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The Certificate
in Management Accounting may
be the answer to management
accountants who have been
seeking a meaningful way to
demonstrate their ability in and
understanding of accounting,
finance, economics and other
related topics important to their
responsibilities.
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Qualified candidates with acceptable educational and management
accounting experience earn the Certificate in Management Accounting by
successfully passing a Five -part examination, held over a two and one half day
period. Candidates without management accounting experience have up to
seven years after completing the examination to satisfy this requirement.
The CMA program is a young program, but it has already received
enthusiastic support from business and academic circles. Several companies
have organized review courses for employees. Review courses open to the
public are also offered by universities and other organizations in many
com mu nit ie s.

Is the CMA for you? Only you can answer that. But if you are serious about a
future in management accounting and financial management, the Certificate
is a reliable measure of attainment and knowledge. It's a Certificate whose
time has come. Employers are increasingly
empl
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For more information, please write or call:

Institute of Management Accounting
570 City Center Building
Ann Arbor, Michigan 48104
Telephone: (313) 662 -1986
The Certificate in Management Accounting
A program of the National Association of Accountants
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the t osts less
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
than quality and service. Well, now
Shaw - Walker
offers all three
in a brand new
line of
systems.

2 00

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.
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.

Stateline.
A slightly
modified
Shaw - Walker
product with a significantly reduced price.
Sometimes as much
as 40(/o! How?
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I don't believe the figures.
Please send me more information.
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Name
Firm
Address
City

State

Zip

SHAW-WALKER
Engineers of Inner Space

Please mail to: SHAW - WALKER
5 Division St.
Muskegon , MI 49443
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General Motors Gears Up for the World Market

13

In an interview with Management Accounting editors, vice president John R. Edman describ es th e intern ational financial and accounting policies of the No. 1 American auto
manu facturer which now wants to be No. 1 overseas.

International
Accounting

Political Risk —An Accounting Challenge

17

By Frederick D. S. Choi
In an unstable world, the threat of expropriation haunts multinational companies. Managemen t accoun tants h ave a potential role to play in both forecasting expropriatory actions
and minimizing th e impact on their corporations of government takeovers.

Evaluating Performance in Multinationals

21

By Paul S. Tse
In evalu ating the perform ance of their subsidiaries, multinationals generally do not take
into consideration widely varying environmental differences. As a result, comparisons can
be misleadin g and counterproductive.

How the Strong Yen Influenced Financial Reporting in Japan

26

By Thomas T. Yamakawa
A "Big S" p artn er in Japan reflects on the im pact the recent strong yen has had on his
cou ntry's bu sin esses and the confusion that has evolved in the accounting and reporting
areas.

Foreign Acquisition Analysis: A Suggested Approach

32

By Alan R. Malkoff
While an aly sis o f a domestic candidate is difficult enough, the foreign acquisition introduces a mu ch greater variety of complex factors which m ust be considered in effectively
screen ing various prospects.

Taxes

Tax Planning Tools for the Multinational Corporation

37

By Timothy J. Sale and Karen B. Carroll
Complicated tax laws have forced the multinational corporation to undertake extraordinary
plan nin g b efo re exp anding. Here are some basic tax tips.
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Surveys

How Corporate Controllers View the Foreign Corrupt Practices
Act

43

By James J. Benjamin, Paul E. Dascher and Robert G. Morgan
This survey of controllers of multinational corporations gives some insight into the thinking
of corporate executives who may be directly affected by recent anti- bribery legislation and
regulations.

Motivating Lower -Level Management of Mexican Affiliates

46

By John D. Whitt
Do Mexican affiliates of U.S. multinational firms allow or require participation of lower -level
management in financial planning and control to the extent followed in U.S. affiliates? The
answers to this question and others offer interesting sidelights on multinational operations
below the border.

Management Accounting in Taiwan

50

By James S. Chiu and Davis L. Chang
Can U.S. managem ent accounting techniques be transferred successfully to companies in
und erd evelop ed co untries? The answer is yes according to a survey that shows management accou ntants have spearheaded the application of new techniques in surveyed compan ies based in Taiwan.
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PRESIDENT'S PERSPECTIVE

Summing Up
As this is written, the final figures are not in on the 1978 -79 year, but
the statistics that we do have show a continued dynamic growth in the
Association's membership, programs and activities.
Let me give you a brief overview to illustrate. As of March 31, our membership had
reached an all -time high of 86,886 dues paying members. When the Emeritus Life
Associates are included, the total figure
represents another record - 91,401.
The net growth, after eliminating the effect of a reduced grace period, would have
been more than three percent. Although
this rate is not as high as we would like, it
does show a steady increase in the Association's membership. I believe the Student
Member category augmented with the new
Associate Member transition should appreciably add to the growth percentage — particularly in light of the 50,000
accounting graduates annually starting their careers.
The Institute of Management Accounting gathers momentum. More
than 1,200 candidates sat for the December 1978 examination and
235 successfully completed all five parts. Before this examination,
1,180 individuals had been granted Certificates in Management Accounting.
Our educational program continues its high rate of activity. Through
the beginning of the Spring program, a total of 2,153 participated in the
Continuing Education Program, adding up to 4,599 man days.
In terms of research, it has been one of the most productive years
ever. During 1978 -79, NAA published five Management Accounting
Practices Statements and seven research studies, two of them over
300 pages long.
Our efforts to achieve additional funding for an expanded research
program from corporations are continuing.
This quick review of Association activities of course does not cover
the thousands of meetings held by chapters at the local level and all
their other activities, stimulated by the management game that makes
NAA unique in its ability to motivate members to participate.
Neither do the numbers reflect the thousands of hours expended by
the volunteers in the continuing review and quality upgrading of all the
programs and services of the Association. The effort is enormous and,
although it cannot be quantified with exactitude, I believe it ultimately is
reflected in the overall quality of the NAA package.
I am pleased with the Association's progress during 1978 -79, and I
am optimistic about its continued growth. We have a successful formula, it is clear, and building on that base has been one of the most
rewarding experiences that a long -time NAA member can have-

CLEMENS A. ERDAHL
President, 1978 -79
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administrative relief in those circumstances is
uncertain."

Size of Annual Reports Goes Up

Robert F. Randall, Editor

Contributions Declined in 1978,
Says Board, But Contributors Grew
In its 1978 annual report, the Financial Accounting Foundation states that net contributions to the Financial Accounting Standards
Board declined by 4% as a result of the resolution limiting contributions to the Foundation to
$50,000 from any firm in a single year. The
number of firms and individuals contributing,
however, increased by 8 %, and 54% of the
dollars contributed came from industry, which
the FAF calls a significant increase over previous years. Its operating budget for 1979 is $6.7
million, compared with actual expenses of $6.2
million in 1978.
A recently appointed 14- member task force
which will advise the Board with regard to its
project to reconsider the controversial foreign
currency standard, FAS No. 8, includes John
W. McAllister, vice president and controller,
Holiday Inns, Inc., NAA— Memphis Chapter;
C. Raeford Minix, comptroller, E. I. duPont de
Nemours & Co., Delaware Chapter; Gary E. Polaczyk, controller, Control Data Corp., Minneapolis Northstar Chapter, and John F. Ruffle,
comptroller, Morgan Guaranty Trust Co„ New
York Chapter.

Audit Guide Calls for Engineer
Under a proposed audit guide just released by
the American Institute of CPAs, oil and gas producing companies would have to obtain the
services of a consulting petroleum reservoir engineer, This proposal is presented to comply
with the Securities & Exchange Commission's
directive for companies in this energy field to
disclose oil and gas reserve information. According to D. R. Carmichael, AICPA vice president, "If the auditor cannot get an engineer's
report on a company's reserves, the proposed
guide would ordinarily require the auditor to
qualify his opinion. Since the SEC may not accept a qualified opinion for that reason, SEC
MANAGEMENT ACCOUNTING /JUNE 1979

Profits may not be up but there is one trend in
company annual reports now coming off the
press: more pages than ever before. According
to Corporate Annual Reports, Inc., the number
of pages has increased, ranging from 11 % to
38 %. A few reports are giving very specific
market information, more are providing inflation
data, and some are providing interpretation to
supplement segment data that are required by
the FASB.

0

New Government Accounting Guide
The latest authoritative publication to guide
governmental accounting and financial reporting has just been issued by the National Council on Governmental Accounting. Called NCGA
Statement 1, Governmental Accounting and Financial Reporting Principles, it consists of the
principles of the GAAFR Restatement, the revision of the NCGA's Governmental Accounting,
Auditing, and Financial Reporting ( GAAFR or
the "Blue Book "), published in 1968. For a
nominal charge, copies can be obtained by
writing Municipal Finance Officers Assn., 180
N. Michigan Ave., Suite 800, Chicago, IL 60601.

Demand for Finance Men Strong
The demand for finance executives now accounts for 34% of visible executive demand by
corporations, according to the executive search
firm of Heidrick & Struggles. Finance is now the
strongest functional area in terms of demand, a
firm executive said, noting that "corporations
seem to be apprehensive about the future economic situation and are strengthening their
management teams in anticipation." One visible trend: significant upgrading in internal audit
staffs.

