take a year
or m ore to b e d ep leted . Th ese item s are in ex cess
because of eith er p o or p urch asing, po or ex ecutio n
of a productio n p lan , o r p o ssibly a su d den ch an ge
in m arket d em and th at tu rned a th ree -m on th sup ply into a three -year supp ly. Regard less o f th e
cause, these item s are a d rain o n wo rkin g cap ital
and often im ped e th e efficiency of m an u factu rin g
and wareho u sin g.
Faced with th is situ ation , m an agem en t is o ften
relucta nt to e ith er scrap t h e p ro d u ct o u trigh t o r
sell it under d uress for th e best o ffer. This attitud e
has em otio nal roots, especially if a write -off results in a large loss o f p ro fit. Man agement's reluctan ce also c o m es fro m a sen se o f fru stratio n b ecause of the difficulty of justifying wh atever
course of actio n is taken. Too often th e p ro blem is
ignored, and th e p ro d u ct rem ains sh elved alo n g
with the inventory.
One approach to th e evaluation o f a write -o ff is
a quantitative m eth od th at co nsiders th e trad e -offs
am ong profit lo ss, wo rkin g cap ital red uctio n, an d
cash flow b ased u po n th e m ajo r factors th at in terMANAGEMENT ACCOUNTING/ MARCH 1979

act in this decision, nam ely: cost of capital, inco me taxes, selling price inflation, scrap value,
an d m agnitude of inventory on h and. The use of
th is m ethod allows m anagem ent to test the effect
of these factors against various criteria, and a decision can be readied that is j ustifiable and suitab le to the im m ediate circum stances.
Ho lding Inventory potil Depleted
by Expected Sales
TAXES, PRICE INFLy TION, AND PRESENT VALUE
The following m6del is designed to describe the
present value of cash flows associated with holdin g inventory until it is depleted through expected
sales. The discussio also will consider taxes, price
in flation and preser t value. Let,
T = Average effec ive tax rate, state and federal
com bined
C = Current book lvalue per unit

e

�
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Peter Horodowich is
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P„ = Tod ay's reali ble per unit selling price, net
of discounts
s = Sales, units per month (assumed uniform
with no seasonality)
i,

= Expected

monthly selling price inflation.

There will be a positive cash flow per month of
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sales revenue, s(P,) less taxes paid, s(T) (Po — C)
or combining terms,
s [P° (1 — T) + TC ]

(1 )

if we ign o re selling price in flation.
Lettin g sellin g p ric e in flat e at the rate i, per

month, during period n selling price will be:
Po(1 + i,)^ and positive cash flow for that period
will be
s [P, (I + i,)°- ' (I — T) + TC]

(2)

When examining inventories that are generat-

In general, the ing future revenues, one must find the present val-

higher the cost
of capital the
more willing we
should be to

ue of this cash series to make valid comparisons.
For example, $1 cash flow 18 months in the future, at 2% interest per month, is worth $.70016
today.
Letting i be the cost of capital, the present value
li qu i da t e Sl o w of cash flow from holding this inventory until demoving pleted is

inventory.

N
(1 + i) ° s [Po (I
(3)

where N is the number of months' supply on
hand.
Letting in = C which is the ratio of current
selling price to book value and realizing that
N = s -where 1„ is the current number of units
in inventory, then equation (3) can be rewritten
as
[ N1 ° N1 m (I + i P(1
) n -'+ i)°
(I — T) + T ( 4 )

CI°

By factoring out CIo, the total current book value of an item in stock , the expression in brackets
becomes independent of any one particular item.
This expression , therefore, depends only on: N,
the number of months of supply on hand; T, the
tax rate: i, the cost of capital; i,, the expected price
inflation; m, the ratio P,:C. Since T, i, and i,
wo uld b e exp ected to app ly to a group of item s, it
is a sim ple m atter to gen erate a two - dimensional
tab le listin g valu es gen erated by com binations of
N an d in o ver an ex p ected ran ge. For example, if
a gro u p o f p r o d u ct s sh are T = 48 %, i, = 5% annu al p rice in crease, an d i = 24% an nu al co st of
cap ital, we co uld generate a table of present value

factors dependent only on m and N , as shown in
Figu re 1.

Thus, any item in inventory with book value
(IoC) equal to $1,000, selling price to cost
36

COST OF CAPITAL
The cost of holding inventory is an out- of -pocket cash flow consisting of obvious expenses such as
insurance and warehouse costs, plus more difficult
expenses to measure such as the costs of working
capital.
This model will assume that all these costs are
included in one major variable, i, the cost of capital. It can be simply defined as a subjective measure of the time value of money consisting of real
expenses incurred in borrowing money plus the
expected productivity of that money in business.
Thus, inventory on the shelf with a value of
IoC = $1 and with a monthly cost of capital of
2 % will cost two c ents ($1 X 2 %) in expenses

n = 1

(1 — T) + TC]

ratio ( m) of 1.26 and ten - months supply on
hand ( N) if held until depleted has a present
value of the sales revenues less the taxes of
$1,000 X .98437 = $984.37.
It is easy to see that with such a table the present value of revenues to be generated by a large
number of inventory items could be quickly calculated . The table could be computed and the balance of the computations done manually.

and cost productivity per month. This will be
treated as an out -of- pocket expense.
If we have Io units on hand now and sell s units
per month for N = I - s months, the holding
cost for month j is
Ci - (I(, — s - j) wherej = 1, N — 1

(5 )

Since we end month N with no inventory in stock,
there is no holding cost for that period.
Equation ( 5) above represents a uniformly decreasing series, that is, each month 's expense will
be C(i)(s) less than the previous month's expense.
The present value of this uniformly decreasing series is given by
C l R, — s)

(1 + i

) N -1

1)

Cs

_

1 ) N-1

(1 + i ) N-1

1 (I +
/ ( 1 + i) i- - — 1 _ N + 1 1
J

(6 )

If we again let s = Ie _ N multiply by (1 -T) to
incorporate the effect of income taxes, and factor
out CIo, equation (6) becomes
CI1 (I — T) { i (1 — —
1 ) PV2 — N g

where M

and PV,,

= (1 + i)
i(1 + i)N-1
( I +I

J (7 )
(8 )

(1

+ 1 ) iN-1

—I

i)N-1

— N + 11

(9)
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As in equation (4) above, Cl,, is factored out of
the formula to yield the expression in brackets
which is independent of any particular item. Given i, T, and N, the present value of holding $1 in
inventory until depleted can be generated, and
easily applied against CI,,, that is, any particular
item.
Note that if we now combine expressions (4)
and (7), we get the present value of holding an
item of inventory until it is depleted by sales. That
is, equation (4), the present value of the sales revenue series for N months, minus equation (7), the
present value of the holding cost series for N -1
months. Since we have factored CI, out of both
expressions, this is independent of any particular
item in inventory and depends only on i, N, T, i,
and the ratio P,:C. Tables could be easily generated that would list the present value of holding an
item until depleted for a large group of products
that share a common cost of capital, tax rate, and
price inflation. The ratio P,,:C and N would be the
two - dimensional variables of this table.

FIGURE 1
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(12)

We see from expression (12) that if an item has
no scrap value, that is, v is zero, the effect of taxation is to increase cash flow by T dollars for every
dollar of inventory which is written off. Remember, the write -off is a book and not a cash flow
transaction. As v increases, cash flow increases by
(1 -T) dollars for each dollar scrap realizable.
There are no present value components to (12),
MANAGEMENT ACCOUNTING /MARCH 1979

-

1.23
I
1.01

(10)

(11)

-

1.24

The net effect of the scrapping of the inventory
on cash flow is (10) minus the above expression,
PTP(1 -T), or

CI„ [V ( I — T) + T]

-

IMo nt h B wp p l, l Mon th '& &upply
to be
re m.In In g
written off
lo il be sold

An alternative to the above model where inventory is depleted through expected sales, is to scrap
all of this inventory immediately. The effects of
this alternative on cash flow are discussed in this
section.
If PTP is the pre -tax profit resulting from other
cash flows and transactions, then a portion of total positive cash flow after taxes is PTP(1 -T).
Assume that the total items of a type in inventory has a scrap value of V. Positive cash flow if
all items of a type are scrapped and which will
effect the PTP equation above is

V + CIT — VT.

- - -

1.25

Effects of Inventory Write -Off

PTP + V -- (PTP — (CI n — V) -T)

1.26

... .. .. 34

37.......

Months of supply "N" on hand

as in equations (7) a d (4) because the scrapping
of inventory occurs
d its effect is im mediate.
Note also, that as in quations (7) and (4), CI„ has
been factored out leaving the expression in brackets independent of any particular item .
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Optimizing the Write -Off Quantity

An inventory
write -off can be
a bitter pill to
swallow
because of the
accompanying
loss of profit.

In the sections above, two extreme alternatives
were examined: holding an inventory until depleted by expected sales, and scrapping nothing; or,
scrapping everything immediately. It is reasonable
to inquire if there may exist a better strategy in
which part of the inventory is scrapped immediately and the balance held for expected sales.
The optimum write -off quantity is defined as
that quantity which when scrapped maximizes the
present value of cash flow resulting from immediate scrap revenue plus future revenues and expenses generated by holding the balance of inventory until depleted by expected sales.
The optimum write -off quantity is found by an
iterative computer program which checks all possible write -off quantities, in terms of months of
supply, and then indicates which quantity yields
the highest net present value of cash flow. Since
we have factored Cl,, from all equations, the output of all equations is really a present value factor
similar to those found in annuity tables, and applicable to many items rather than a specific unit.
For example, if there are N- months supply on
hand, a computer program can search all write -off
combinations to find which write -off quantity has
the highest net present value factor. As illustrated
in Figure 2, this has three components:
the value of the immediate write -off from equation (12),

2. the present value of the sales minus taxes series, from equation (4), and
3. the present value of the holding cost series,
from equation (7).
One output available from such a program is
shown in Figure 3. For computational purposes,
assume a 45% tax rate, a cost of capital of 24 %
annually, a selling price inflation of 5% annually
and a scrap value equal to 10% of book value.
Since we expect the tax rate, cost of capital,
selling price inflation and scrap rate to be similiar
for a large group of products, these are considered
fixed and a two - dimensional output results, with
one axis being the ratio P, =C, and the other N or
month's supply on hand.
For example, if we have an item in stock at 36months supply, with a current selling price to
book cost ratio of 1.26, and all other variables are
as given in Figure 3, the best strategy is to scrap
immediately ten - months supply of this inventory.
Although this will result in a bookkeeping loss of
profit, operationally it will maximize present value
of cash flow into the organization.
If it is necessary to know the present value factors that correspond to the write -offs in Figure 3,
these values and other information can easily be
programmed to print as most are generated in order to arrive at Figure 3.
Using the Model to Evaluate Strategy
An inventory write -off can be a bitter pill to

FIGURE 4
Optimum write -off quantities
alternatives as a function of cost of capital "i"
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swallow because of the accompanying loss of profit. But operationally, management also realizes
that otherwise productive capital is tied up in virtually dead inventory. This model can be used to
evaluate trade-offs between these two factors and
arrive at a detailed write-off strategy that best
suits the immediate circumstances.
Consider the following example where an organization has identified ten items considered to be
slow- moving inventory and wishes to present to
management alternative write-off strategies with
accompanying consequences.
Data is gathered for each item as described
above and used in conjunction with computer generated tables such as described in Figure 3.
The result is Figure 4 which shows write-off alternatives and consequences as a function of i, the
cost of capital.
Figure 4 shows the consequences of optimum
write-offs as cost of capital varies. As most managers are aware of the meaning of this variable, it
presents a method of displaying alternatives as applied against operating financial objectives and
ROI, and as related to the productivity and time
value of money. By using such a table, many factors can be objectively evaluated . No matter
which strategy is chosen a detailed write-off plan
exists specifying exactly how many items are to be
scrapped. This can be shown for the range of the
cost of capital in which management feels it is
operating, both financially and operationally to
meet marketing objectives.
In general, the higher the cost of capital, that is,
the more valuable and productive we assess capital today, the more willing we should be to liquidate slow - moving inventory. Intuition is reflected
in the output of this model , and if the results

FIGURE 5
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shown in Figure 4 are graphed, Figure 5 results.
Pitting Profits AgWnst Cash Flow
As cost of capital increases, holding slow -moving inventories to 4pletion through sales becomes
less attractive because 1. future sales decrease in
present value, 2. holding costs increase in magnitude and 3. curreni assets become more valuable
than future assets. The optimum strategy is to
write -off more as i increases, and through the taxation effect and scrap value liquidate as much
dead inventory as possible. But the consequences
are the penalty of an increasing loss of current
profit which management must weigh against the
benefits of increased cash flow.
❑
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Making the Long -Term
Investment Decision
Many firms are confronted with limited res©urces for making capital
expenditures. By developing a capital budgeting system we can
ensure that an investment is ma de at the most economical cost,
with a minimum of risk and at a minimum expected rate of return.

The capital budgeting system and m any other

By Suk H. Kim
In the last 20 years or so, the entire area of capital
budgeting has been receiving an increased level of
attention by academicians and practitioners. A
growing body of literature presenting the techniques employed by business enterpfises and discussing more sophisticated theories strongly suggests that changes and improvement continue to
occur toward greater utilization of more sophisticated capital budgeting procedures. Many of these
studies put too much emphasis on methods of
ranking and selecting investment proposals. The
investment evaluation methods, however, are only
a part of the total capital budgeting system dealing with the optimal utilization of limited capital
resources in business firms.

similar term s —suc) as capital budgeting, capital
budgeting procedu es, capital expenditure decision process, long-term investment decision -m aking process, and capital investment system —are
used interchangeably throughout this article.
Ho wever, the degr of sophistication of the capital budgeting syst , hereafter referred to as
DSCS, is used as a substitute for all of the above
term s. For the pur se of this study, the DSCS is
broadly defined as a w ho le system dealing with
the optimal utiliza ion of long -term capital resou rces to m aximiz@ the present value of the firm.
Th is broad concept lis designed to incorporate vario us component pars of the capital budgeting sys-

Suk H. Kim is assistant
professor of finance at
the University of Detroit
and received his Ph.D.
degree from St. Louis
University. He is a
member of the Detroit
Chapter. This article
was submitted through
the Wichita Chapter.

tem into a single concept of the DSCS.
SCOPE OF THE STUDY

Developing a Conceptual Model
The rational use of capital resources is critical
for the future well -being of the firm. The optimal
capital budget that will maximize the present value of the firm is simultaneously determined by the
interplay of demand forces (stream of revenues)
for, and supply forces of, capital (cost of capital)
under conditions of uncertainty.' Capital budgeting can be a complicated and conceptually difficult topic. The development of a comprehensive
theoretical framework co uld b e u sefu l to facilitate
the long -term investment decision process.
MANAGEMENT ACCOUNTING/ MARCH 1979

Both prim ar y and second ary da ta are used to
develop a theoretica model of the DSCS. Because
extensive literature on all phases of t he capital
bu dgeting system i readily availa ble, a com prehensive review of t e concepts and techniques of
capital budgeting i outside the scope of this
stu dy. However, t e em pirical and conceptual
stu dies already publ ished in this ar ea served as a
fo undation for this study.
The prim ary data were collected by m eans of a
mail questionnaire i order to gain insight into the
cap ital expenditure ecision procedures used by
41

relatively large firms. Questionnaires were mailed
to senior financial officers of the relatively large
machinery firms listed in the 1975 Dun & Bradstreet Million Dollar Directory.' Based on the
Standard Industrial Classification Code, the sampled machinery firms fall within 35 four -digit industry subclassifications, 3501 -3599. Only firms
with revenue in excess of $50 million in 1975 and
with capital expenditures in excess of $1 million
for each of the years from 1970 -1975 were included in the sample, thus ensuring inclusion of only
relatively large firms. Usable questionnaires were
returned by a total of 114 machinery firms.
The Model

Too many
studies put too
much emphasis
on ranking and
selecting
investment
proposals; this is
only part of the
capital
budgeting
system.
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The long -term investment decision - making
process may be viewed as a system of interrelated
parts. There are many steps and elements in the
entire capital expenditure decision process, with
the component parts interacting interdependently.
Each element is a sub - system of the total capital
budgeting system, and it is closely connected by a
wide variety of other sub - systems. Therefore, the
DSCS may be viewed as an integral unit of several
elements directly or indirectly related with each
other.
Figure 1 examines the DSCS in considerable
detail. Effective work in capital budgeting can be
accomplished only when there is a well- established long -range plan. Such planning is necessary
to help management move from haphazard expenditures to prediction and improved control
over the capital investment decision process.
The basic purpose of planning for future years
is to estimate future problems, analyze these problems and determine the action that will guide the
firm to its established goals. More specifically, the
long -range plan is to decide on such factors as line
of business, size of the firm, type of human and
capital resources needed, liquidity position, and
objectives of the firm in terms of growth rate and
profitability. Once the company -wide goals are established, the sub- goals, organizational framework, programs, and time period are developed.
A long -term capital budget developed within
the overall framework of the long -range plan is a
necessity in organizing the development of future
growth and providing direction to capital budgeting. It enables the financial officer to think ahead
about his three essential roles of 1. how the estimated dollar amounts of capital funds can be
raised at the lowest possible cost 2. how these
funds can be invested more economically and 3.
how these capital expenditures can be effectively
controlled.
The survey results indicated that, in recent
years, there has been an increasing trend for many
sample firms to estimate their total financing
needs for three, four, or even more than five years
ahead. Most financial managers agreed that a de-

tailed long -term capital budget beyond a five -year
period is impractical and even useless because of a
rapid change in technology, intensive competition,
business cycle, product change and change in
market demand. However, they view a long -term
capital budget as an essential ingredient of the effective capital budgeting system.
IDENTIFYING INVESTMENT ALTERNATIVES

A continuous, systematic search for investment
alternatives is an essential step in the DSCS. A
system should be developed to stimulate ideas for
capital expenditures and to identify as many attractive investment opportunities as possible, because the availability of attractive investment
projects provides the foundation for a successful
long -term investment program. There should be
many profitable investment opportunities competing for a limited amount of capital resources. This
means that the projected returns of many of these
investment proposals are beyond the firm's cost of
capital, but only few of them can be accepted. The
major task, then, is to discover how the most profitable investment proposals are selected. A specific
search for, and consideration of, alternatives to
major investment projects before final approval
are more likely to increase the probability that the
best alternatives are being chosen.
Faced with the task of determining potential investment projects, a financial manager is likely to
discover many investment opportunities of different types. The financial manager should screen
and review all of them to identify those that are
attractive enough to justify further analysis for
feasibility.
The results of the survey revealed that a large
majority of the sample firms had a formal body
responsible for screening and reviewing their capital expenditure proposals. There appears to be a
consensus among the sample firms that all of the
identified investment alternatives should be carefully screened and reviewed to ensure that they
are economically feasible. The proposals were
screened first by lower -level managers and specialists. They then were reviewed by the higher level
managers to narrow down the number of alternatives for a final recommendation to the top management and board of directors.
Both search for investment alternatives and
preliminary screening are likely to be predominantly qualitative in nature. Figure 1 assumes that
five investment projects are chosen for more complex and quantitative economic analysis. The next
obviously important task in the process is to estimate cash flows and other benefits from each of
the five projects under consideration as well as to
forecast the supply and cost of funds available for
capital investment purposes. Cash inflows and
outflows must be forecasted to determine the net
cash inflows from each alternative. The determiMANAGEMENT ACCOUNTING /MARCH 1979

Figure 1

CONCEPTUAL FRAMEWORK OF THE DSCS
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nation of the net cash inflows is essential in order
to choose the project evaluation technique that
will be used to compare financial consequences of
one project with another one in terms of maximizing the well -being of stockholders. Most of the
sample firms reported that a cash budget was prepared to develop the cost - revenue structure of the
investment projects.

A variety of new
management
science
techniques has
been added to
improve the
capital
expenditure
decision
process.

RANKING AND SELECTING PROJECTS

A particular capital budgeting technique should
then be used to rank and select investment projects. In other words, a particular method should
be chosen to measure rate of return on a uniform
basis for all of the projects. The most commonly
used methods of ranking and selecting investment
proposals by the sample firms were payback, average rate of return, internal rate of return, net present value, and MAPI, the Machinery and Allied
Products Institute Method.' Generally the internal rate of return, the net present value, and the
MAPI are considered as theoretically superior, or
more sophisticated methods.' The survey results
showed that:
1. The internal rate of return and net present value were gaining greater acceptance in practice.
2. Payback was the most widely used method of
evaluating the investment projects in both 1970
and 1975.
3. MAPI did not gain wider acceptance in practice.
DECISION - MAKING TECHNIQUES

A variety of new management science techniques has been added to improve the capital expenditure decision process. They include linear
programming, PERT, regression analysis, game
theory, decision theory, and many other mathematical aids to the financial manager. The use of
these new techniques in combination with the traditional project evaluation methods would provide
a basis for more effective investment decisions
than the use of only the traditional methods. New
developments in management science place a
great emphasis on capital budgeting methods, particularly for the firms that rely heavily on the
computer for screening information for better decision- making. Although both the theory and application of these techniques are relatively new,
they have great potential for the financial managers responsible for evaluating investment proposals. For example, the traditional methods are not
capable of making a simultaneous determination
of a group of investment proposals. However, a
linear programming model is able to obtain a
simultaneous solution to a multitude of many investment projects in such a way that a combination of the selected projects will bring the highest
return to the firm while satisfying financial, and
other, constraints.
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The survey outcomes suggested that while a relatively small percentage of the sample firms were
experimenting with these new techniques, an increasing number of companies appeared to be interested in them as a means of supplementing the
traditional evaluation methods.
PROJECT SELECTION AND RISK

If the rate of return for each project is known
with certainty, a project or a set of projects will be
selected at this stage. Because only a few of the
financial variables are known in advance with precision, and businessmen and investors are basically risk averters, there has to be some kind of
method of adjusting project estimates for risk. Although there is no agreement on the question of
whether a formal method of considering the risk
of the project would result in a greater profit, it
should be intuitively evident that those firms with
a formal method of adjusting project estimates for
risk would make more effective capital budgeting
decisions.
Risk adjustment methods such as probability
theory, utility theory, computer simulation, decision trees, and sensitivity analysis are theoretically
preferred to such methods as shorter payback period, higher discount rate, and lower cash inflow
projections for risky projects. However, most sample firms used simple and subjective forms of risk
analysis to judge the risk element in a project. The
formal risk analysis, which is intended to achieve
the same purpose on a more sophisticated basis,
has not been widely accepted in practice.
Once the project ranking and selection process
has been completed, the financial manager will
have to determine the risk - return trade -offs in order to choose more attractive investment alternatives. The final selection of any investment project
should be based upon the diagnosis of limiting factors that may arise in the process of implementing
the chosen project. That is, limiting factors will
have to be introduced and analyzed to minimize
some possible difficulties for the smooth implementation of the chosen projects.
THE INVESTMENT CUT -OFF POINT

A capital rational budget is usually a limiting
factor, because a firm sets an absolute upper limit
on the size of its capital budget during a given
period of time, thus attempting to maximize the
present value of the firm while satisfying its financial constraints. An arbitrarily determined investment cut -off point then becomes a deciding factor
for accepting or rejecting a particular project under consideration.
The absence of a cut -off rate may lead to the
acceptance of very low return projects in the some
years and the rejection of very attractive projects
in some other years because of the lack of certainty about projects in returns and other projections.
MANAGEMENT ACCOUNTING/ MARCH 1979

Therefore, it is not surprising to find that a large
majority of the machinery firms studied had at
least one definite cut -off point and many of them
had multiple cut -off points.
The projects whose rates of return are above the
cut -off point are accepted for implementation. But
interestingly enough, the survey results showed
that the cut -off point used by the sample firms was
quite flexible to accommodate the changing conditions. A majority of the sample firms reported that
they changed their cut -off point if there was a substantial change in borrowing cost, stock price, and
the industry return. Some of them varied their
cut -off point according to the nature of the project
under consideration, thus strongly indicating that
they used multiple cut -off points. The reasoning
behind the use of a flexible cut -off point was that it
can adjust without delay to the requirements of
changing conditions.