Business /Accounting Briefs
Latest institution to establish a separate school
of accounting is the University of Southern California's School of Business Administration.
Doyle Z. Williams, an NAA member, has been
named the first dean of the new school.... A
program aimed at assisting public officials is
described in PW guide, Enhancing Government
Continued on page 62
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Management
Information
Systems
Henry C. Lucas, Jr., Editor

Beginning this month, we are adding a new column called Management Information Systems
to the magazine. It will appear every other
month and will be written by Henry C. Lucas,
Jr., professor and chairman of Computer Applications and Information Systems Area, Schools
of Business, New York University. Professor
Lucas has a B.S. in Industrial Administration,
magna cum laude, from Yale University, and
M.S. and Ph. D. degrees from the Sloan School
of Management, Massachusetts Institute of
Technology. Dr. Lucas is well qualified to discuss MIS. He has written several books, including a 1976 NAA research study, The Implementation of Computer -Based Models, and many
articles on the topic. He also is a consultant to
business on systems applications.

Users vs. Computer Stan'
I am very pleased to join the ranks of contributing editors to MANAGEMENT ACCOUNTING. My prior association with the National Association of
Accountants has been most rewarding. In this
column, we shall raise important issues for
management accountants when dealing with
information systems, and suggest possible actions. Some topics I plan to address in future
columns are: Communications between computer professionals and managers; the control
of computer systems; system reliability; choosing applications; package programs: pros and
cons; decision support systems, and administrative support or office automation.
Let me begin by introducing what will be a
continuing theme throughout the year: Communications and the interface between the manager and the computer staff. Computer activities are often different than other activities in a
business. We have found extensive conflict and
high levels of misunderstanding between computer staff members and managers and users
of systems. This conflict becomes dysfunction6

al; systems are not implemented successfully.
Systems that do operate may produce output
that is discarded and never read. Users voice
extreme dissatisfaction with the computer staff
and the quality of service. There are high turnover and low staff morale in the computer department.
What is responsible for this type of destructive conflict? Often the cause is misperceptions
on the part of the computer professional and
management. Also, there is a failure to empathize with the other party, to understand his position and problems. Managers often complain
about the computer staff: "They are technical
specialists who do not understand our business." "They are experts in data processing;
they will never understand what we do around
here." "They have funny work habits; sometimes they sit around in groups all day." "All
they want to do is take my time trying to figure
out our procedures so they can write a system."
By the same token, users are seen in a negative light by the computer staff. "Users never
seem to understand how difficult it is to develop
and operate computer -based information systems." "They never take systems design seriously or spend enough time with us." "Don't
they know how important it is for them to specify what should go in a system ?" "How can they
let us choose what applications to undertake?
The selection of new systems has a major impact on what the company can do in the next
five to seven years."
As in most conflict situations, there is an element of truth in both of the positions expressed
above. Unfortunately, in today's tight market for
the computer staff, realistically we can not expect to hire systems people who have a strong
background in our industry. In fact, it is rather a
lot to ask for the computer staff to be highly
proficient in computer technology and simultaneously to be accomplished in all aspects of a
business such as insurance, manufacturing,
banking, or accounting.
On the management and user side, there is a
need to participate in computer decisions. Contrary to popular opinion, a manager can make
intelligent computer information systems decisions without an advanced degree in computer
science. My advice to the manager is to learn
about the management information system,
and then spend time managing the computer
resource. Examine the budget of your computer facility including systems analysis and design. You may be surprised at its magnitude
and disappointed with the output! These considerations alone should motivate you to become more knowledgeable and involved in
computer decisions.
(To be continued.)
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"United Technologies uses
the same Financial Reporting
System in Bogota,
Paris, and the
Corporate
Office."

"Here in the Corporate Treasurer's office,
we use Software International's General
no Accounts Payable systems
t the financial activities of six of
UTC subsidiary companies. In
e have taken advantage of the
rots payable system to use it
lob Order Costing, maintaining
nplete traceability for specific
Intracts. The combination of
,dger and Payables provides an
Iffective reporting tool, particularly useful in budgeting applications."
'

J

- -

John Gritman
Manager of Financial Services
United Technologies
Corporation

r

"United Technologies Corporation, managing a 5.5 billion
dollar business which employs over 138,000 people and
operates more than 180 plants worldwide, requires responsive, standardiz•
ed financial control.
4
..Regardless of the decision- makini
level — from operations at UTC companies such as Pratt & Whitney, Otis
Elevator, Essex, Sikorsky Aircraft and
Hamilton Standard — to corporate
headquarters, we get the details
necessary for day -to -day
decision- making.
"We also complete the consoli.
dation of the corporation's
worldwide financial statements
on the same day that the books
are closed.
"The General Ledger
and Accounts Payable
Financial Reporting products
provide us with the software
we need."

-

I
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Technologies

Jerome Kelly
Manager, Management
Information Systems
United

Roger E. Brady
Manager, Financial Information Systems
United Technologies Corporation

"An illustration of the General Ledger's flexibility is its operation in Bogota. Annually, the Colombian Government
requires a detailed report of all payments
M . H . to vendors. One of the
Ledger system's standard repo
enables the Bogota office to pr
this report automatically, theret
eliminating significant clerical e
The system can also produce f
cial reports in either Spanish or
English, as well as perform the
necessary currency conversion
"Naturally, all user - interface wit
the system is in Spanish. Yet
this is the same system that
operates in English — or other
native languages — at other
UTC facilities around the world

Corporation

General Ledger and Financial Reporting
Fixed Asset Accounting • Accounts Receivable
Accounts Payable • Payroll/ Personnel
Net Change Manufacturing Resource Planning
It takes more than great systems for successful implementation. Software International supports all of its products with
a world -wide network of local offices staffed with professionals whose wide range of experience covers both data
processing and business. Users benefit from this expertise
with training, technical support, comprehensive documentation, maintenance and regular enhancements.
It all adds up to more than just software. Call or write
today, and see how easy it is to get the complete systems
that achieve results.
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Management
Accounting
Practices
Louis Bisgay, Editor

MAP Comments on Management
Reports
NAA's spokesmen, the Management Accounting Practices Committee, is less than enthusiastic about the Tentative Conclusions and Recommendations of the Reports by Management
Special Advisory Committee. In its letter to the
American Institute of CPAs, the MAP Committee commented that it has mixed feelings about
the recommended disclosures. On the one
hand, it pointed out that "it is certainly clear
that management is responsible for all the information in the annual report, and that publicly
acknowledging such responsibility is not inappropriate." Conversely, the MAP Committee
found it "difficult, however, to accept the premise that very many readers of annual reports
are not knowledgeable as to management's responsibility, or to the nature of the firm's relationship with its independent public accountants." The problem arises, according to NAA,
because of practical aspects of including the
disclosures in annual reports. Besides proposed disclosures about management responsibility and the independent auditor, the tentative conclusions would require disclosures concerning internal control and a firm's audit committee. The MAP Committee said that, while revealing information about those subjects would
be somewhat more informative, they are "but
two of many matters that have an impact on
the reliability of a company's financial statements —there is no way consideration can be
given to putting into an annual report everything that might be useful to a concerned party —and that the significant amount of verbiage
proposed increases the likelihood that the already wordy annual report will be glossed over,
thereby perhaps causing someone to fail to
take note of information that truly is relevant to
assessing the firm's financial health."
8

—And on Capitalization of Interest Cost
In responding to the FASB's proposed Statement of Financial Accounting Standards, Capitalization of Interest Cost (MAP, March '79), the
MAP Committee again stated its previously articulated majority position that, as a general
rule, interest cost is a period expense and
should be charged currently as an expense.
The Committee suggested certain modifications that it believed would improve a standard
that the Board might issue on the subject.
Those in the majority on the Committee held
that in connection with construction of capital
assets, capitalization of interest cost is supportable only "in those situations in which debt is
incurred specifically for and whose proceeds
are clearly traceable to major projects having
lengthy developmental periods such as, for example, the construction of a large mining facility." The procedures for allocating interest that
are prescribed in the exposure draft "would be
likely to produce results that are inconsistent,
unrealistic, and similar to the imputation of interest on owners' equity which paragraph No. 1
places outside the scope of this proposed
Statement." A minority within the Committee
(1) cites the fungible quality of funds, noting
that as a practical matter, there generally is no
way to trace the proceeds of borrowings to
their uses and (2) endorses the Board's pragmatic approach to establishing criteria for capitalization.
On another issue, a majority concluded that,
with regard to items produced for sale, the
guidelines should be reconsidered. "When inventoriable assets are being manufactured and
sold on a routine basis, we find it difficult to
justify a cut -off point of one year for determining a 'significant period' of development of the
asset." Adding interest to the asset cost because the construction period exceeds a stipulated period does not really accomplish a useful purpose when the assets are being sold on
a recurring basis, the Committee remarked; income statement effects even out relatively
quickly. The Committee expressed concern
also about a potential inequity that would result
from the Internal Revenue Service conformity
requirement prohibiting LIFO basis taxpayers
from deducting on tax returns interest expense
that had been capitalized for financial reporting
purposes, while FIFO basis taxpayers presumably could do so. MAP suggested that the
Board should consider seriously the elimination
of interest capitalization on inventories expected to turn over at a relatively constant rate irrespective of the length of the production cycle.
Continued on page 61
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Don't wait! Send for Kelly Services,
the temporary help people.
Many things can
happen that will disrupt
your work schedule , .. a
sudden rush of orders,
vacations, even bad
weather.
Th at's when you
should call Kelly Services
for help. Kelly will supply
you with efficient, dependable tempo rary help for
virtually any office need.
Take a look at all the job
classifications listed here.
They're part of the Kelly
Service Description
System that wo rks for
people everywhere. You'll
find everything from clerks,
typists, and secretaries to
business machine operators
The next time you
need qualified tem porary
help, don 't wait, fill out
and mail the coupo n for
more information , or call
Kelly Services, the
tem porary h elp people.
They're in the white pages
of your phone book. Let
Kelly's dependable
qualified people help you.
1. Clerk, Other (100)