the im portance of feedback. The DSCS system

may be considered a transformation model that
exchanges information, energy, and materials
among various departments within the company
and between the ompany and its environment.
Contrary to com n thought, the capital budgeting decision is much more than the responsibility
of the financial manager, because capital budgeting under his (her) direct control is a compilation
of sales, producti in, and general administrative
plans. Therefore, he long -term investment decision process shout) be one of complete cooperation among all executives in the firm. Its complexity implies that to have a high degree of
sophistication in the capital budgeting system,
there should be a tensive communication among
executives within he firm, and between the firm
and its custom
suppliers, government, and
general public.
The DSCS system is basically a comprehensive

REVIEW AND CONTROL
After a project has been approved, a periodic
review and expenditure control is required to ascertain if dollars actually spent in carrying out a
project are in accordance with the dollars approved for it. It is also important to take corrective action if the project in process is not in
accordance with its planned standard. Even a
project that looks like the most profitable proposal
does not guarantee that it will yield returns beyond the firm's required rate of return, because
the project is chosen on the basis of projections
and estimates of uncertain future events. Therefore, a financial manager cannot do an effective
job of capital budgeting without establishing a
monitoring system over all costs incurred. Virtually all of the sample firms controlled the cost of
the project in process.
Because capital expenditure decisions are made
on the basis of estimates for the uncertain future,
there is always some probability that estimates
will not be realized. This fact makes it desirable to
have a formal plan for carrying out post- audits of
project performance. The post -audit of a project is
distinguished from the expenditure control in that
the former deals with control of dollar expenditures while the latter measures the actual performance result of the project. Post- audits are also important to see if anything can be learned from past
history for the future capital expenditure decisions. The results of post- audits enable the firm to
compare the actual performance of a project with
an established standard. Most sample firms carried out post- audits for their major projects. If the
capital budgeting system has been successful, the
system is likely to he reinforced. If it has not, it is
likely to be revised or replaced.
THE FEEDBACK SYSTEM
't he concept o f DSCS as a sy s tem intro duces
MANAGEMENT ACCOUNTING/ MARCH 1979

A financial
manager cannot
do an effective
Job of capital
budgeting
without
establishing a
monitoring
system overall
costs incurred.

plan for the rational utilization of limited capital
resources in the fi m, because it is a conceptual
model designed tci understand the interrelationships within the I)SCS system and between the
DSCS system and other component parts of the
firm, thereby defining configurations of variables.
The controlling functions constantly produce

many problems for the planning phase. The feedback system for the controlling process would signal what kind of changes in a plan should be made
in terms of organizing, staffing, and influencing
functions. The system concepts indicate that
many adjustments should be made through the
feedback system b fore the goals established are
realized.
Application of the Model
The ABC
comp-ynyarusually
prepares
its capital
budget
on a five
basis. For
this period,
the
firm expects to increase its sales and to reduce its
operating expenses )by replacing four existing m ach ines. These long' range objectives set the stage
fo
the detailed
pl nning
for the
year,
which
reqr uires
a substantial
amount
of first
capital
expenditures. A maxim um $300,000 has been allocated
with the funds now on hand to achieve the firm 's
lo ng -range objectives. The firm 's investment cutof f p o int ha s b e e n 30 %n whi c h i s 1 0% highe r tha n
it s c o s t of c a pi t a l . ' he f i r m d e s i r e s t o u s e i t a s a
c r i t e r i o n f o r a c c e p t i ng f u t u r e i nv e s t me nt p r o p o s als .
Va r i o u s div is i on a n d d e p a r t me n t s ha v e be e n
ins t r uc t e d

to

se arch

for

inv e s t me nt

pr op os a l s

wi t hi n t he fr a me > or k o f t h e fi r m' s long - ra nge
c a pi ta l bu d ge t . T w e n t y c a p it a l e xp e nd i t u r e pr o pos a ls ha v e b e e n s u b mi t t e d t o t he f i r m ' s re vie w
c o m mi t t e e re s po ns ible for evaluating alternative

investment projects from a company -wide point of
view.
After all of the 20 proposals have been carefully
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Table 1:

ACTUAL DATA FOR OLD MACHINES

C

D

15,000
8,000
5,000
350,000
500,000
0

20,000
10,000
5,000
400,000
600,000
0

50,000
35,000
10,000
600,000
700,000
0

30,000
10,000
10,000
400,000
500,000
0

$

B
$

A
$

Book value
Market value
Annual depreciation
Annual operating costs
Annual sales
Salvage value

$

Data

CALCULATING CASH OUTFLOWS AND INFLOWS
The firm intends to continue the use of the

Table 2:

ESTIMATED INFORMATION FOR NEW MACHINES*

$

Information
Purchase price
Annual depreciation
Annual operating costs
Annual sales
Useful life
Salvage value

screened and reviewed by the committee, four independent proposals are chosen for more detailed
analysis to ensure that they are economically feasible. The proposals chosen call for replacing the
four old machines. The relevant data needed to
estimate the cost - revenue structure of the projects
are presented in Tables 1 and 2.
Table 1 illustrates the actual data for the four
old machines under consideration for replace ment, and Table 2 presents the estimated information for four new machines.

E

F

G

H

50,000
10,000
340,000
540,000
5 yrs.
0

S 60,000
12,000
395,000
650,000
5 yrs.
0

$200,000
40,000
590,000
770,000
5 yrs.
0

$100,000
20,000
400,000
540,000
5 yrs.
0

'

The new machines E, F, G, and H have been suggested to replace the old machines A, B.
C, and o, respectively.

straight -line depreciation method, which has been
used for the last 20 years. The firm also expects its
tax rate to be 50 %. Net cash outflows and annual
net cash inflows for the four projects are computed as presented in Table 3. The net investment
outlay for each of the four proposals is calculated
by subtracting the sale of the old machines and
the tax savings from the purchase price of the new
machines. Incremental annual profits after taxes
are computed by subtracting the difference in operating expenses and depreciation from the difference in sales, and then multiplying it by (1 -tax

Table 3:

WORKSHEET FOR DETERMINING CASH FLOWS

Project E

Cash outflow before
tax savings
Less: tax savings from loss
on old machines
Book value
old machines
Market value
old machines
Operating loss
on sales
X tax rate
Net cash outflow or
projects cost

Project G

Project H

$50,000

$60,000

$200,000

$100,000

8,000

10,000

35,000

10,000

$42,000

$50,000

$165,000

90,000

$15,000
(8,000 )
S 7,000
.50

Project F

3,500

$

A. Net cash outflows
Price of new machine
including installation
Less: market value
of old machine

$20,000

$50,000

$30,000

(10,000 )

(35,000 )

(10,000 )

$10,000
.50

5,000

$15,000
.50

7,500

$20,000
.50

10,000

$38,500

$45,000

$157,500

S 80,000

Change in sales
Less: change in
operating costs
Change in
depreciation

$40,000

$50,000

S 70,000

S 40,000

Change in taxable income
Less: tax at 50%
Change in profit after tax
Add: change in depreciation

$22,500
5,000

$24,000
7,000

Annual net cash inflow

$27,500

$31,000

46

5,000

7,000

30,000

10,000

$45,000
22,500

$48,000
24,000

50,000
25,000

S 30,000
15,000

25,000
30,000

15,000
10,000

$
$

$
$

55,000

(

(10,000)

$

5,000)

(

(10,000)

0

)

B. Annual net cash inflows

25,000
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R(IF) - P = 0; or IF = P /R
Where
R = annual cash inflow of a project
IF = annuity discount factor
P = net cash outflow of a project
The IRR can be found by a relatively simple procedure using the above equation if we have a table
for the present value of an annuity of $1. The
annuity discount factor for Project E is:
IF = $38,500/$27,500 = 1.4
Looking up the IF (1.4) in the Table for the present value of an annuity of $1 across the 5 -year
row, we find that it (1.4) is approximately under
the 64% column. Therefore, 64% is the approximate IRR for Project E, which equates the present value of future benefits to the cash outlay of
the project.
The NPV is the difference between the discounted present value of the future cash inflows of
a project and the initial cash outflow of the project. If the annual cash inflow from a project is
expected to be equal, then NPV is calculated:
NP V = R (IF ) - P
Therefore, the NPV for Project E is $43,753
(NPV = $27,500 X 2.991 - $38,500 =
$43,753). The annuity discount factor of five years
and 20% is 2.991, which is multiplied by an annuity of $27,500 to find the present value of the expected net cash inflows from Project E, $82,253.
The NPV of $43,753 is then obtained by subtracting the net cash outflow of $38,500 from the present value of $82,253. The NPV and IRR for three
other projects can be calculated by the same computation procedure. The computed NPV and IRR
for the four investment proposals are presented in
Table 4.
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Table 4:
NPV AND IRR FOR FOUR PROJECTS
Projects

NPV

IRR

E
F
G
H

$43,753
47,721
7,005
-5 , 22 5

64.0%
62.5
22.0
17.0

company would select Projects E, F, and G because these three projects have positive NPV, and
their respective IRR are higher than the firm's
cut -off point.
REVISING THE ESTIMATES
The project review committee has had second
thoughts about itJ initial estimates of revenues.
After having re- ermined the projected ecomomic
conditions and hi torical reports on income produced by similar rojects, the committee recognized a situation in which a number of cash
inflows would pro ably exist. The firm's risk adjustment program now requires the committee to
estimate a number of possible outcomes for the
first two projects 'instead of developing a single
best annual cash inflow projection of each investment proposal. i
There are five ssible returns (different annual
net cash inflows) for each of the two projects. Subjective probabilities are assigned to the five alternative income possibilities. The weighted returns
or the expected annual net cash inflows for Projects E and F are calculated as shown in Table 5.
Thus,
the average
et cashE inflows
are not $27,500
and
$31,000
for Projects
and F respectively,
but
$22,250 and $30,750.
Risk may be described by the dispersion of alternative income poossibilities. Measures of dispersion include the range, the quartile deviation, the
mean deviation and the standard deviation. But
the standard d e4 t i o n is a generally accepted
measure of the di persion.' The wider the stanTable 5:
CALCULATION OF EXPECTED VALUES FOR
PROJECTS E AND F
Probability
(1)
15%
25
35
20
5

Possible return
Project E
Project F
(2)
(3)
$10,000
12,000
25,000
35,000
40,000

Expected annual net cash inflow

$10,000
15,000
40,000
45,000
50,000

Expected return
Project E
Project F
(1) X (2)
(1) x (3)
1,500
3,000
8,750
7,000
2,000

$22,250

$

PROJECT EVALUATION AND SELECTION
The next step is to choose a project evaluation
technique to be used to determine the economic
worth of a project. The net present value (NPV)
and internal rate of return (IRR) methods are selected. Both NVP and IRR for Project E are computed below. If the project has the even cash inflow stream, the equation for calculating the IRR
can be written as:

If the ABC Company has no capital rationing
constraint and a cut -off point of 20 %, then the

$

rate). Annual net cash inflows are obtained by
adding the difference in depreciation to incremental annual profits after taxes. Notice that the net
cash inflows from each project are equal in each
year. For example, Project G is expected to generate net cash inflows of $55,000 a year for five
years.

1,500
3,750
14,000
9,000
2.500

$30,750
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Table 6:

-

Expected
return

$10,000
12,000
25,000
35,000
40,000

$22,250
22,250
22,250
22,250
22,250

Difference

(Difference)'

- $12,250
-10 ,2 50
2,750
12,750
17,750

$150,062,500
105,062,500
7,562,500
162,526,500
315,062,500

ProbX ability

Probability X
(difference)2

=

PROJECT E
Possible
return

=

STANDARD DEVIATION CALCULATIONS

15%
25
35
20
5

$22,509,375
26,265,625
2,646,875
32,512,500
15,753,125
Variance

$99,687,500
=

99,687,500

$9,984
=

Standard deviation =

PROJECT F
$30,750
30,750
30,750
30,750
30,750

- $20,750
-1 5, 75 0
9,250
14,250
19,250

$430,562,500
248,062,500
85,562,500
203,062,500
370,562,500

15%
25
35
20
5

$

$10,000
15,000
40,000
45,000
50,000

$215,687,500
=

Variance

64,584,375
62,015,625
29,946,875
40,612,500
18,528,125

=

V

dard deviation is, the more risky the project will be.
The standard deviation of the possible returns is
the square root of the variance, which is the average squared deviation from the expected return.
The standard deviation calculations for Projects E
and F are shown in Table 6. The calculated standard deviations are $9,984 and $14,686 for Projects E and F respectively. Therefore, the risk as
measured by the standard deviation is greater for
Project F than for Project E. When projects with
different expected returns are compared, the use
of the standard deviation as a risk measurement
may be misleading. The standard deviation analyzes a project's risk on an absolute scale. The
coefficient of variation is a better way of measuring risk because it is based on a relative scale. It is
to say that the coefficient of variation would estimate the amount of risk per unit of return, thus
enabling the firm to compare the risk of different
projects on a uniform basis.
The coefficient of variation is obtained by dividing the standard deviation of the possible returns
by the expected return. The coefficient of variation
for Project E is 0.449 and the coefficient of varia-

Table 7:
SUMMARY CALCULATIONS RESULTS
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Cumulative

cost

38,500
45,000
157,500
80,000

$

E
F
G
H

Project's
$

Project_

cost

IRR

NPV

38,500
83,500
241,000
321,000

64.0%
62.5
22.0
17.0

$43,753
47,772
7,005
-5,225

$215,687,500

$14,686
>

Standard deviation

tion for Project F is 0.478. As a result, the risk as
measured by the coefficient of variation, also is
greater for Project F than for Project E. However,
it is possible that the risk, as measured by the
standard deviation, is greater for Project X than
for Project Y, and the risk as measured by the
coefficient of variation is lower for Project X than
for Project Y.
THE DECISION PROCESS
The firm has now produced adequate data to
make a decision. It has estimated the expected returns as a measure of financial desirability and the
standard deviations as a measure of risk for both
projects. If the two projects are mutually exclusive, the choice would depend upon the firm's attitude toward profit versus risk. Project F has a
higher rate of return, but it also has a greater risk.
The critical question is whether or not the additional return of Project F is sufficient to compensate for its additional risk. The ultimate choice is
likely to depend upon the firm's risk -return tradeoff that has been used to maximize the present
value of the firm.
To simplify matters, it is assumed that the
amount of risk is identical for all of the four projects and that the initial projections remain unchanged after adjusting for project risk. The data
needed to make a final decision are presented in
Table 7.
The two criteria for accepting investment projects were specified in the early part of this article:
a capital rationing constraint of $300,000 and an
arbitrarily selected cut -off point of 30 %. In a situation where the firm uses its capital rationing constraint as a single criterion for the final approval
MANAGEMENT ACCOUNTING /MARCH 1979

Table 8
REVISED PROJECT COST AND NPV
Project

Project F

Original

Revised

Orlglnal

Revised

Price of new machine
Less: market value of old machine

$50,000
8,000

$55,000
10,000

$60,000
10,000

$65,000
8,000

Cash outflow before tax savings
Less: tax savings, loss on old machine
Book value of old machine
Market value of old machine

$42,000

$45,000

$50,000

$57,000

7,000
.50

Net cash outflow or project cost
Original NPV
Revised NPV

of investment projects, it would select the first
three projects calling for a capital budget of
$241,000. These three projects will cost less than
$300,000 available for investment, and they have
positive NPV. However, the projected rate of return for Project G is less than the firm's predetermined cut -off point. Therefore, only Projects E
and F meet both criteria, and they will be acceptable for implementation.
A monitoring system has been established to
compare actual costs of a project in process with
its estimated costs and to compare actual returns
and savings with those projected. The monitoring
committee has found that both Projects E and F
may cost more than projected, and so has decided
to take some corrective actions. In case of cost
overrun there are three possible courses for action:
abandon the project, complete it with added cost,
and re- analyze its economic worth. The committee decided to re- examine the cost - benefit structure of both projects to find the best course of
action to be taken.
After the committee re- analyzed both projects,
it came to the conclusion that there will be some
increases in the project cost, but there will be no
change in the benefit stream. The revised net cash
outflows of the projects and their adjusted net
present values are shown in Table 8.
As shown in Table 8, the revised NPV of Project E is now $39,753, instead of $43,753, and the
revised NPV of Project F is $41,721 instead of
$47,721. The adjusted results show that both projects will be still profitable. As a matter of fact, the
committee has recommended the completion of
Projects E and F with added costs.
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$15,000
(10,000)
$

$

Operating loss due to sales
X tax rate

$15,000
(8,000 )
3,500

5,000
.50

$20,000
(10,000 )
2,500

1

$38,500
$43,753

$42,500

510,000
.50

$20,000
(8,000 )
5,000
$45,000
$47,721

$39,753

$12,000
.50

6,000
$51,000
$41,721

Regardless of which course of action has been
taken a good capital budgeting system requires
the firm to carry gut post- audits of performance
for all the projects undertaken. The post- completion audit would help the firm improve its investment decision-making process. Knowledge obtained from past projects through the post -audit
would render the necessary feedback information
to institute an effective capital budgeting system
for future decision.
Universality of the

odel

An attempt has
n made to develop a useful
framework of capi I budgeting with the idea in
mind that such a s dy would provide a theoretical basis for teaching, research, and practice. An
application of the model to hypothetical capital
budgeting problem has also been presented to
give a general idea f the model's capabilities and
situations to which t applies. This model based on
the systems approach would provide a basis for
conceptualizing they relationships among subsystems of the DSCS and give us a way to view the
total system in inte ration with its sub - system.
In order for the onceptual model employed in
this article to have any degree of universality in its
application, the model should be revised and further refined based on a body of knowledge generated by practical experience and more scientific
research concerning!capital budgeting.
❑
Fred 1. Weston and Eugene F Brigham, Managerial Finance, Holt, Rinehart,
and W inston, 5th Ed. New Yor , N.Y., 1975.
Dun & Bradstreet, 1975 Dun 4 Bradstreet Million Dollar Directory.
' George Terborgh, Business l vestment Management Machinery and Allied
Product Institute, Washington, C., 1967,
' Maustafa H. Abdelsamad, A liuide to Capital Expenditure Analysis, AMA COM, A Division of American (Management Association. 1973.
' William A. Spurr and Charles P Bonini. Statistical Analysis of8usinas Decistans. Richard Irwin. Inc., Homewood, III., 1973.
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Opinion No. 29: A New
Valuation Method
Not only is it inconsistent, but the new method
produces values that are not relevant to the economic substance
of the exchange being recorded.
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One analysis of APB Opinion No. 29 concluded
that the opinion expanded the use of "fair value
accounting, thereby giving accounting a more logical foundation." ' This evaluation, upon closer inspection, seems to be both incomplete and inaccurate. Our examination of APB No. 29 will show
that not only is it an extension of fair value accounting, but it also is inconsistent with any other
accounting valuation method currently employed.
APB No. 29, "Accounting for Nonmonetary
Transactions," deals with exchanges and non -reciprocal transfers which involve principally non monetary items. The basic principle of accounting
for nonmonetary exchanges is to record the exchange at the fair value of the asset(s) given or
received, whichever is the most objectively determinable. The major provisions of Opinion No. 29
are twofold: 1. to clarify the treatment of a nonreciprocal transfer ( "a transfer of assets for which
no assets are received or relinquished in exchange" '); and 2. to elaborate on the accounting
procedures that should be employed for those exchange situations which involve little or no cash
or other monetary consideration.
Background of Exchange Accounting
In order to evaluate the changes resulting from
Opinion No. 29, we will review the recording of
exchange situations prior to the issuance of the
Opinion. In Table 1, a situation is described in

which an existing asset is exchanged for a new
asset. Three values are given for the old asset: the
net book value ($2,600); the trade -in value allowed by the seller ($3,200); and the fair value of
the old asset ($2,900). As shown in Table 1, prior
to Opinion No. 29, there were three alternative
methods that could be employed to account for
the exchange. Each of these methods, along with
their theoretical justification, is briefly explained
below.
According to tax law, the gain on the exchange
is nontaxable and thus no gain or loss can be recognized in recording this exchange. The elimination of the old asset from the books and the outflow of cash are two elements of the entry which
are common to each alternative treatment. The
recorded amount for the new asset should be adjusted to reflect the economic substance of the
transaction. Since no gain or loss is recognized
under the tax method, the new asset is recorded at
an amount equal to the sum of the net book value
of the old asset plus the cash outflow ($4,400).
While this method does not accurately account
for the value of the acquired asset in an economic
sense, it is consistent with the intent of the tax
laws, since the general theory of taxation is to tax
gains only when there is a cash inflow. As a result,
while the tax method may not yield a meaningful
economic value for the new asset, it is appropriate
for income tax purposes.
The list method is based on the assumption that
the list price of the new asset is equal to its fair
MANAGEMENT ACCOUNTING /MARCH 1979

Fair Value Most Logical
The fair value method is clearly t he most logical of the three, and is in keeping with the basic
accounting principle of fair value of exchange cited earlier. The only potential dray back of this
method is the possible absence of an objective fair
market value for the old asset (or cash value of the
asset being acquired). However, if management is
rational in its decision making, it would not acquire an asset unless the present value of the future benefits exceeded the economic value given in
exchange. In other words, management must have
at least estimated the market value of the old asset, either implicitly or by using other markets.
Therefore, it should be possible in most cases for
management to arrive at a reasonable approximation of the market value of the exchanged asset,
MANAGEMENT ACCOUNTING /MARCH 1979

and for an independent third party to test the reasonableness of such a valuation.
Nonreciprocal Transfers and Fair Market Values
The alternatives illustrated in Table 1 do not
cover the problem of nonreciprocal transfers. It
was required that such transfers be recorded at
the donor's book alue when received from non owners prior to
inion No. 29. As a result of

Table 1
ALTERNATIVE JOURNAL ENTRIES

Old asset —acc. depr.
New asset
Old asset
Cash
Gain on exchange

Tax method

List method

1600
4400

1600
5000
4200
1800
-0-

Fair value
method
1600
4700

4200
1800
600

Old asset cost
Old asset accumulated depreciation

4200
1800
300
$4,200
—1,600

Old asset —net book value

$2,600

Old asset — trade -in value per dealer
Old asset —fair market value
New asset ist price
Cash given

$3,200
$2,900
$5,000
$1,800

Opinion No. 29, owever, such donations must
now be recorded
fair market value by both the
donor and donee, vith any resulting gain or loss
recognized on th books of the donating firm.
Nonreciprocal trs sfers with owners follow the
same guidelines, Kcept when the transfer is a
"form of reorgan ,tion or liquidation or in a plan
that is in substan the recission of a prior business combination. " ` In such cases, the trans
fer is recorded at tl e book value of the transferred
asset. The changes in nonreciprocal transfers pro vide a welcomed e; pansion of the use of fair market values in recor ling certain one -way transfers.
The most signifii ant change created by Opinion
No. 29 alters the t ccentability of the alternatives
described in Table 1 under certain conditions. In
those cases where the exchange involves similar
nonmonetary assets, or when the exchange involves dissimilar n1onmonetary assets which culminate an earnings process, the fair value concept
demonstrated in Table 1 now is the only acceptable method. Ho ever, when the exchange involves principally nonmonetary assets that are
similar and do not culminate an earnings process,
then the new method developed in Opinion No.
29 should be used.
Table 2 presen the same facts as before but
now considers the firm acquiring the new asset
(Firm A) and the rm selling it (Firm B).
-

i

value. As a result, the new asset is recorded at
$5,000, its list price. The elimination of the old
asset from the books along with the cash outflow
is recorded as before, and the gain recognized is
$600. This gain reflects the difference between the
list price ($5,000) and the sum of the net book
value plus the cash outflow ($4,400). The list
method accurately records the exchange at fair
value only when the list (asking) price is a close
approximation of the market value of the asset
being acquired. In many cases, such as with vehicles and machinery, the list price is not an accurate reflection of market value.
The fair value method is based on the premise
that asset(s) acquired should be recorded at the
fair value of the asset(s) given up or received,
whichever is the most readily determinable. To
determine market value, it is often necessary to
get an outside appraisal of the fair value of either
the old asset or the new asset. A fair value of the
new asset would he the cash price acceptable to
the seller without the exchange of the old asset.' A
fair value of the old asset would be the value offered by other vendors dealing in such assets. Either of these values should help us to arrive at
approximately the same new asset value in a rational marketplace. In fact, the cash or market value
of the old asset plus the cash given should equal
the cash price of the new asset on a straight purchase.
In the example above, the fair value of the new
asset ($4,700) is the economic value given up in
exchange ($1,800 cash plus an old asset worth
$2,900). This implies that a $300 discount from
the list price should reasonably be expected in a
straight cash acquisition. In order to explain the
apparent inconsistency with the list method, the
$300 discount was added to the fair value of the
old asset to arrive at its inflated $3,200 trade -in
value. It should also be noted that when the list
price is the fair value, the list met hod and fair
value method will yield the same result.
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Journal Entries to Record the Exchange
The assumption that the asset being acquired is
"new" is dropped, making it simply an exchange
of one asset plus $1,800 boot for another asset.
The entry recorded for Firm A is exactly the same
entry required for tax purposes and illustrated in
Table L For Firm A, the two alternatives, the list
method and the fair value method, are no longer
acceptable in this particular situation according to
Opinion No. 29. This is true even though the fair