2. Junior Clerk (101)
3. Stock Messenger Clerk
(102)
4. Mail Clerk (103)
5. General Clerk (104)
6. Senior Clerk (110)
7. Records Clerk (115)
8. Tabulation Clerk (120)
9. Statistical Clerk (125)
10. Credit Clerk (130)
11. Typist, Other (200)
12. Clerk Typist (201)
13. Junior Typist (202)
14. Typist (210)
15. Senior Typist (215)
16. Forms Typist (220)
17, Statistical Typist (225)
18. Senior Statistical
Typist (226)
19. Junior
Transcription
Typist (230)

20. Transcription
Typist (231)
21. Junior Shorthand Typist
(235)
22. Shorthand Typist (236)
23. Technical Typist (240)
24. Technical Transcription Typisl
(241)
25. Technical Shorthand Typist
(242)
26. Secretary, Other (300)
27. Junior Secretary (301)
28. Secretary (310)
29. Secretary /Transcription
(330)
30. Secretary /Shorthand (335)
31. Technical Secretary (340)
32. Technical Secretary/
Transcription (341)
33. Technical Secretary/
Shorthand (342)
34. Executive Secretary (350)
35. Accounting, Other (400)
36. Payroll Clerk (401)
37. Accounting Clerk (405)
38. Book keeping/ Billing
Machine Operator (410)
39. Bookkeeper /Assistant (420)
40. Bookkeeper /Full Charge
(421)
41. Word Processing, Other
(500)
42. Data Entry (501)
43. Junior Word Processing
Typist (Trainee) (505)
44. Word Processing Typist (5 10)
45. Word Processing Statistical
Typist (520)
46. Word Processing Senior
Statistical Typist (521)

47. Word Processing
Transcription Typist (530)
48. Word Processing Shorthand
Typist (535)
49. Technical Word Processing
Typist (540)
50. Technical Word Processing
Transcription Typist (541)
51. Technical Word Processing
Shorthand Typist (542)
52. Word Processing Proofreader
(550)
53. Word Processing Technical
Proofreader (551)
54. Miscellaneous, Other (600)
55. Receptionist (601)
56. Receptionist, Typist (602)
57. Switchboard Operator /Small
Console (610)
58. Switchboard Operator /Small
Console Typist (611)
59. Switchboard Operator /PBX
(612)
60. Switchboard Operator /PBX
Typist (613)
61. Switchboard Operator /PBX
Special (614)
62. Business Machine Operator
(620)
63. Bank Teller (630)
64. Bank Proof Machine
Operator (631)
65. Junior Keypunch Operator
(640)
66. Senior Keypunch Operator
(641)
67. Marketing. Other (700)
68. Host/Hostess(701)
69. Registration Clerk (702)
70. Message Center Clerk (703)
71. General Convention Clerk
(704)
72. Narrator /Tour Guide (705)
73. Booth Attendant (706)
74. Product Distributor (710)

75. Product Demonstrator
(711)
76. Product Demonstrator/
Salesperson (712)
77. Product Salesperson (713)
78. Traffic Surveyor (720)
79. Store Surveyor (721)
80. Telephone Surveyor (722)
81. Door -To -Door Surveyor
(723)
82. On- The - Street Surveyor
(724)
83. Comparison Shopper (730)
84. Performa nce Shopper

(731)
85. Merchandise Clerk (740)
86. Display Clerk (741)
87. Demonstrator /Trainer (742)
88. Inventory Counter (750)

89. Light Industrial. Other
(8 0)
90. Assembler (801)
91. Assembler- Printed
Circuit/Electronic (802)
92. Bindery Worker (803)
93. Blueprint Worker (804)
94. Cardboard Box Worker
(805)
95. Cafeteria Worker (806)
96. Conveyor Line Attendant
(807))
97. Food Service Worker (808)
98. Inventory Taker (810)
99. Laundry Worker (811)
100. Machine Tender (812)
101. Hand Packager (820)
102. Machine Packager (821)
103. Blister Packager (822)
104. Skin or Shrink Packager
(823)
105. Heat Sealer (824)
106. Printing Plant Worker (830)
107. Plastic Worker (831)
108. Stock Picker and Packer
(840)
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Comment
Introducing a New Column
This month we are pleased to welcome Henry C. Lucas, Jr., as a contributing editor t o MANAGEMENT AC-

P

COUNTING.
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We never quit...
we always get fired.
That's good for you, and
it makes us happy too!
When you need temporary fill -in people in accounting,
bookkeeping or data processing, you want them FAST. You
have a specific job waiting.
You want them to get thejob done with no ifs, ands, or buts
... QUICKLY.
You want them to be slightly over - qualified so your people
won't have to spend their valuable time ex plaining what is
needed.
You want these people to come in, do the job, and leave.
That's what our people want too!
This is why we say the sooner you fire us, the happier we
will be.

accounlemps
A registered Trade Mark of the Robert HaY Organ zat on

World's largest temporary service specializing exclusively in
Accounting, Bookkeeping and Data Processing emergencies.
Look us up in the White Pages
in the United States, Canada and Great Britain.
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column, Management
Information Systems, will be published every other month for a period
of six months on a trial basis. If your
response is positive, we will continue
this department on a regular basis.
The publication of this initial column
marks the culmination of planning and
discussions at the staff and national
committee levels. In a recent survey
of the Management Accounting Editorial Advisory Panel, comprised of
1,000 members, 87% said they

thought a department devoted to MIS
would be useful. Moreover, it is one of
the areas of highest interest expressed by new members of NAA.
In keeping with our objective to
publish articles of practical use and
interest to management accountants,
the April issue was entirely devoted to
MIS in different industries. As this is
written, the feedback from members
has been encouraging enough so that
we are confident we will be presenting information members need and
want.
As you will note from the introduction to his column on page 6, Dr. Lucas is highly qualified to discuss the
emerging —and swiftly changing —
technology concerning MIS. As an
educator and a consultant he can
view both the data processing professionals and users, or management
accountants, objectively.
Like everything we publish in this
magazine, the column is designed to
be read, digested, and perhaps used.
Its effectiveness can be increased if
you, the reader, give Dr. Lucas some
kind of feedback. Letters about his
MIS column should be sent to us.
An active interplay among editor,
author, and reader is an ideal situation that many magazines strive for
and few attain. If the new column, or
for that matter any department or article, strikes a spark —let us know.
MANAGEMENT ACCOUNTING /JUNE 1979

Letters

TO THE EDITOR

About Indexation
The author of "Indexing the Progressive Tax System" (October '78) "comes
down" in favor of cost -of- living indexation of the federal personal income tax
tables.
However, I do hope that no reader
generalizes from this article that all
indexation is good. Indeed, I rather
wish that the author could have added
an admonition to this effect, for the
ground rules of the matter as I see it
are:

tion, if greed is the name of the
game (whereby you tend to care less
about fighting the inflation rate,
since you're sheltered in some important degree).
3. Tax -table (reverse) indexation has a.
the long -shot prospect of fighting the
inflation rate but b. the sure -thing
prospect of fostering it as well, with
the net impact perhaps being anybody's guess; and c, it has the sure thing prospect of fighting inflation. In
practice an index multiplier above
1.00 is unlikely to be tolerated, of
course. In other words, the indexation prescribed is likely to be downward.

With H/G PROFESSIONAL
FORMS you handle only the

I
'

sut3sminur o f

co.

H/G PROFESSIONAL FORMS

'
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I tend to look at Items 1 and 2 as
being indisputable, but I do sense that
Item 3 could stand the following elaboration. As to 3a, tax table indexation
might act to control governmental ex-

riIu.nteK

1. Expenditure indexation (e.g., in pay
and rent contracts) fosters a high inflation rate. In practice an index
multiplier below 1.00 is not tolerated, of course. In other words, the
indexation prescribed is always upward.
2. Expenditure indexation fights infla-

2020 California Street
Omaha, Nebraska 68102
402. 422 -1 168
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Our new line of columnar workpapers have
added some very attractive features at a
very fair price.
For more information, including samples
and prices, please write or call.
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more wrestling with large,
bulky, unfolded pads. Now,
simply slip the prefolded
sheets you need intoyourbriefcase, desk drawer or file without tearing perforations and
without hand folding.
We offer 108 op tion s, 23
column choices. 11 -inch or

City
State

more convenient 8 1/2 -inch pre -

.lolded sheets you need. No

14 -inch for m a t, gr ee n or bu ff

penditures and hence fight the inflation
rate —if the presence of indexation were
not totally negated by deficit spending
and /or a later restructuring of the basic
tax tables, As to 3b, any such structural

sheltering (as tax table indexation) of
the public from the pangs and pinches
of a higher inflation rate almost by definition fosters a higher inflation rate,
since the sense of urgency to moderate
the inflation rate is diminished. As to
the net impact, I worry that 3b might
win out. As to 3c, any act to shelter the
impact of an increasing inflation rate
fights inflation (if greed is your game).
Perhaps in a subsequent issue you
could treat this (broader) issue, either
editorially, by a special article, or as a
Letter to the Editor.
F. P. Koallick
Vice President, Treasurer
New Hampshire Ball Bearings, Inc.
Peterborough., N.H.

paper stock. We undoubtedly
manufacture the exact number
of columns you need, in the
color and format you prefer.
Our new workpapers larger
than single 8 1/2-inch pads are
prefolded for you. We also offer
many additional subtle improvements, options and services. They're all explained in
our promotional piece and are
self - evident in accompanying
samples which will be mailed
free upon request.

ZIP
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We offer design and technical assistance_for custom needs.
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EXCELLENT EXPERIENCE FOR 1978
PERMITS ANOTHER REDUCTION IN COST TO PARTICIPANTS

NAA
LIFE

The semiannual premium due July 1, 1979, will be reduced by 55 percent for
those members insured on or before July 1, 1978. This is the sixth
consecutive year that the NAA Life Insurance Trust has reduced the
semiannual premium due on July 1. Comparable reductions were 80 percent
in 1978, 75 percent in 1977, 50 percent in 1976, 43 percent in 1975. and 100
percent in 1974.
Present economic trends have generated a need for increased amounts
of Life Insurance to provide security and a sense of well being. In order to be
of service to its members, the Association leaders responded to this need by
settin g u p an insurance trust utilizing m ass group purchasing power. This
allows you to purchase valuable insurance protection for yourself and your
family at a cost considerably below that for similar individual -type
protection.

N
I SURANCE
TRUST

00
�- rj

HOW TO APPLY FOR COVERAGE

During the month of October, you will be receiving a brochure in the mail
describing the program, underwriting requirements, and instructions on how
to apply. If you are not presently participating in the plan, this will be your
opportunity to join the 25,000 members, spouses and eligible children who
are alread y covered. If you are presently participating in the plan, you will
receive information with your July 1 premium statement as to how you can
increase coverage for yourself and your spouse.

FINANCIAL REPORT FOR THE PERIOD JULY 1, 1968 TO JANUARY 1, 1979

Co n tr i b ut i o ns b y P ar t i c i p a nt s .. . .. . . .. . . .. . . .. . .
Paid Cl aim s .. ...............................
Pending Death and Total Permanent Disability . . . . .
Ac c rue d Cla im Li ab ili ty .. .. ... .. ... .. ... .. ... ..
C o n ve r s i o n C h a r g e s . . . . . . . . . . . . . . . . . . . . . . . . . .
In c u rr e d Cl a i m s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
To t a l E xp e n s e C h a r g e s . . . . . . . . . . . . . . . . . . . . . . . .
Premium Stabilization Fund Excluding Interest .....
Total Charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Members Dependents

Combined

%

$7,753,270
5,507,200
382,200
271,033
14,547
6,1747980

$9,134,047
6.452,900
402,200
317,526
18,441
7,191,067
1,152,797
790,183
9,134,047

100.00

$1,380,777
945,700
20,000
46,493
3,894
1,016,087

PREMIUM STABILIZATION FUND
Total Contributions to Fund . . . . . . . . . . . . . . . . . . . . . . . $ 3 , 3 6 1 , 9 9 9
Interest Earned on Fund . . . . . . . . . . . . . . . . . . . . . . . . . .
408,895
$3,770.894
Returned to Policyholders as
Prem i um D is c o unt .... .... .... .... .... .... .... . $2 ,571 ,816
Balance in Fund Before Discount on
Semiannual Premium due July 1, 1979 ......... I ... $1,199,078

NAA INSURANCE COMMITTEE
Wade B. Salisbury, Chairman

Robert R. Meyer
Vincent A. Piucci

Jack W. Gibson, Secretary

Underwriter and Administrator
Connecticut General Life Insurance Company
Hartford, Connecticut 06152

78.73
12.62
8.65
100.00

General Motors Gears Up
for the World Market
"We want to be Number One in the world market," says GM vice
president John R. Edman in a wide - ranging interview focusing on
the financial aspects of integrating the international operations with
the North American group.

Last April, General Motors introduced its new
economy cars; at the same time many articles were
published, pointing to GM's dominance in the U.S.
auto market and its new resolve to increase its sales
and improve its marketing position overseas. In
keeping with the theme of this issue — international
accounting —we are turning our spotlight on accounting and financial operations of this automobile manufacturing colossus particularly the operations and control of international operations.
John R. Edman, vice president of General Motors,
was interviewed in GM's massive Detroit headquarters by Morris Gartenberg, technical editor, and
Robert F. Randall, managing editor. Mr. Edman,
who had been headquartered in New York, recently
moved his offices to Detroit. From September 1974
to June 1975, he served as assistant comptroller of
GM's financial staff until his election as treasurer
of the corporation, the post he held until his current
appointment. An NAA member, Mr. Edman has
spoken at chapter meetings of the Association and
recently was named to the Advisory Council of the
Financial Accounting Standards Board (See May
Data Sheet ).
Would you briefly describe what your title is
and what your responsibilities are?
As vice president in charge ofthe financial staff,
I have the treasurer, the comptroller and the general auditor of the corporation reporting to me.
The treasurer's function includes the banking
and financing activities, our employee benefit and
MANAGEMENT ACCOUNTING /JUNE 1979

compensation analysis groups, as well as other analytic groups which work on such matters as capital programs and overseas financial analysis.
The comptroller has responsibility for the various accounting and financial reporting areas as
well as budgeting, capital appropriations, various
product cost analysis groups, pricing and operations analysis.
Our general auditor is in charge of the corporate level of auditing in the corporation. In our
organization, each division and subsidiary has its
own audit team which reports to the unit's comptroller instead of our corporate auditor. Then the
general auditor performs audits of the units on a
periodic basis which assures that each of our operations is audited by the corporate audit staff about
every 18 months.
Please tell us a little about your background.
I graduated from the University of Michigan in
1951 with a master's degree in accounting and finance. I started in a training program at General
Motors and spent quite a number ofyears here in
various staff activities in the comptroller's staff,
then became a divisional comptroller and was divisional comptroller ofseveral divisions including
General Motors of Canada.
From the international point of view, what
would you say is GM's biggest problem? Funding?
We have that challenge both domestically as
13

Is this a financial integration, too? Do you have
a central management information system that
consolidates all the financial data from your operations?

GM's
philosophy: All
borrowings
would be made
in local
currency.

Yes, while we are required to publish financial
data only quarterly, we consolidate our worldwide
financial data on a monthly basis for reporting to
management. We receive the actual reports in local currency from our foreign locations. These are
then accumulated on electronic data processing
tape for input into the computer. About 85% of
the overseas consolidation, including the translation itself, is done by use of the computer here in
the central office.
When you were in New York did you have direct responsibility for the international financial
area?

John R. Edman
well as worldwide, but I don't think that is the
major problem overseas. If we don't have a strong
enough equity base, we will put more capital into
the local company. We try to balance borrowings
and equity, and our philosophy has been, and continues to be, to have an adequate capital base, but
we try to keep all our borrowings in local currency to the extent possible. We find there is a discipline there because the particular financial officer
in that country is dealing with interest rates that
are representative of the conditions in that country. If he deals in those, he is going to try and
operate profitably within the framework of those
fiscal restraints. I think our challenges borrowing wise would probably be greatest in both England
and Brazil. While our Vauxhall operation [based
in England] was profitable last year for the first
time in many years, the earlier losses have eaten
into our equity base there. As far as Brazil is concerned, with the inflation rates down there, and
the balance of payments situation, we have to try
to maintain a blend between local borrowings and
dollar- denominated borrowings. But from our
standpoint, I don't think financing is an extreme
problem in the overseas market. I think it is fair to
say that achieving profitable operations that are
consistent with the investments that have been
made is probably the greatest challenge.
Are you trying to integrate all your international operations?
Yes, we're in the process. We've gone from a
U.S. to a North American operation and now we
are emphasizing the worldwide organization.
14

Not directly. As I mentioned earlier, the treasurer has responsibility for our overseas analysis
group, and monitors overseas operations for reporting to our management. However, we had,
and continue to have, an exchange committee
which works with the plants and with two outside
advisors to determine to what extent we need to
buy foreign exchange contracts, and the corporate
treasurer is the chairman of this committee.
I understand you have a dual reporting system
at General Motors. Operating officers report to
one level and the treasurer or the financial officers
report to the finance function?
Basically, that is a true statement. However, it
could be said that the chief financial officer at any
of our units must "wear two hats." First of all, he
is directly reportable to the chief operating executive of that unit whether his title is general manager or president. Secondly, but none the less important, he is also directly reportable to the corporate
comptroller of the financial staff.
The chief financial officer at most of our overseas operations is the treasurer. However, at some
units —take the Opel and Vauxhall operations for
example —we have both a treasurer and a comptroller who are reportable to a finance manager.
The finance manager, in these cases, would still be
reportable to our corporate comptroller. Now the
reason is because it is a personnel function as well
as to provide a control on finances. It is a matter
of being able to move people back and forth in the
financial function of the subsidiaries and the domestic operations. Furthermore, the intent of the
indirect relationship is that we have a safety valve
in case local management is not following the correct procedure.
Do your international operations have any input into financial policy?
Oh, yes. All recommendations for such matters
MANAGEMENT ACCOUNTING /JUNE 1979

as capital expenditures, new products and pricing
are made by the operating units. They are the
most familiar with the competitive situation. For
us to try to sit here and determine such matters
would be a mistake because we would probably be
successful only in making them unsuccessful in
the market.
How does GM measure divisional performance?
The general manager of a division and every
member of his staff are very conscious of return
on investment. For reporting to management we
have begun an international management responsibility alignment. In this regard, the divisions are
given credit for the profits that are generated by
those units overseas for which they have management responsibility.
What is GM's position on uniformity in accounting standards?
Our position has been this: that there are accounting alternatives that, depending on the industry, should be allowed. You can't force accounting into a straitjacket. We have more uniformity in this country than you might think. We
have a fairly uniform accounting methodology by
necessity because we have to publish statements
that are reviewed by the SEC and provide information for investors.
Do you have some general guidelines you're following to mitigate the impact of Financial Accounting Standard No. 8 on your earnings overseas?

es that we'd make in 8, one would be that we
convert inventories at the current rate. It makes a
lot of sense from General Motors' standpoint because most of our inventory turns over pretty fast
and thus we can get the short-term yo -yo effect
often referred to. The other would be that we
would defer gains but book any losses because we
believe in the concept of conservatism in accounting.