Table 2
ACQUIRING AND SELLING THE ASSET

Firm A
(purchaser)

Firm B
(seller)

Cost of machine
Accumulated depreciation

$4200
1600

unknown
unknown

Book value

$2600

$3900

Fair value
Cash paid
Cash received

$2900
1800
—

$4700
—
1800

Jo urnal E ntries to Record the Exchange
Firm A
Old asset —acc. depr.
Firm B asset
Old asset
Cash

1600
4400
4200
1800

Firm B
Cash

1800

F ir m A a s s et
O ld as s e t (ne t)

24 06 '
3900

Gain on exchange of an asset

30 6"

*For ced— see below
Value
Cash
Fi r m
A' s h C
" Rec ogni zed gai n = C as h r ec ei ved — � Book
a
a s h + fai r value 1
asset
of asset rec eived
$1800

$3900 X - - $ 1 9 0 0 _
$1900 + 2900
_ $1800 — ($3900 X .3829787)
_ $1800 — $1494
$306

Table 3
MARKET VALUE NOT DETERMINABLE

value of the asset is both available and necessary
to record the exchange on the books of Firm B!
Even though the fair value is known for both assets, the new accounting treatment for this situation requires the recording of both assets at something other than their fair value. It may be
observed in the formula for computing the recognized gain for Firm B in Table 2 that the fair
market value of the asset being received is a necessary input. In the absence of this value, the fair
market value of the asset given in the exchange is
to be substituted for the cash plus the fair value of
the asset received. For the above case, the latter
alternative would have resulted in the same $306
gain for Firm B.
The situation differs considerably, however,
when a loss on the exchange results. Consider Table 3, where all facts remain the same except the
market value of Firm A's asset is assumed to be
$1,600 and the value of Firm B's asset is not clearly determinable. In this case, both Firm A and
Firm B recognize the loss just as it would be recognized under the fair value method in Table 1.
For Firm A, the asset received in the exchange is
recorded at the fair value of the asset given up
($1,600) plus the cash given ($1,800). For Firm B,
the asset received is recorded at its known fair
value. In short, for loss situations the principle of
fair value is applied, but for gains a new valuation
method must be used. It seems as if Opinion No.
29 has developed a new valuation principle: "low er-of- modified- fair - value -or- fair - value" for certain
qualifying exchange situations.
The major point is that the only possible problem with applying the fair value method illustrated in Table 1 was in obtaining the market value of
the asset given or received in the exchange. This
problem is recognized and discussed in the Opinion and is considered a major reason for the
change in accounting treatment. In applying the
major provisions of Opinion No. 29, as illustrated
in Tables 2 and 3, the fair market value must be
known. Yet for situations involving similar non monetary assets which do not culminate an earnings process the fair value is ignored. This is clearly inconsistent with the fair value principle
expounded in the literature and in pronouncements, such as FASB Statement No. 12, "Accounting for Certain Marketable Securities."
Opinion No. 29 Qualifications

Firm A
(purchaser)
Cost of machine
Accumulated depreciation

$4200
1600

Book value

$2600

Market value
Cash paid
Cash received
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1600
1800
-

Firm B
(seller)
—
—
$3900
Not determinable
$1800

If the conditions for determining the applicability of Opinion No. 29 are carefully examined, it
may be shown that they introduce more subjectivity than objectivity. First, the new method applies
only to those exchanges that consist principally of
nonmonetary assets. However, the term principally is not defined and could easily be interpreted to
mean anything that is more than 50% of the total
value involved in the exchange.
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accepted accounting alternatives available for similar events. Further, this new method produces
values that are not relevant to the economic substance of the exchange being recorded, thereby reducing the general utility of accounting information. Aside from conservatism, there is not a single theoretical justification for such an innovation
in GAAP.
Sound Accounting Theory?
In the case of nonreciprocal transfers, Opinion
No. 29 has broadened the use of fair value as a
basis of accounting, and provides a meaningful
addition to the consistency and theoretical basis
for generally accepted accounting principles and
procedures. At the same time, the development of
a new valuation basis for recording exchanges of
similar assets that are principally nonmonetary in
nature and do not culminate an earnings process
seems to take a step in the other direction. The
new "lower -of- modified- fair- value -or- fair - value"
method, while innovative, lacks the support of
sound accounting theory and is not consistent
with most generally accepted accounting principles. As a result, it falls short of achieving its objective of improving accounting practices on a basis that is consistent with prior generally accepted
accounting principles and procedures.

is APB No. 29 a
new valuation
basis that takes
a step in
another
direction?

I & 1. Lambert and J.C. Lambert, "Concepts and Applications in APB Opinion
No. 29," The Joumal ofAccounfancy, March 1977.
2 APB Statement No. 4, - Basic Concepts and Accounting Principles Underlying
Financial Statement
Business Enterprises," A1CPA, New York, N.Y., 1970.
3 APB Opinion No. 29, "Accounting for Nonmunetary Transactions" A1CPA,
New York, N.Y., 1973.
4 lbid, para. 25.
5 Ibid. para. 23.
or

Second, the new method applies to assets that
are similar in nature. Consider three vehicles: a
station wagon, a two -ton pickup truck, and a six ton diesel truck. Which of these vehicles are similar, if ally? The similarity attribute may not be as
definitive a guideline as necessary to determine
when Opinion No. 29 should be applied.
Finally, the qualification that the transaction
does not culminate an earnings process is required
for application of Opinion No. 29. This requirement, under a very narrow interpretation, would
only be met in the case of the liquidation of the
entity involved. Alternatively, under a broad interpretation, every asset which leaves the firm culminates its earning process. In Table 2, if Firm B
is considered to be a new equipment dealer, has
the sale of the equipment to Firm A for cash plus
used equipment culminated the earnings process?
The answer to this is contingent upon one's interpretation and definition of the earning process being considered.
In short, it appears as though the criteria for
applying Opinion No. 29 do not significantly contribute to the uniformity of its application to similar situations. In fact, Opinion No. 29 can be
viewed as expanding the alternatives in Table 1 to
include a new method which is substantively inconsistent with the principle of fair value based
accounting. This new method prohibits the use of
market values to record certain exchanges unless
the use of market value results in a loss. As a
result, not only is it internally inconsistent, but it
also fails to promote uniformity and consistency
of accounting practice within and among firms,
thus, in effect, increasing the number of generally

MIS Today Is Featured in April
Management information systems with an EDP core are revolutionizing the business landscape. Not only is management getting more
relevant information faster, it also is getting the opportunity —and
time —to consider alternate strategies for putting capital to work. In the
April issue, our most comprehensive, single -theme issue ever planned,
we focus on systems in a bank, a multinational company, a nonprofit
organization, and a municipal government, among others. It's the story
of how management accounting wedded to the power of the computer
can maximize its traditional contribution to the conduct of both profit making and nonprofit organizations. Watch for it!
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Determining the Appropriate
Discount Rate for
Private, Not - for - Profit
Organizations
There are as many as six million private, not - for - profit organizations
in the United States. Their funding is estimated at $80 billion per
year, and when free corporate services and volunteer work are
included, we're talking about an economic sector
with resources of $100 billion a year.
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Accounting, economics, and financial researchers
have devoted much attention to the issue of the
appropriate discount rate to use in analyzing capital expenditure proposals. But with few exceptions, they have concentrated on the discount rate
for either private, for -profit firms or public agencies, paying little attention to the discount rate for
private, not - for -profit organizations.
The failure of both professional and academic
researchers to address the issue of the appropriate
discount rate for private, not - for -profit organizations is significant for two reasons. First, such organizations are hybrid creatures; that is, they
share some of the characteristics of both private,
for -profit firms and governmental bodies. They do
not resemble either, however, to a degree sufficient
to warrant using the exact approach to determine
an appropriate discount rate.
Second, the private, not - for -profit sector is a
large and rapidly growing one. The Report of the
Filer Commission on Private Philanthropy and

Public Needs indicates that there are as many as
six million such organizations with revenues —including both government and private funding --of
over $80 billion per year; when free corporate
services and volunteer work are included, this
third sector receives resources valued at $100 billion annually.'
A Rationale for Selecting
the Appropriate Discount Rate
A review of the consensus views on the appropriate discount rate for use by public bodies and
private, for -profit firms makes clear that both are
weighted average costs.' The difference between
the calculations of the discount rates for each entity revolves around four interrelated issues: the use
of a marginal versus an average weighted cost,
pre -tax versus after -tax costs, the source of funds,
and the inclusion of fund - raising costs. The consensus discount rate for governmental bodies is a
pre -tax weighted average cost calculated by using
an average opportunity cost for funds that would
have been used for investment weighted by the
MANAGEMENT ACCOUNTING /MARCH 1979

A Suggested Approach
Our approach to determining an appropriate
discount rate for private, not - for -profit organizations is developed on an ad hoc basis rather than
being axiomatically derived. It also reflects a bias
toward applicability. As such, it "borrows" features of the procedures for determining the discount rate for both governmental bodies and private, for -profit organizations. It also introduces
features not common to either approach.
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A private, not - for -profit organization should
use a discount rate that reflects the opportunity
cost associated with the funds used. In order to
establish this cost, it must first identify the sources
of funds, determine their cost, and assign the appropriate weight to each source.4
The first step is not particularly difficult for
most organizations. Funds for capital expenditures normally come from philanthropy, borrowing, endowment income, and grants from public
agencies.' The second step—determining the cost
of the various funds —is a more difficult prospect,
particularly so far as donations are concerned.
Based on the assumption that giving occurs when
the donor perceives a return to society at least
equal to his own return, the appropriate cost is the
opportunity cost to the marginal donor.' Determining the cost of funds at the margin is virtually
impossible, so there is no choice except to use an
average cost. Two possibilities for determining the
average cost of these funds exist. The first is the
direct cost of raising the funds; i.e., the acquisition
cost. This is an out -of- pocket cost arising directly
from the fund - raising process and not the opportunity cost for the funds raised. Although it does
not represent the appropriate cost of the funds, it
should be used in determining the appropriate
cost of donated funds as indicated below.
The second, and more appropriate, possibility is
the pre -tax rate of return that the funds could
earn if held by the donating sector. That is, the
appropriate cost is the opportunity cost for the
sector of the economy from which the funds are
raised. (If an individual organization does not
have such data, it can use estimated national
data.) Thus, there is a separate cost for the funds
raised from each sector. These costs must be adjusted for the fund - raising cost (roughly analogous to the flotation cost in issuing common
stock). That is, the cost is equal to
KD'

_

Determining the
cost of funds at
the margin is
virtually
impossible.

K.,

I -FR

where,
KD i = The cost of donations from a particular

sector of the economy,
= Th e opportunity cost of funds for that
sector, and
FR = Fund - raising costs as a percentage of
total funds raised by the organization.