Divisions are
given credit for
profits for
which they
ha ve
management
responsibility.

Do you submit regular position papers to the
FASB?
Yes. We're very active. Mr. Murphy [Thomas
A., chairman and chief executive officer], when he
was comptroller, recognized the growing public
awareness and increased regulation ofaccounting
and took us into the Committee on Corporate Reporting of the Financial Executives Institute,
which activity we have continued since that time.
Today he is chairman of the task force in accounting of the Business Roundtable. He and his task
force have met on three different occasions with
the FASB. We file position papers and have testified at the hearings— appearing five times in the
last year and a half —and also have written position papers for the Business Roundtable on important accounting matters.
In your latest annual report we noticed that you
restated some figures in constant dollars?
Right. Among other things, that was our attempt to try to put down something that the layman could understand. It was an attempt to be a
leader in that area of putting down what we
thought the basic information was that might be
useful for a shareholder to have some measure of
the impact of inflation. Graphically, it shows
we've grown somewhat in terms of dollars, but in
terms ofthe purchasing power ofour profits we're
practically dead even with 1973.

We have our exchange committee in which we
get recommendations from the plants. We review
those, but there is no direct order to any plant.
We look at them and, if we don't agree with the
recommendation, we'll go back and ask them to
justify their recommendation. Statement No. 8
has not had a significant impact on us because our
Do you have regular audits of your overseas
operations are widely dispersed throughout the
operations?
world and are not a large part of our total sales as
they are at other companies.
We'll have an audit ofall of our major operaWe're still dealing in one basic policy and that's tions just as frequently as we do in this country.
this: we try to make sure that, in each country in In addition to our own general audit function, Dewhich we operate, that we're priced competitively. loitte, Haskins & Sells performs audits at our opIfit takes a foreign exchange contract to protect erations.
the cost so that we can be priced competitively in
the local country, then we'll provide it; however,
Has the internal audit function changed in light
we do not speculate in currencies and currency
of the passage of the Foreign Corrupt Practices
moves.
Act?
I gather GM is in favor of the ongoing review
of FAS 8?
Oh, yes. We support that. Ifwe had two changMANAGEMENT ACCOUNTING /JUNE 1979

No, not really. We believe we have had good
controls, both from the divisional and the subsidiary standpoint for years. However, we have decided we are going to demonstrate compliance by
1s

General Price Level Adjustment for Inflation ($ in Millions Except Per Share Amounts)

Base Year

—

—

—

—

—

Sales, as reported
Percent Increase (Decrease) over 1973
Sales in constant dollars*
Percent Increase (Decrease) over 1973
Net income, as reported
Percent Increase (Decrease) over 1973
Net income in constant dollars*
Percent Increase (Decrease) over 1973
Profit margin, as reported
Earnings per share —($ per share)
12.24
As reported
8.34
Constant dollars*
*Adjustment to constant dollar basis has been determined
by applying the Consumer Price Index to the data for 1974
through 1978 with 1973 as the base year.

—

1975
1974
1973
1977
1976
1978
$63,221.1 $54,961.3 $47, 181.0 $35,724.9 $31,549.5 $35,798.3
(12 %)
32%
77(,
54%
43,086.2 40,305.0 36,831.6 29,497.4 28,430.9 35,798.3
(21 %)
3%
(18 %)
20%
13 %
2,398.1
1,253.1
950.1
3,337.5
2,902.8
3,508.0
(48 %)
(607o)
39%
21%
46%
2,398.1
856.2
2,447.5
2,266.1
1,034.7
2,390.8
(64 %)
(6 %)
(57 %)
2%
6.791,
6.2%
3.5%
3.0010
6.1%
5.5%
11.62
8.51

10.08
7.86

4.32
3.56

3.27
2.95

8.34
8.34

This is how GM shows the impact of inflation on its operations in the 1978 annual report.
having a formal internal control questionnaire
completed for each unit by the accounting group.
It will be reviewed by the local auditors and then
reviewed in the central office.
We have read recently that GM now has 10%
of the international market. What is your ultimate

goal in the international market?
Our goal is to be the top manufacturer in the
world. We're about number five right now, and
we're not used to being in that position. Our goal
is to improve our penetration in all markets. We
want to be number one in the world market.

New Research Associate, Other Staff Changes
An NAA member joined the Association staff,
and two other personnel changes recently were
announced by W. M. Young, Jr., Executive Director. The positions filled had become vacant because of a staff transfer and a former employee
resigning for another position.
Thomas J. Reardon was named a Research Associate in the Research Department. A graduate
of Boston College and Fairleigh Dickinson University, he has served as controller for Westchester Concrete, Inc., and Roman Products Corp. He
was elected president of the Westchester Chapter
1978 -79, prior to joining the staff.
Charles Sanchez has been named Meetings Coordinator where he will assist in the arrangement
of the many meetings that the Association holds
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REARDON

GHITTINO

SANCHEZ

every year. Mr. Sanchez has been a member of the
staff for more than six years.
Mrs. Jean Ghittino succeeds Mr. Sanchez as
Coordinator, Member Relations. She has been in
the Membership and Chapter Development Department for the last five years.
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Political Risk—
An Accounting Challenge
Takeovers of U.S. foreign affiliates by host governments have been
on the rise and this trend is likely to continue.

By Frederick D. S. Choi
International business exposes financial managers
to risks seldom encountered in domestic business
affairs. One environmental risk that perhaps
dwarfs all other in terms of financial significance
is the threat of expropriatory actions by host governments. Let's examine the nature and accounting implications of political risk.
Political risk generally refers to the risk of loss
occasioned by actions of governments that interfere with the profitable conduct of international
business. Included are actions that limit the freedom of a foreign investor to operate in a given
host environment and actions that result in the
actual takeover of enterprise assets. The former
category includes such things as government restrictions on the transfer of funds out of a country; the imposition of discriminatory taxes of one
form or another; quotas for local nationals in
management positions; limitations on visas, work
permits, and procurement of factor supplies; and
breaches or revisions of contracts and agreements
between the foreign investor and the host government.
The second category is financially more significant. Here, changing political and economic fortunes produce situations in which business assets
are required to be sold to local shareholders (localizing ownership schemes); sold to local, state,
or federal government units (nationalization
schemes); or confiscated with or without compenMANAGEMENT ACCOUNTING /JUNE 1979

sation (expropriation or deliberate wealth deprivation schemes). Recent multinational petroleum divestments fall into the nationalization category,
while certain multinational business properties located in Indochina were expropriated outright.

r

Foreign Takeover Characteristics
A recent study examining the characteristics of
foreign takeovers of 170 Amefican firms during
the postwar period is illuminating.' The takeovers
drawn from this same study are categorized in Table 1.
The table reveals that takeovers of United
States foreign affiliates by host governments have
been on the rise. Moreover, this trend promises to
continue. Increasing nationalism, together with
the new sophistication in policy- making by host
governments, suggests that expropriation is becoming a behavior mode with which multinational enterprises must increasingly contend.
For a time it was believed that firms in the extractive and service industries, including utilities,
were the prime candidates for foreign takeovers.
While this may have been true in the past, it is
now, however, no longer the case. Expropriations
in the extractive and utility sectors have declined,
although expropriation in an absolute sense is still
quite frequent in the extractive sector. In contrast,
takeovers in the manufacturing sector, once
thought to be least vulnerable to political risk,
have increased significantly.
A large share of foreign confiscations appears to

Frederick D. S. Choi is
associate professor of
accounting and finance
at the University of
Hawaii. He is co-author
of An Introduction to
Multinational
Accounting published
in 1978 by PrenticeHall Inc. This article is
adapted from Chapter
7 of the author's book.
A member of Hawaii
Chapter. he submitted
this article through that
cha pte r.
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be concentrated in a few developing countries.
These tend to be nations with a relatively high
degree of political instability. While the form of
asset takeovers includes all the categories mentioned earlier, expropriation, with or without
compensation, is the predominant form. Finally,
with respect to the selectivity of the takeovers as
between foreign and local enterprises, the data
suggest that assets taken over by host governments have been increasingly discriminatory (biased against foreign investors) of late.
Forecasting the Propensity to Expropriate
Research findings, such as those just enumerated, highlight the importance of rationally assessing the dimension of political risk. It is indeed
surprising, therefore, to find that accountants
have devoted scant attention to this growing area
of management concern. A search of available
handbooks, authoritative pronouncements, or
even the literature in general, yields little guidance
on this complex subject. This lack of attention on
the part of accountants may very well explain why
multinational firms have been slow to formalize
their appraisal of political risk in each potential
host country.
Recently, a number of attempts have been made
to explain systematically the national propensity

to expropriate foreign enterprises as a basis for
subsequent prediction. To point out the possible
role of management accountants in this evolving
area of prediction, we draw on a model developed
by Harold Knudsen.' Essentially it involves
gathering socio- economic data to describe the
"ecological structures" of a particular foreign environment. From this data, political behavior with
respect to foreign enterprises operating within the
national confines of a given country is predicted
for some future period. There is, thus, an expected
time lag between observation of "ecological structure" and the occurrence of expropriation or other
political action.
The model draws its theorectical rationale from
the observed tendency for acts of frustration—rev olutionary political activity or political aggression—to occur where societal aspiration levels exceed existing welfare or want - satisfaction levels.
The model postulates that when frustration is
combined with significant and visible foreign investments, foreign entities acquire a "scapegoat
role." National leaders release their frustrations
by taking expropiatory actions against the foreign
entities.
Accounting Dimensions
How does a management accountant fit into
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100

12
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of the total for the period indicated)
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51
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By region:
Latin America
Africa
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8
7
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67
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56
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33
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8
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By political - economic circumstances:
Leftist change in government
Right or center nationalist
Natural resource sovereignty
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7
35
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4
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28

17
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33
33

—

—

By industry:
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Financial
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50
5
27
18

39
28
27
6

37
18
40
5

59

44
51
4
1

61
16
7
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63
14
8
15

42
25
25
8

8
38
21
33

19
28
16
37

65
6
4
25

33
2
32
33

32
9

—

—

—

50

—
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—

—
—

5

—

33

—

68
32
41
—

By form of takeover:
Expropriation
Intervention/ requisition
Renegotiation of contract
Forced sale

18

%

170
(

Total —all industries and regions

1946 -60 1961.66 1967 -71 1972 -73

%

Number

41
18
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this scheme of things? This question may be answered most simply by asking another. How is the
variable "aspiration" or "welfare" measured? Can
we find the answers to this question in some corporate manual or other financial publication? If
not, who in the organization would be best qualified to quantify these variables in terms of a common scale of merit? If we conclude that accountants as information specialists are best suited to
the task, how might they proceed?
Obviously, neither the aspirations nor perceived
welfare of a given society can be observed directly.
Surrogate measures of these underlying factors
have to be used. As an illustration, several proxy
indicators of the variable aspirations might include the distribution of population by urban /rural residence, the literacy rate among the population above a certain mean age, newspaper circulation per 1,000 inhabitants, the ratio of trade union
membership to total working force, the number of
refrigerators per 1,000 inhabitants, and the country's endowment of natural resources. Proxy indicators of societal welfare might include the infant
mortality rate, caloric consumption relative to estimated requirements, ratio of physicians per
10,000 population, gross national product per capita, and percent of total population living in housing with piped water.
Because the data listed above are expressed in
different measurement scales, they can be reduced
to a common denominator by quantitative techniques such as factor analysis. As a result of this
statistical manipulation, subject nations can be
scored numerically on a given variable. By subtracting the "welfare score" from the "aspirations
score," a measure of the general level of frustration could be found. A positive score would indicate a high level of frustration, and vice versa.
When related to surrogate measures of the visibility of foreign investments, for example, the level
and political sensitivity of foreign investments,
these scores would provide a basis for predicting
national propensities to expropriate.
General models, such as the one described, are
crude attempts at predicting a highly complex
phenomenon. Nevertheless, they do provide a
framework for gathering information so that financial managers may be better able to identify
the possible outcomes of political actions and to
estimate the probability of their occurrence. All
the data for the model, described above, were
readily available from a variety of public secondary sources. These data, which may help to forecast future change, should be monitored and included in the international financial manager's
overall intelligence system.
Responses to Political Risks
Once it has appraised the likelihood ofpolitical
interference in a given host environment, a multiMANAGEMENT ACCOUNTING /JUNE 1979

national affiliate located there can adopt a number
of responses to these perceived risks and their economic consequences. The accounting dimensions
of some of the strategems are relatively straightforward. They are less clear for others.
Governments today are increasing their surveillance of foreign operations within their national
confines. To minimize negative evaluations in any
government cost - benefit calculus of its contributions, foreign affiliates often seek to harmonize
their policies with the goals and priorities oftheir
national hosts. Sharing ownership with local nationals, using local sources of supply, grooming
locals for technical and managerial positions, and
exporting locally produced goods to bolster host
country reserves of foreign exchange are examples
or policy actions in this respect.
Internal accounting systems have two rather
obvious roles to play here. First, accounting controls need to be instituted to assure that these
"good citizen" policies, in fact, are complied with.
Second, accounting systems can provide management with an idea of the benefits and costs associated with these policies. For example, while the
practice of local sourcing is usually adopted to
minimize the likelihood of expropriatory actions
by host governments, it could very well increase
the magnitude of loss should expropriation actually take place. Local manufacture of the required
inputs by a foreign subsidiary necessitates a larger
investment in productive capacity. This, in turn,
produces higher losses than if the supplies were
imported instead. Similarly, procurement from local suppliers leads to increases in operating costs
because of lower quality workmanship and materials, unreliable delivery schedules, and higher invoice prices due to lack of economies of scale. Under these circumstances, the affiliate in question
might be trading a lower political risk exposure
for a higher financial and commercial risk.
Another risk reduction tactic is to arrange an
affiliate's affairs in such a fashion that expropriatory actions are rendered difficult or unfeasible. A
number of these arrangements, collectively referred to as working capital management, are described elsewhere.' Examples of other techniques
include (a) integrating foreign affiliates into a
worldwide production and logistical system so
that a subsidiary would not be able to operate or
compete successfully on its own, as is done in the
petroleum industry; (b) controlling key export
markets for a subsidiary's output; (e) maintaining
control over strategic patents and processes; and
(d) entering into joint- venture arrangements with
local companies. Identification as well as quantification of the benefits and costs associated with
each of these actions is an accounting concern.
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tion are similarly troublesome. When foreign assets are forced into ownership changes, it usually
is difficult to determine the amount of the resulting economic effect. Book values, whether conventionally determined or, let us say, price -level adjusted, are notoriously poor indicators of current
economic values. Since forced divestment generally is accompanied by a politically unstable situation, market or liquidation values are difficult to
estimate. Discounted future earnings are similarly
precarious in these situations and, of course, comparisons with recent similar investments or replacement investments cannot be made because
comparison situations are likely to be completely
unavailable. Forced divestment prospects eliminate or sharply reduce new direct foreign investments in the country concerned.
So how does one measure the amount or value
of an expropriation? Most often, it has to occur on
the basis of adjusted book values simply because
of the very limited availabililty of any alternatives.
Book values of assets are a consequence of particular financial accounting policies selected and taxation methods applied. Accordingly, they may
bear little or no relationship to the actual economic significance of the event. Estimates of expropriation losses usually are highly subjective.
An additional complication is introduced if it
can be established that current economic values,
at the time of the expropriation, were in excess of
net book values. In such situations, should a gain
be recognized on the premise that expropriation
constituted a form of "realization ?" If the real
economic impact of an expropriation event is to be
measured and reported, a prior adjustment of
book values is quite likely to be needed and, therefore, a gain or loss recognition becomes unavoidable.
Forced divestments or expropriations seldom
have a "record date." Sometimes they can be
linked to a political revolution, and election, or
some other definite event. But takeover control

over enterprise assets may come gradually or step
by step. Should parent company managements
have discretion about when to recognize an expropriation? Could such divestments be recognized
piecemeal? How might one time recognition of
loss if, for instance, a newly established foreign
government issues its own long -term bonds in exchange for certain business assets and these bonds
have zero current market value? These and other
questions must be resolved in timing the accounting recognition of expropriation events.
Finally, determination of the accounting impact
of expropriations represents an unsettled issue. On
the one hand, one can argue that wealth deprivations in other countries are a normal risk of multinational business and, therefore, should be anticipated with contingency reserves or similar other
provisions regularly charged against multinational
operations. On the other hand, one might argue
that risk assessment in connection with future
forced divestments is impossible and that their occurrence should be viewed more as a natural disaster or other outright loss. The latter view suggests treatment of such events as extraordinary
gain or loss situations in the period of recognition.
Hybrid treatments are often found in actual practice.
Numerous issues surround the subject of accounting for political risk, and this aspect of international accounting remains an uncharted sea. Intelligent decision making requires information
that will enable financial managers to select wisely
among alternative courses of action. The challenge facing management accountants is mastering the ability to quantify and communicate the
political risk dimension in a form suitable for international❑financial❑decisions.❑❑
' Rohcrt G. Hawkins, Norman Mintz, and Michael Provissicro. "Government
Takeovers of U.S. Foreign Affiliates," Journal oflnrcrnational Business Studies,
Spring 1976.
' Harold Knudsen, "Explaining the National Propensity to Expropriate: An Eco•
logical Approach," Journal of fniervationaI Business Studies, Spring 1974.
' See David K. Eiterman and Arthur 1. Stonehill, Multinational Business Finance. Part IV 2nd Edition, Addison - Wesley Publishing Co., Reading. Mass.,
1979.
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Evaluating Performance in
Multinationals
As a yardstick for evaluating performance between international
subsidiaries, R01 alone leaves much to be desired.