K

a;

portion of total funds from that source and average opportunity cost of funds that would have
been used for consumption weighted by the total
portion of funds from that source. The rates are,
respectively, an opportunity cost for the corporate
sector and for what Baumol calls the "do-it -yourself producer. "' The private, for -profit firm uses
an after -tax weighted average incremental cost of
funds. The appropriate costs are the firm's after tax costs of raising funds from, and providing the
required rate of return to, a particular source and
weights representing the composition of the capital structure.
Neither of these approaches appears to fit the
circumstance of the private, not - for -profit organization. Such an organization closely resembles a
governmental body in that its operations are carried out to benefit the society as a whole, or some
specific segment of society, rather than to yield a
return to the providers of funds. Unlike the governmental body, however, the private, not -forprofit organization does not have the power of
taxation to raise funds or to serve as a basis for
borrowing; instead, it must raise funds in an environment where it competes with other such organizations. In addition, it must compete with alternative uses of funds by potential donors.
Unfortunately, the approach for determining
the discount rate for the private, for -profit firm
also cannot be applied to the private, not- for -profit firm for several reasons. First, such firms should
use a pre -tax rate like the governmental body because the productive resources used could earn
that rate elsewhere. Second, for an organization
raising funds through donations, it is extremely
difficult, if not impossible, to determine the cost of
funds at the margin. Third, a private, not -forprofit firm cannot use a capital structure to determine the appropriate weights to be applied to the
cost of funds because the concept of capital structure has no meaning for an organization that has
neither residual ownership nor retained earnings
in the corporate sense.
Because of the inapplicability of existing methods, the apparent solution to this problem is to
develop a new one that is appropriate. As an initial step in this direction, this article will present a
"hybrid" approach that combines certain features
of the two existing methods.

This adjustment rests on the assumption that the
donor expects each dollar donated to have a return at least equal to the opportunity cost.
The cost of debt funds should be readily determinable. It is simply the interest rate which the
organization must pay to borrow new funds.
The cost of funds from endowment income is
also easily determined. Because the funds not used
can always be reinvested, the cost should be at
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Table 1
DISCOUNT RATE FOR PARTICULAR CHARITY

(1)
Cost

(2)
Weight

(1) x (2)
Weighted cost

.0867

.42
.28
.10
.15
.05

.0364
.0560
.0090
.0113
.0050

Once the costs and weights are determined, it is
a simple matter to combine them in order to obtain a weighted average cost of funds. It should be
noted that this weighted average is a mix of an
average cost and some marginal costs and, as
such, obviously understates the true cost.
A Hypothetical Example

Private donations'
Corporate donationst
Borrowing
Earnings from endowment
Grants

.2000
.0900
.0750
.1000

Weighted average

.1177

The cost of private donations is calculated:
065

.25 = •0867
T' —

%n

Kpi.

the weight is calculated:
w,,, = .6 (7) = .42
t The cost of corporate donations is calculated:
Kr., = 1

Assume the Particular Charity's capital expenditures are financed by four kinds of funding —
donations, borrowing, endowment earnings, and
federal grants with a ten -year average mix of
70 %, 10 %, 15 %n and 5 %r, respectively. Sixty percent of all donations are private donations and the
remainder come from corporations, with estimated opportunity costs of 6.5% for the former and
15% for the latter. Fund raising costs are 25 for
each donated dollar raised.' The charity can borrow funds at a 9% rate and it can earn 7'/ Z% on
any endowment earnings it reinvests, The discount rate can be calculated as shown in Table 1.
The data used in the example yield a discount
rate of 11.77 %, but it is obvious that the estimated discount rate will vary with the mix of funds
and the cost of the various funds, including fundraising costs. The cost of fund raising is quite crucial in determining the overall cost of capital.

125 = . 20

and the weight:
Wt,, _ .4 (7) _ .28

least the rate that could be earned by reinvesting
the funds under current portfolio policy.
Determining the appropriate cost for grants
from governmental bodies may be something of a
problem, but a simple approximation should
prove adequate. This approximation is to use the
discount rate used by the body making the grant
(10% for most federal agencies).
The weights used also present a problem as
there is no capital structure. If the actual mix of
funds to finance a particular project is used, there
is a consistency problem of having acceptance
vary with the funding mix. To minimize this problem, a weighted average of actual funding mix for
capital expenditures over some period, say ten
years, should be used.' An organization can readily determine how much it raised from various
sources to obtain these weights.

' For a summary of the report see "Giving in America: Toward a Stronger Voluntary Sector," Trusts and Estates. February 1976.
' In the case of the private, for -profit firm, this statement assumes that the proposed investment project does not alter the risk associated with the firm's cash
flow. If it were a risk - altering investment. the theoretically correct discount rate.
under the assumptions of the Capital Asset Pricing Model, would be one determined by the project's risk rather than the capital costs of the firm undertaking
it. See: Fred Weston, "Investment Decision Using the Capital Asset Pricing
Model, Financial Management, Spring 1973.
' William J. Baumol, "On the Appropriate Discount Rate for Evaluation of Pub.
lic Projects," Statement in The Planning- Programmine,Budgeting System: Pro-g.
rem and Potentials.Subcommittee on Economy in Government, Joint Economic
Committee, 90th Congress, U.S. Government Printing Office. Washington. D.C..
1967.
This statement assumes that private, not -for -profit organizations generally consider projects similar to their existing activities. If the project marks a significant
departure from existing activities. however. a subjective adjustment to the discount rate can be made.
, Retaining funds from operations to finance capital expenditures is quite rare for
Private. nut - for -profit organizations. The prevailing philosophy is that such organizations should use all funds available to them to achieve their objectives.
' The same conclusion can be reached by assuming that the goal of the organization is to maximize the welfare of the society as a whole. W ith such a goal,
projects that do not yield the appropriate opportunity cost will not he undertaken.
. In the case of the private. nut - for -profit organization, actual funding of capital
expenditures projects must be used because donated funds and grants often carry
restrictions on how they may be used.
' Fund - raising costs arc not limited to donations received; they can also apply to
federal grants.

NAA Insurance Program

SECURITY FOR
SELF AND FAMILY
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Five Plans now Available:
Life Insurance, In- Hospital Indemnity, Accident Insurance, High Limit Major Medical, Disability Income Protection.
For descriptive folders and premium schedules, write to: Administrator, NAA Life Insurance Trust, Connecticut General Life
Insurance Co., Hartford, Conti. 06152 for the life insurance plan.
Contact Administrator, NAA General Insurance Trust, 1707 L
Street, N.W., Suite 700, Washington, D.C. 20036 for the other
four plans. INSURING THROUGH NAA IS A GOOD POLICY.
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There's Still

1

Applications to sit for the
- 4 "
Certificate in Management Accounti
Examination June 13, 14, 15, will be
processed through April.
Interested candidates
must submit applications
for membership in the
Institute of Management
Accounting and for
the June examination.

Application forms are available from
your chapter vice president of education
or by writing or calling:
Institute of Management Accounting
570 City Center Building
Ann Arbor, Michigan 48104

(313) 662 -1986

=J TOPICS OF
CONCERN

TOP
SPEAKERS
I

Frank
Cary
Chairman of the Board and
Chief Executive Officer
IBM

-An Industrialist Looks at the Transition in Accounting
-One World —One Accounting
-The Interface of Accountants, Clients
and Regulatory Authorities
• Increasing Productivity —One Key to
Eliminating Inflation
-President Carter's Fight Against
Inflation— Progress to Date
• Financial Reporting and Changing
Prices
• Principles and Pitfalls in Measuring
Productivity
• Changing Lifestyles and Their Effect
on Business Strategy
• Management Control Practices

Alva 0. Way
Executive Vice President
General Electric
Norman E. Auerbach
Managing Partner
Coopers & Lybrand
Clarence Sampson
Chief Accountant
SEC
Solomon Fabricant
Economist
National Bureau of
Economic Research

X

■o■a■o■o■o■o ■o■a■a

Robert T. Sprouse

Vice Chairman

Financial Standards Board
...and others!

_

ANNUAL INTERNATIONAL

*Codes of Ethics and Business Conduct
-Cash Management in a Volatile
Economy

• CON FER EN CE, J UNE 2 4 - 27

Nat io nal A ss o ci ati o n o f A cc o untants

...and more!

MANAGEMENT
ACCOUNTING
PRACTICES
Continued from page 6
workable value -based system of accounting for oil and gas producers is
developed. The Commission has since
promulgated uniform accounting and
reporting requirements for companies
using full cost accounting (ASR No.
258) and has amended the disclosure
requirements related to oil and gas reserves and operations.

FASB Amends Segment
Reporting
Segment reporting is the subject of
Statement of Financial Accounting
Standards No. 24, while the Board's
Interpretation No. 28 clarifies the accounting for certain kinds of stock
compensation plans. Statement No.
24, Reporting Segment Information in
Financial Statements that are Presented in Another Enterprise's Financial Report, is an amendment to
Statement No. 14 that eliminates requirements for reporting segment
information in some financial statements when presented with consolidated financial statements. The
pronouncement states that "if consolidated or combined financial statements are accompanied by a complete set of separate parent company
or investee company (or group of investee companies) financial statements, this Statement eliminates the
requirement to disclose segment information in the separate financial
statements...... Statement No. 24 is
effective January 1, 1979, retroactive
to fiscal years beginning after December 15, 1976,
In Accounting for Stock Appreciation Rights and Other Variable Stock
Option or Award Plans, the Board interpreted Accounting Principles Board
Opinions 15 and 25. The document
points out that "compensation should
be measured at the end of each period as the amount by which the quoted market value of the shares of the
enterprise's stock covered by a grant
exceeds the option price or value
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specified under the plan and should
be accrued as a charge to expense
over the periods the employee performs the related services, ..."

Capitalization of Interest
May Be Required
A proposed statement requiring companies to capitalize interest cost as
part of the cost of acquiring certain
kinds of assets was released by the
FASB. The kinds of assets that would
qualify are those that require an extended construction or development
process to get them ready for their intended use. Examples are assets under construction for a business' own
use; assets intended for sale that require a long production period, such
as buildings or ships; and inventory
items that need a long time to age,
such as whiskeys.
The proposed statement, Capitalization of Interest Cost, provides for
capitalization of interest on debt and
similar obligations. Imputation of interest cost to equity captial (other than
by rate - regulated public utilities) is not
provided. According to the proposal,
the period required to construct or develop the asset must be "significant;"
a period of at least one year is suggested. Divergent practices regarding
capitalization of interest costs have
evolved over the years. The SEC, in
1974, imposed a moratorium on
adoption or extension of a policy of
capitalizing interest by companies
other than public utilities, real estate
companies, and savings and loan
associations. At that time. the Commission said that it expected to reconsider its moratorium when the FASB
developed standards for accounting
for interest cost. Copies of the exposure draft are available from the Publications Dept., File Reference 1017017, FASB, High Ridge Park, Stamford, CT 06905.

quire that a real estate lease that
would otherwise be classified as a
"sales- type" lease, resulting in a
manufacturer's or dealer's profit, be
classified by the lessor as an operating lease, unless the conditions of the
AICPA Industry Accounting Guide,
Accounting for Profit Recognition on
Sales of Real Estate, for full and immediate profit recognition are met.
Accounting for Sales with Leasebacks would specify that profit on
sales with only minor leasebacks generally should be recognized at the
time of sale.
Determining Contingent Rentals, if
adopted, would define contingent
rentals as the increases or decreases
in lease payments that result from
changes (after the date of the lease
agreement) in factors on which the
lease payments are based.

CPAs Call for Interim Report
Role
The AICPA's Auditing Standards
Board issued a proposed Statement
on Auditing Standards called Review
of Interim Financial Information. It
provides that, based on the accountant's performance of specified review
procedures, he should be permitted
to issue a report, accompanied by an
expression of assurance, on his review of interim financial information of
publicly -held entities. Such a report
could accompany interim financial information issued by the companies.