By Paul S. Tse
Performance evaluation of subsidiaries in a multinational corporation looms as one of the most significant and yet unresolved issues in the field of
international accounting. In current practice, it
seems that many multinational corporations are
using evaluation systems that violate some fundamental concepts in both accounting and management. These systems are often devised without
any regard for the organizational or environmental complexities facing transnational entities.
We will discuss some of the deficiencies of
MNC performance evaluation systems and suggest more realistic alternatives.
The purpose of subsidiary evaluation is basically the same in multinational corporations as it is
in domestic corporations. Performance evaluation
is most frequently carried out for four major purposes. It helps to ensure that actual financial performance of the subsidiary agrees with expected
performance. Most corporations select either a
one - variable measure such as return on investment, or a set of financial ratios as a proxy for
satisfactory performance. Second, performance
evaluation facilitates comparison between subsidiaries. To the extent that most multinationals apply a predetermined set of criteria uniformly over
all subsidiaries, they allow their top management
to rank subsidiaries in terms of their ability to
meet the criteria. In fact, as many as 55% of the
Fortune 1000 companies —a great many of them
MANAGEMENT ACCOUNTING /JUNE 1979

multinationals— evaluate relative performance of
subsidiaries by ranking their respective ROI
percentages.'
Third, performance evaluation systems can tugger a figurative alarm, signaling possible problems. Generally, performance targets are set after
management has considered all environmental
conditions and internal resources available, and
deviations from such targets periodically are reviewed and assigned to the responsible units for
corrective action. Thus, evaluation serves the purpose of "flag- waving," alerting top managers to
potential mishaps in the offing.
Fourth, performance evaluation assists top
management in making resource allocation decisions. One of the responsibilities ofa MNC's top
management is to direct corporate resources to
subsidiaries where expected profits are the highest; accordingly, a good performance evaluation
system theoretically can serve the function of separating high - performance subsidiaries from mediocre subsidiaries. This identification enables management to decide where scarce resources can be
used most efficiently and profitably.'
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ROI as a Criterion
How do multinationals evaluate subsidiary performance given these objectives? Robbins and Stobaugh conclude from their studies that 95% of
multinational financial officers judge foreign subsidiaries in precisely the same manner and on the
same basis as they do their domestic subsidiaries.
21
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Almost without exception, these managers use a
form of ROI as the basic measure of performance.
In fact, Robbins and Stobaugh state, "... this approach is so ingrained that some companies use
ROI to judge a subsidiary whose sole function is
to produce low -cost items for export to the rest of
the system —even when the transfer price, set by
the parent, determines the profits. "'
Basic flaws in using any profit measure as an
indication of performance exist. A major weakness, for example, is accounting imperfections
which use accounting returns as a proxy for economic value. This surrogate is far from being adequate because historical cost bears little semblance
to future costs. Also, the accrual method of accounting leads to a significant degree of arbitrariness. Equally important, any measurement of
profits is necessarily unidimensional and assumes
profit- maximization as a sole objective, both in the
short as well as long run. As we will show, multinational experience indicates a system of multiple
objectives is more realistic.
Several technical problems are likely to occur in
the use of ROI as a measure of profitability. First,
how does one decide whether to include or exclude certain asset items in determining a particular subsidiary's investment base? A multiplicity of
formulae for calculating an appropriate investment base exists. They range from using gross
book value to net book value (gross book value
minus accumulated depreciation), to invested capital (total assets minus current liabilities), to total
stockholders' equity. Each of these methods has
its own relative merits and demerits. The degree
of appropriateness and adequacy vary in accordance with the particular set of circumstances in
which a multinational finds itself. The Reece -Cool
study concludes that: return on equity is most appropriate for outside analysts,' return to invested
capital is more important to top management, and
return on total assets is most relevant to subsidiary evaluation because a subsidiary management's
prime responsibility is to use its asset base as efficiently as possible regardless of the debt- equity
mix. Apparently there is a lack of agreement as to
what constitutes the most appropriate investment
base.
Secondly, what is the time span of measurement? To the extent that ROI is merely a ratio of
income to assets, this ratio can be increased proportionately with a decrease in asset size. This relationship can occur despite the fact that there is
no change in the absolute value ofthe numerator,
i.e., profits, at all. This breeds shortsightedness on
the part of some subsidiary managers who might
elect to improve overall ROI by scrapping less
productive assets. Although such actions might
appear to be productive and profitable in the short
run, they might turn out to be detrimental to the
long -run viability of the division.

Problems Unique to Multinationals
In the case of multinational companies, organizational structure, as well as environmental considerations, intertwine into a complex web which
renders profit measures as prime criteria for evaluation of subsidiary performance totally obsolete
and misleading.
The most significant complication relates to the
raison d'etre of multinationals. One question that
has to be addressed is, why do companies go
abroad? Is it due purely to the desire to increase
profits? Or, are there in fact other strategic and
more dynamic factors to be considered? A popular misconception is that multinationals, in an
attempt to circumvent high labor costs in the
United States, go abroad to capitalize on lower
production costs elsewhere. A number of studies,
however, have lent credence to the proposition
that the prime determinant which motivates a
company to go overseas is market demand.
A study of74 U.S. corporations representing a
wide spectrum of large manufacturing multinationals, for example, showed that 57% said market demand was the major reason they had expanded their operations. Other determinants were
trade restrictions (20 %) and investment regulations (11 %). Only 5% cited labor cost advantages
as the principal reason for going overseas.'
Thus, although the ultimate objective of any
multinational is to make a profit, it can be seen
that, at least in the short run, the decision to start
a subsidiary in a foreign country is based on strategic marketing considerations. Those companies
surveyed said that the incentive to produce abroad
is based largely on major differences existing between U.S. and overseas product specifications,
concerns for product perishability, as well as requirements for service and distribution considerations. Needless to say, the additional costs to be
incurred in these respects can be substantial.
The second most cited factor is the need to get
around tariff and quota restrictions in order to
sell. The third factor refers to the national policies
of certain third world countries mandating that
local subsidiaries of multinationals increase the
domestic value added in their manufacturing as a
prerequisite for permission to stay in the host
country. Note that all three factors are directly
related to market considerations which, at least in
the short run, are not necessarily amenable to the
profit motive. The prime consideration, of course,
is to gain a foothold in the market before competitors become too comfortably entrenched.
A prominent category of companies going
abroad are from the extractive industry. In this
case, the objective is to secure raw materials rather than to maximize nominal subsidiary profits.
The presence of multi - objectives, some of which
are strategic in nature, cannot be ignored.
MANAGEMENT ACCOUNTING /JUNE 1979

Operating and environmental characteristics
among different subsidiaries of the same multinational are widely divergent. Under such circumstances, focusing on just one variable or using the
same set of variables to measure the performance
of all subsidiaries is misleading. Pfizer's subsidiary
plant for the production of Coty cosmetics and
skin -care products in Japan, for example, is qualitatively different from the company's French
subsidiary which distributes specialty medical
products. Both are in turn different from the company's pharmaceutical research facility based in
West Germany. Yet, they are all subsidiaries of
the same corporation, although engaged in drastically different functions.
As another example, SKF of Sweden sells ball
bearings through both its Dutch and Brazilian
subsidiaries. They are subsidiaries engaged in similar functions selling similar products. Yet dissimilar economic conditions, such as different rates of
inflation and industry structures, would render
their manner of conducting business drastically
different. In Brazil where inflation is rampant, as
it is in most South American countries, there will
be a tendency for management to extend accounts
payable, to mortgage fixed assets, to implement
periodic price increases, and to minimize inventories. This difference in modes of operation will result in different rates of profitability because of
substantial costs which might be incurred through
hedging operations. Yet, these courses of events
are largely beyond the control of the Brazilian
manager. The fact that most multinationals uniformly impose a set of predetermined performance criteria on all subsidiaries is therefore misleading as well as unfair.
Another fundamental problem, which complicates performance evaluation in multinationals,
lies in the very nature of multinationals themselves. In a globally or regionally integrated and
coordinated multinational, there is no clear -cut
demarcation between different subsidiaries. The
very fact that a multinational draws its power and
efficiency from the synergistic effect of combining
different subsidiaries makes a comparison between
subsidiaries unrealistic. A multinational business
enterprise network generates numerous transnational and trans- subsidiary products, technology,
and resources transfers within the system itself.
Massey- Ferguson combines a French -made
transmission, an axle from its Mexico -based subsidiary, and an engine made by its British subsidiary—all within the same company —to be gathered and assembled into a tractor in its United
States plant for sale in world markets. IBM world
trade research center in Nice supplies technological developments to the company's manufacturing
subsidiaries all over Europe. All of these subsidiaries are essentially sub -parts of an integrated
business system, each fulfilling an assigned funcMANAGEMENT ACCOUNTING /JUNE 1979