LETTERS
Continued from page 9

capital market hypothesis. In the efficient market, sophisticated investors
study all publicly available information
and price stocks accordingly. Assuming
the existence of an efficient market, investors will eschew misleading EPS calLeasing Amendments Proposed
culations, concentrating instead on
ore meaningful ROI data. Therefore,
management adheres to the efficient
The FASB released for public comarket
idea, the EPS vs. ROI conflict
ment three more proposed amendwill
be
resolved
in the latter's favor.
ments to FAS No. 13, Accounting for
Steven L. Selss
Leases. Profit Recognition on Sales Type Leases of Real Estate would re- Flushing, N. Y.
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Institute of
Management
Accounting
James Bulloch, Editor

5. Decision Analysis, Including Modeling
and Information Systems.
The examination for each part is 31/2 hours in
length and all five parts are given over a 2'/2day period twice each year. A candidate is not
required to take all uncompleted parts each
time the examination is given; however, at least
two parts must be taken each time unless only
one part remains to be passed. All five parts
must be completed within a consecutive three year period starting with the examination in
which the first part is passed.
Experience

A Review of the CMA Program
The Certificate in Management Accounting
(CMA) program was established by NAA in early 1972. Its purpose is to provide recognition of
educational attainment and competence in the
field of management accounting. The Certificate is awarded to persons actively engaged in
managerial accounting and financial management upon successful completion of a comprehensive examination and two years of experience in managerial accounting. The Institute of
Management Accounting (IMA) was established by NAA to administer the program.
Accountants who wish to earn the Certificate
in Management Accounting must become
members of the Institute of Management Accounting. Applicants to the Institute must satisfy two requirements to become members: (1)
present evidence of educational attainment by
submitting proof of a college degree or CPA
certificate or, for candidates without a college
degree, an acceptable score on the Graduate
Management Admission Test (GMAT); and (2)
present evidence of good moral character by
having two persons submit character references to the Institute. The examination is given
semi - annually in June and December in over 35
cities, so applications for the examination must
be received no later than April 1 and October 1,
respectively.
CMA Examination
The CMA examination consists of the following five parts:
1. Economics and Business Finance
2, Organization and Behavior, Including
Ethical Considerations
3. Public Reporting Standards, Auditing
and Taxes
4. Periodic Reporting for Internal and External Purposes
MANAGEMENT ACCOUNTING/ MARCH 1979

The employment requirement is two years of
experience in management accounting. The required experience is defined as "full -time continuous experience at a level where judgments
regularly are made that employ the principles of
management accounting." The experience can
be gained by appropriate employment in industry, public accounting, government, not -forprofit organizations, consulting, research and
teaching. This requirement can be satisfied by
experience completed any time prior to or within seven years after passing the examination.
Continuing Education
Certificate holders are required to complete
90 hours of professional study in each three year period subsequent to passing the exam.
Progress of the CMA
The CMA is well on the way to becoming an
important part of the growth and development
of the management accountant. The program
has been given recognition at colleges and universities and is discussed in classrooms and
textbooks. The program also has attracted the
support of a number of well known companies.
General Electric, IT &T, Caterpillar Tractor,
Monsanto, Shell, Owens - Illinois, General Mills,
and B.F. Goodrich are among the companies
who actively encourage their accounting and finance personnel to participate in the program.
More than 4,000 candidates have participated in the nine examinations given to date. Certificates have been awarded to over 1,300
people. Another 200 have completed the examination and only need to complete the experience requirement to earn the Certificate.
Where to Obtain Information
For application forms and other information
on the program contact the Institute of Management Accounting, 570 City Center Building,
Ann Arbor, Michigan 48104, (313) 662 -1986.
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People in the News
BRIAN D. KOVALCHUK, Minneapolis,

has been appointed controller of Electric Machinery Industrial Controls
Corp.
M. C. WILLIS, Moline, Ill., recently was
nam ed controller, First National Bank
of Mo line. He is a member of Illowa

Chapter.
JOANNE D. HANSON, Newport Beach,

Calif., is now controller for Dunn International. She is a member of Orange
Coast California.
HUTCHINSON, Newton,
Mass., was elected chairman, chief executive officer and treasurer of Cramer
Electronics, Inc.

DONALD S.

Meeting with NAA representatives are these National Junior
Achievement Treasurer of the Year (1978) finalists. Front row, 1. -r.,
Paul Smith, James Vincent, Glenn Kishiyama, Susan J. Hautzinger,
and David Esmail. NAAers are, t -r., Martin J. Amlung, Alyce R.
Dressler, and Robert E. Hampel. Mr. Esmail won the title.
Promotions and New Positions

member of the North Penn Chapter.

DAVID W. LIGHT, Boise, has been

EARLE B. HAMMOND, JR., and WILLIAM E. MALCOLM, Houston, were ap-

named president and chief operating officer of Chandler Corp.
JOHN T. AHERN, JR., Chicago, has been

appointed associate dean of the College
of Commerce, De Paul University. He
is a former project manager in NAA's
Continuing Education Department.
EDNA A. GREGORY, Cincinnati, is now

controller with Industrial Air, Inc.
GREGORY W. NORTHRUP, Colorado
Springs, Colo., recently was promoted
to executive vice president of Tumac Industries. He is a member of Colorado
Springs- Pueblo Chapter.
DAVID R. TICE, Denver, was appointed

director of business services at Childrens Hospital.
RICHARD D. MACKEY and RICHARD

NISBETH, Elkhart, Ind., have been promoted to senior vice presidents at St. Joseph Valley Bank. They are members of
the Elkhart Area Chapter.
Tom SIGNORE, El Segundo, Calif., recently was promoted to controller,
Hahn Devcorp. He is a member of West
Los Angeles Chapter.
ROBERT M. CHORBA, Horsham, Pa.,

was promoted to assistant treasurer of
Universal Grinding Wheel Co. He is a
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JOHN J. COLLETT], New York, has been

named assistant controller — financial
accounting of Seaboard World Airlines.... ANDREW J. REINHART was
elected a director of Grolier, Inc. He is
a senior vice president, finance.
WESLEY E. DIRKS, Oak Brook, Ill., is

pointed manager of management accounting, and manager of financial
planning and analysis, respectively, at
National Supply Co.

now a partner with Selden, Fox and Associates. He is a member of Fox River
Valley Chapter.

GARY C. HUNTER, Joplin, Mo., recently was p romoted to director of financial
an d regu latory accounting services, the
Em p ire District Electric Co. He is a
mem ber of Joplin Tri -State Chapter.

burg, W.Va., was promoted to assistant
controller, finance, Borg - Warner Chemicals. He is a member of Parkersburg Marietta Chapter.

D. A. FINDLEY, Kingsport, Tenn., was
app ointed vice president, responsible for
fin ancial and office adm inistration, and
W. K. Davisson, com ptroller, at Tennessee Eastm an Co. Both are m em bers
of East Tennessee Chapter.

WILLIAM H. HERNANDEZ, Parkers-

t

WILLIAM J. Epp, Madison, has been

promoted to manager of accounting,
CMCI Co r p . . .. F R E D H. REICHELT
was elected executive vice president, Verex Corp.
J. WALDON GOOCH, Memphis, recently

was promoted to supervisor of audits
with the Memphis City Schools.
N. GASTON, Miami, was
named to the newly created post of vice
chairman at American Bankers Life Insurance Group. He is executive vice
president and chief financial officer of
the company. NAA Member -at- Large.
GERALD

GASTON

REICHELT

Member -al -Large

Madison

THOMAS H. BUCK, III, Philadelphia,

has been named controller of ARCO
Chemical Development, ARCO Chemical Co.. .. ROBERT A. HARNER has
been promoted to vice president —finance at Germantown Hospital. He is a
past president of North Penn Chapter.
BEVERLY K. ETCHELLS, Phoenix, was

appointed assistant controller for Maricopa County Health Services.
ROBERT E. FLECK, Pittsburgh, is now
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chief financial officer of Washington
Memorial Hospital, Turnersville, N.J.

JOHN P. C HO LE, SR. , 62 ,

J. LAVEAu, Racine, Wis., has
been elected finance vice president and
secretary of Harris Metals, Inc. He is a
member of Racine- Kenosha Chapter.

GAYLE

LY L E

D A N I E L . K . S M I T H , Richmond, was
elected to accounting officer of Central
National Bank.
R O BE R T

C.

KI R B Y, San Fra n c i s c o ,

is

now controller of Pacific Concessions,
Inc.
DAN R. MA"T'HENIA, Springfield, Mo.,
has been promoted to vice president of
Mercantile Bank. He is a member of
Greater Ozarks Chapter.
URBANO C . ANAYA , III, Tucson, has
been promoted to accounting manager
at Home Federal Savings.

Milwaukee,

1942. ELA.
F.

DRISKELL, 29 ,

Piedmont Greensboro, 1978.
E. T. FAULKNER, 76, Member -atLarge, USA, 1950. ELA.
W A R R E N J . F A U S T , 82, Bridgeport past
president, 1929. ELA. Stuart Cameron
McLeod Society.
HUGH FROST, 67, Oakland -East Bay
past president, 1949. ELA.
C AR L C . G ARR ET I' , 60 , Piedmont -High
Point, 1976.
R I C H A R D E . H A R B A R T , 49, Phoenix,
1977
R AY F O R D W . H A R W E L L , 6 8
, past national vice president from Fort Worth,
1947. SCMS. ELA.
JOHN L. KAYE, 69, New Haven, 1948.
ELA.
F R E D W . MANGOLD, 73 , Ne w H av e n ,

FR ED S. SUPPES a n d LARRY M . VO-

1947. ELA.

GUS, Union Grove, Wis., have been
named treasurer and controller, respectively, of American Roller Co. They are
members of Racine- Kenosha Chapter
and Mr. Suppes is a past chapter president.

L A W R E N C E W . ME R z , 61 ,

ley, 1974.
R. C. MYRICK, JR., 53, Member -atLarge, USA, 1961.
T. H. VERNON, 49, Miami, 1967.

F R AN K

bus, 1961.

M.

Z A P P AC O S T A

,Wa shi ngt on,
was nom inated b y th e U. S. an d elected
by the General Assemb ly of th e Organizatio n of Am erican S tates as t h e U. S.
Representative o n th e Bo ard of External
Auditors for a th ree -y ear term . He also
was elected ch airman of the b oard .

WILLIAM C .

Baltimore,

J . A. C LE NDE NIN G, Cinc inna ti.
J OSE PH E. D AILEY, Pi tt s bu r gh .
ECKSTROM,

Person- Wolinsky
CMA Review
TOLL FREE

(1 -800) 645 -5460
IN NEW YORK STATE.

212 - 895 -5899

service over 15,000 monthly business
clients.
C O M P U TE R IZ E D S U P P O R T
Our large scale computer quickly and
efficiently provides your clients with
complete financial data —every month.
Learn more about how you could

THE SYSTEM
start or expand your own practice.
A marketing and accounting system CALL V. A. COX TOLL FREE
which has been perfected through 29
(800) 323 -9000

Portland -Co-

lumbi a past presid en t.
ART HUR R. E RIC KSO N, Indianapolis.

year s o f e xpe rie nce .. . allowing
COMPREHENSIVE accountants to

W I L L I A M J . FR ASC H ,

Trenton.
J A C K F R E E M A N , An n Arb o r.
A N A N G O L U B , Hou st on past p resident;
Stuart Cam ero n McLeo d So ciety .
F R E D E . HE ID R IC H ,

for information call:

Based on our survey

Start your own accounting, bookkeeping and tax service practice. Our advertising and marketing system helps
you get clients. Our proven COMPREHENSIVE''' accounting system
helps you profitably service those
small and medium-sized businesses.

N O R M A N L, A N D E R S O N , S o u t h J e r s e y .

D.

• Point Getting Materials
• No Textbooks
• Unlimited Review Sessions
• Convenient Schedules

WORK FOR
YOURSELF

JAMES H. AKE, Akron Ca scad e; Akro n
past presiden t.

KE IT H

55, C o l u m -

TO PASS

Accountants:

Em eritus Life Associates

F R A N K R . BU R R EL L,

W E E K S , JR . ,

Beaver Val-

LEARN NOW

Anywhere in the Continental U s
Illinois residents call collect (312)8986868

Please send me more information about COMPREHENSIVE Accounting, named in
Dun's Review as the largest franchisor of accounting services in the country.
Name

San Diego.

Address
City

State

Phone

__

Zip
(Best time to call)

In Memoriam
THEODORE A . AANSTOOS, 61, A u s ti n

I

Area, 1970.
Roy S . B I E R B O W E R , 68, Yo rk, 1941.
Em eritus Life Associate.
MA NA G E ME NT A C C O UN T I NG / MA R C H 1979

a c c o u n t i n q

c o r p o r a t i o n

2 1 1 1 Co mprehensive Drive, Aurora, Illino is 60507
-

- -

O— - lT -- t o = f = r th e Na ti = na lE a= t o = S e - 1 T - l e -

-

-

-

-

L
61

If y ou r cl ie nt 's o r fi rm 's
distri bu t ion or ma nu fa ctu ring costs are too high.

Time Off

It mi gh t pa y yo u to
recommend

Scranton,Penna.
$T ON

Interstate routes
make Scranton, Pa.
overnight to over
70 million people
Scranton has: Plant Sites...
Good Labor ... Wonderful
Recreation ... The Pocono
Mountains . . . Interstate
routes to every great eastern
seaboard metropolitan area
... 32 trucking terminals ...
Foreign Trade Zone #24 ...
WB- Scranton International
Airport... ConRail and The
D &H Railroad.
This is where you should be
with your manufacturing
facility, distribution center
or administrative or regional
sales office ... Join the great
na mes of America n Industry such as: RCA; Trane;
Sandvik; Chrysler; Emery;
Schott; Ingersoll Rand; ICS;
Metropolitan Life and more
You'll Save Money
You 'll Ma k e Money In
Scranton.
Call or Write Austin Burke Today:

GreaterScranton
ChamberofCommerce
Scranton,Pa.,18503

eyo
OP-rPE-�IG�QK'� ( LiTrGF TH0,1&5 ' u CA J
C O VVPE^J 1(DURE CHAIRMAN OF THE FOAFZD "
MT 011E

.. . With a M cD on ald 's Nearby
Jo b seekers who have unrealistic attitu des or unusual phobias can be
th eir own worst enemies, according
to Robert Half, president of Robert
Half Personnel Agencies. In a recent speech, he told of a cashier
wh o lost a position with a Boston
ban k because the branch she would
have been assigned to failed to meet
an unusual lunch - oriented job requ irem ent: It wasn't within walking
distance of a McDonald's. Then
th ere was the financial analyst who
said "no" to a job offer because the
man he would have worked for
wore bow ties and he just didn't
tru st people who did. A financial
executive decided not to accept a
jo b offer from a San Francisco firm
when the personnel director told
him that the company would not
pay for his weekly visits to his acupu ncturist. Size seemed to obsess a
co mputer program m er who told a
Ho uston
com pany
that
she
wo u ldn't be able to work for a 5'6"
su pervisor because she "couldn't resp ect a m an" who was three inches
sh orter than she was. And then
th e re wa s the N ew York ac count-

ant who would not even consider an
excellent job across the Hudson
River in New Jersey. He did not
want to drive across the George
Washington Bridge twice each day
because he was sure the bridge
would collapse some day and he
didn't want to be on it when this
predicted catastrophe occurred.
Accounting's Last 500 Years
If you're interested in the history of
accounting, the Scolar Press Lim ited of London may have just what
you're looking for. This publishing
house is offering a facsim ile collection in 50 volum es o f th e 75 most
im portant texts from the early literature of accounting. Called Historic
Accounti ng Li terature, this collection includes Stephen Monteage's
"Instructions for rent - gatherers accom p ts ..." (1683) , C harles Snell's
"Acco m pts for landed -men . . .
(1711), a nd Monte age's "A dvice to
the women and maidens of London" (1679). The collection is limited to 125 sets and is being sold by
Scolar Press, 39 Great Russell
Street, London WCIB 3 P H for
:5,000.
�

(717) 342 -7711
62

MANAGEMENT ACCOUNTING /MARCH 1979

Successful Interpersonal Communications
Techniques for Persuading People and Controlling Discussion
A new Self -Study course, produced by NAA.
It's designed to help you recognize, upgrade and refine your interpersonal communication with others. It will help you persuade other people to agree with your ideas, accept your professional advice, and follow your suggested plan of action.
The learning process stresses practical and useful techniques
of Questioning, Listening, Thinking and Speaking. Becoming
comfortable with these communication actions will aid you in
controlling discussion when talking to another person or when
in a group discussion.
Just think h ow impro vement in these "co ntact arts" can
positively affect your job future, as well as your off - the -job life!

Here's how you'll benefi t :
• by discovering better ways to say things
• by determining the best time to say them and in the right way
• by significantly improving the success of your one -on -one
contacts
• by coming off more impressively in group discussions
• by an overall uplifting of your self - confidence

There are five sections to the course:
Section One —Guiding and Controlling Discussion
Section T o—Correct Practice of Correct Technique
Section Three—Probing: The Art of Good Listening
Section Four —Emphasizing Benefits Before Benefit
Producers: Getting Agreement
Section Five —Maintaining Successful Human Relations:
Overcoming Objections
Course materials include:
RECORDED TEXTBOOK and coordinated cassette -tape
SKILL BUILDER —a technique - improving workbook
PRACTICE CASSETTE —for recording your responses
(Attractively packaged in vinyl binder)

RECOMMENDED CONTINUING EDUCATION CREDIT: 12 HOURS

MAJ%i9

ORDER F ORM—
'
'

$

National Axwciali on of Acc ountants
Special Order Department

'

D Member /Accoum No.
D Nonmember (prepaid onA)
We enclose check Li moncy order for
_i Purchase Order enclosed. Please invoice. (Members Only)
I Pleae send information about other NAA Educational Material.

RETURN THIS ORDER FORM TO:

;

919 Third Ave., New York, N.Y. 10022

@

'

SUCCESSFUL INT ERPERSONAL COM MUNICATIONS COURSE
SM.00 each.
TOTAL
_

'

$

—

—

QU A N T I T Y _

'

NA ME
COM PA NY
AD D RESS

TEXTRA FOR SHIPMENT BY AIR /sae below)
'

'

'

LESS 10% MEMBER DISCOUNT._

NET AMOUNT
All shipments. domestic or overseas, are sent postage paid via printed matter rate, surface
traaeportation. Allow S to 20 weeks, according to distance from New York.
1Forshipmenl by avlincludinR packaging and handling) pleaw add:
20 % —U.S.. Mexico Canada
30%— Europc, Centrnl America, South America R Japan
?0% —.All other destinations
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_

_

` COUNTRY—

_

_

'

ZIP

1

&

STATE

______

_

$

_.

CITY

_

_
63

In the Library
BRIEF REVIEWS OF
NEW PUBLICATIONS

With the recent acquisition of
American Valuation Consultants*

We've just grown
bigger. Again.
So have the ways
Valuation Research
can now serve you

It makes us unique. Why?
Because no one else can now
offer the broad range of valuation and fixed asset management services that we can.
Because no one else in the
profession can put to work for
you all four of these computer
software systems:
BIT -FACSR A software system

for fixed asset management information and external compliance.
A software system
for control of budgeting, appropriation, and construction-inprogress.
PAC -FACS

TAX-FACS:° A software system
for the preparation of federal,
state, and local corporate income
tax compliance and planning.
LEAS- FACS:,

A software system
for financial and lease accounting pursuant to internal reports
and FASB 13 compliance.
Like more facts about our
our valuation
services? Write. Or phone.
No obligation, of course.
FACSA ... and

`American Valuation Consultants is a full
service valuation firm with broad national
experience and specialized services in fixed
asset manage ment, inves tment tax cr edit,
and computerized software systems.

250 East Wisconsin Ave., Milw aukee, WI 53202 (414) 271 -8662
120 W est Fifth Street
Cincinnati, OH 25202
(513) 579 -9100

Princeton -H ghtstown Rd.
P.O. Box 5300
Princeton, NJ 08540
(609) 448 -7600
New York - Chicago - Washington, D.C. - San Francisco - Atlanta - Cleveland - Detroit

64

1100 Glendon Ave.
Los Angeles. CA 90024
(213) 477 -1431

Herbert C. Sieg, McHugh Publishing
Co., Inc., 5701 N. High St., Worthington, OH 43085, 1979, 296 pp. —The material in this book will be invaluable to
candidates preparing for professional
examinations such as the CPA exam,
the CMA exam and the Internal Revenue Service enrollment exam. Accountants, lawyers and businesspeople also
will find this book useful as a refresher
course in the basic tax laws.
Financial Disclosure in a Competitive
Economy
R. K. Mautz and William G. May, Financial Executives Research Foundation, 633 Third Ave., New Yo rk, N Y
101017, 1978, 286 pp. —As subjects for
research, "financial disclosure" and
"competitive disadvantage" pose challenges that are interesting yet frustrating. Out of this study comes a conviction that what is perceived by some people in clear and absolute terms may be
described quite differently by equally informed observers whose perceptions
and self- interest are different.
Zero -Base Budgeting for Public
Programs
Frank D. Draper and Bernard T. Pit svada, University Press of America,
4710 Auth P1. SE, Washington, DC
201023, 1978, 148 pp.— Illustrates how
the mechanics of ZBB are performed in
government and places ZBB in its historical and theoretical context, assesses
its benefits and costs, and explores the
problems and prospects of ZBB today.

Corpomtkm

This acquisition does more
than just add to our already
widely recognized valuation
expertise.

Federal Taxes: A Review of Income,
Estate and Gift Taxes

2200 East Devon Ave.
Des Plaines. IL 60018
(312) 297 -6100

Handbook of Mathematical and
Statistical Techniques for Accountants
Donald H. Taylor, Prentice -Hall, Inc.,
Englewood Cliffs, NJ 07632, 1977, 204
pp. —The concepts described here may
be applied in all phases of business by
operations people who use quantitative
techniques i n their organizations.
MANAGEMENT ACCOUNTING/ MARCH 1979

IT'SELEMENTARY!
"NAAprovidesthe
finestContinuing
EducationProgram
inthemanagement
accountingfield."

CHICAGO
MAY14-18

CHICAGO MARRIOTT (DOWNTOWN)
MON/TUE
•Financial❑Accounting❑Standards
Review

MON /TUE/WED
-Data❑Processing—❑Concepts❑and
Information Systems Design

THU /FRI
*Corporate Income Tax Principles
& Planning

*Productive Speaking for Accounting
Professionals

WED
*The New Accounting for Leases

-Management Accounting for
Hospitals

'Developing and Using Standard Costs

WED /THU
•Behavioral❑Science❑Implications❑for
Management Accounting

•Economic❑Evaluation❑of❑Capital
Expenditures

•Modern❑Budgeting❑Methods❑for❑Local
Governments and Nonprofit
Institutions
•Operational❑Auditing
*Accounting for Foreign Operations

WED /THU /FRI
-Flexible Budgeting and Performance
Reporting
•Communications❑and❑Report❑Writing
MA 3 /7 9

(Please type or print)

I Name
I Title
I Division, Plant or Office
I Company
I Street Address

I
I
I
I
I

Social Security No.

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

I1

I2

Business Phone
(Account No.)

Dates

Location

Fee
S

$

I
I
I
I
I

*Inventory Management and Control

Registration Information
To register for any Course listed, fill
out and return the registration form
together with your check to:
National Association of Accountants
919 Third Avenue
New York, N.Y. 10022
Att: CEP Registrar
(212) 754 -9758
Fees
Members Nonmembers"
1 day course
$120
$145
2 day course
240
290
3 day course
360
410
The fee for NAA Courses includes daily
luncheons, refreshments, and all
technical materials.
'Nonmembers: The differential
per Course for nonmembers may be
applied to NAA membership; or it
may be applied against the dues of
an NAA member of the same firm
(organization). The differential may
be used anytime after the Course is
completed and before June 30, 1980.

In

i

The revolving door
vs*
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.

® RCMMT N

LF

O accounting, financial and edp personnel specialists
ALBUQUERQUE • ALLENTOW N • ALTANTA • BALTIMORE • BIRMINGHAM • BOSTON • BUFFALO • CHICAGO • CINCINNATI
CITY OF COMMERCE (CA) • CLAYTON • CLEVELAND • CLIFTON, N.J. • COLUMBUS • DALLAS • DAVENPORT • DAYTON • DENVER
DES MOINES • DETROIT • FRESNO • GRAND RAPIDS • GREENSBORO • HARTFORD • HOUSTON • INDIANAPOLIS • KANSAS CITY
LANCASTER • LONG ISLAND • LOS ANGELES • LOUI SVILLE • MEMPHIS • MI AMI • MILW AUKEE • MINNEAPOLIS • NEW ORLEANS
NEW YORK • OMAHA • ORANGE (CA) • PALO ALTO • PHILADELPHIA • PHOENIX • PITTSBURGH • PORTLAND • PROVIDENCE
SACRAMENTO • ST. LOUIS • ST. PAUL • SALT LAKE CITY • SAN ANTONIO • SAN FRANCISCO • SAN JOSE • SEATTLE • STAMFORD CT.
TAMPA • W ASHINGTON, D.C. • W ILMINGTON
CANADA: CALGARY • TORONTO • VANCOUVER

GREAT B RITAIN: BIRMINGHAM • LONDON