tion vital to the operations of the entire chain. The
spill -over costs and benefits from one subsidiary to
another make it inappropriate to separate, compare and rank them in terms of reported performance.
Global Financial Planning
Another related but no less significant issue is
that of centralized financial planning by regional
or global headquarters. How does one, for example, address the problem of transfer pricing within
an integrated system? The overall objective is, of
course, to maximize benefits for the system as a
whole. Its effect on respective profit centers is,
however, tremendously complex. Tax and customs authorities require the use of the so- called
"arm's length" transfer - pricing method. For internal management purposes, a greater degree of
flexibility exists. One popular method is, of
course, "cost- plus." Yet again, there is a lack of
agreement as to what cost -plus encompasses.
Does one allocate administrative overhead to
cost? Is there selling expense between sister companies? Should cost of research and development
of products be included in the transfer cost formula? What gave rise to this complex situation is the
fact that all the subsidiaries involved are interrelated and fully integrated into a network of closely- linked entities. Yet studies have shown that
multinationals are still intent on enforcing upon
their subsidiaries the same ROI percentage as a
performance measure.
The same holds true for other mechanisms, basically devised for tax - evasion purposes, but which
will in essence alter the timing of intersubsidiary
cash flow and the recognition of profits. These devices include leads and lags in intracorporate payments and inter - subsidiary loans. Theoretically,
the effect of these transactions can and should be
neutralized by automatic elimination of all inter subsidiary transfers or by adjustments to reflect
conditions as they would exist if the subsidiary
were dealing with any ordinary customer. It is not
at all certain as to whether multinationals are
making such adjustments, and if they are, what
the basis is upon which these adjustments are
made.
A very important problem stems from the need
to consolidate accounts of subsidiaries at the end
of an accounting period. For reporting purposes,
it is required that operating and financial results
in different currencies have to be translated into
the reporting currency of the parent, in the case of
United States- domiciled multinationals, the U.S.
dollar. Movements of currencies, however, are at
best unpredictable and not within the control of
individual subsidiary managers. The Robbins -Stobaugh study indicates that about 44% of the
multinational corporations queried judge their
subsidiaries in terms of U.S. dollars, and the same
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conducted today, do not really meet the objectives
of an adequate system. Most of them are unidimensional, ignoring the presence of multiple objectives, and most ignore circumstantial factors,
resulting in a system that focuses on incorrect variables. The upshot is the system leads to misleading results more often than not.
Toward an Adequate Evaluation System
What is an adequate performance evaluation
system for an integrated multinational business
network? Such a system should: recognize the existence of a multiple objective system and the necessary trade -offs between various objectives; include multiple performance criteria, permitting
both quantitative and qualitative variables to be
considered, each to be assigned appropriate
weights in different circumstances; and evaluate
subsidiaries only to the extent of variables within
their control.
Multiple Objectives. With regard to multiple
objectives, the previous discussion suggests that
multinationals often invest abroad for reasons beyond short -run profit motives. Thus, a single measurement criterion, be it profits or costs, is too
limiting to capture the dynamic interaction of objectives, constraints, and activities in a multinational corporate entity. The complexity of the
international environment gives rise to different
alternatives and necessitates trade -offs between
different objectives. Other objectives equally pertinent to a multinational company are: quality of
relationships with the host country, contribution
of benefits to the overall system, market penetration, productivity, and the extent offorward
ning.
Local subsidiaries or multinationals operate in
host countries as guests. Host countries, especially
those of developing nations, gain significantly
from the presence and activities of multinational
corporations, but there is continuing disagreement
as to how the "economic pie" should be divided.
A good relationship with host governments will
increase both the short and long -run viability of
the local subsidiary. Subsidiaries, therefore, also
should be reviewed in terms of their ability to
identify with host country interests and goals and
to improve relationships with local business leaders and the community at large. The key point in
this relationship centers around the concept of
"legitimacy," which is fast gaining acceptability in
international business circles. The concept of legitimacy implies that multinational corporations
not only have to justify their viability in a financial sense, but also have to justify their social and
economic legitimacy to the host government.
A multinational business system operates best
when it can take advantage of the close relationships between different subsidiaries. The value of
the corporation is not just the sum of the values of
plan-
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number judge their subsidiaries in terms of local
currencies. Only about 12% of them use both
standards for evaluations.'
The key question is to what extent are subsidiaries to be held responsible for the effect of currency movements on their profits. Those surveyed
who evaluate subsidiaries in terms of U.S. dollars
believe that since the multinational system has to
express the collective results of operations in dollars, subsidiaries also should be judged on that
basis. This thinking and treatment violates the
principle that a unit should not be held accountable for what it cannot control. The direction and
magnitude of currency movements are not within
the control of subsidiary managers, although it
can be argued that rather expensive and elaborate
efforts can be undertaken to mitigate its repercussions. The economic repercussions from currency
fluctuations can have significant impact on subsidiary earnings. If one subscribes to the school of
thought that subsidiaries should be judged on the
basis of U.S. dollars, one should recognize that
currency and translation problems severely distort
the actual performance results of subsidiaries.
Even if one ignores the problems of currency
translation, there is another unique multinational
problem: the fact that prevailing raw materials
and product prices do not always reflect opportunity costs. This fact reduces the reliability of any
net income figure, particularly in third world developing countries which use tariff walls to protect
infant industries, or in countries where wage and
price controls are imposed. Protective tariffs, for
example, allow domestic manufacturers of the
protected industries to realize above average revenues. Under these circumstances can one rely totally on the bottom line in making comparisons
between different subsidiaries?
One significant feature of most corporate performance evaluation systems is its tie -in with the
corporate reward system. Managers are always
evaluated in terms of their ability to produce actual results as close to or better than expected results. Whether the manager will receive a bonus
or promotion depends on the outcome of this evaluation. To the extent that a multinational might
be imposing an evaluation system which does not
adequately and fairly evaluate performance, a certain degree of alienation on the part of managers
can be expected. Ifthe situation is not corrected,
subordinate managers will react by either ignoring
the system altogether, which will result in a total
breakdown of the planning and control cycle, or
engage in managerial decisions which may bring
about good evaluation results but lead to suboptimization. Suboptimization is more than likely to
occur if the evaluation system focuses on the
wrong variables in an environment.
Moreover, it can be seen that most multinational performance evaluation systems, as they are
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all its subsidiaries, but also includes the value of
the synergism attained through cooperative efforts. Thus the point at which a subsidiary maximizes its own value may not necessarily coincide
with maximization of the value of the enterprise
as a whole. The growing sophistication of capital
markets implies that a corporation with a greater
degree of synergism will realize more of its potential value and, therefore, receive a high market
value in the capital markets.
It has been pointed out that most multinational
corporations venture out of the country to gain a
foothold in foreign markets in order to maintain
its long -term viability. This is particularly true of
a subsidiary's formative years. Variables which
should be considered include sales level increases,
market share, competitive position, product viability, level and cost of marketing efforts, and generic demand for the company's products. Some
multinational corporations already are realizing
the need to evaluate marketing performance of
subsidiaries within the context of their environment. Raytheon, a Massachusetts -based corporation, for example, compares its subsidiaries not
only with respect to their targeted budgets, but
also to companies external to the company. In this
manner, performance in terms of internally -set
objectives, as well as competition, is evaluated.
The difference between productivity standards
in the United States and other countries must be
recognized. Not only are productivity standards
based on educational, training, and skill levels of
workers, they are also a function of the process
itself. Again, instead of making comparisons between subsidiaries, it is more appropriate to evaluate against preset standards as determined by local conditions.
An organization needs environmental information as well as knowledge of its resources in order
to determine its ability to be successful in the environment. An investigation into the environment
might result in acquisition or a realignment of resources deemed most appropriate for success. This
process requires continuous communication between the parent and overseas subsidiary resulting
in profit plans, budgets, and control mechanisms.
Evaluative procedures are basically similar for all
subsidiaries but are different in terms of what variables should be highlighted and what size of variances should be tolerated.
Multiple Performance Criteria. Some of these
variables, such as market share and productivity
ratios, are directly quantifiable. Others are less
amenable to measurement. The use of a set of
multiple performance criteria permits managers to
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consider both quantitative and qualitative variables simultaneously. On the other hand, the use of
multiple performance criteria imposes the difficult
task of determining the relative importance of
each. While one can derive a single measure from
multiple measurements through sophisticated
techniques, it requires very precise specifications
of trade -off preferences. It should be noted, however, that optimal trade -off and balance between
different objectives differ in dissimilar environments, i.e., different subsidiaries. A rigid, uniformly imposed set of trade -offs defeats the
purpose of a dynamic evaluation system. As an
example, a 5% decline in one period's prices
might be deemed acceptable in return for an 8%
increase in market share in one operating environment. This policy, however, can prove to be disastrous for another subsidiary which might be experiencing cash flow difficulties. Relative weights
must be determined on a case -by -case basis.
Controllable Performance Variables. Equally
important is the idea that a subsidiary should be
evaluated only to the extent of its controllable variables. This suggestion implies not only that the
effect of transfer pricing be automatically removed
from all profit centers, but also that currency
translation be ignored in the evaluative process. In
the latter regard, however, it does not negate the
use of hedging operations by subsidiaries in order
to preserve the economic value of earnings and
assets.
There are limitations in the use of unidimensional performance criteria and, in particular, the
very popular ROI ratio in evaluating results of
overseas subsidiaries. Uniformly applied measurement criteria suppress the qualitative differences
and operating characteristics between subsidiaries
and treat them as equal in every respect. What is
required is a system of evaluation criteria based on
multiple variables. This concept is particularly
pertinent in a multinational corporate context because these entities encompass multiple objectives
and constraints. Of particular significance is the
realization that situational differences between
subsidiaries necessitate the use of dissimilar performance yardsticks. It also should be pointed out
that subsidiaries should only be evaluated in terms
of variables over which they have a reasonable
amount of control.
❑
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' See Reece and Cool. "Measuring Investment Center Performance." Harvard
Business Review, May -June 1978.
' Frederick D. S. Choi and Gerhard G. Mueller, An Introduction to Multinarional Accounting: Prentice -Hall, Englewood Cliffs, N.J., 1978.
' See Robbins & Stobaugh. "The Bent Measuring Stick for Foreign Subsidiaries,"
Harvard Business Review, Sept. -Oct. 1973.
[bid.
' Emergency Committee for American Trade, "The Role of Multinational Cor.
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How the Strong Yen Influenced
Financial Reporting in Japan
The dramatic appreciation of the yen has caused tremendous
headaches for Japanese and U.S. multinationals based in Japan.
From recession to profit losses to suicides —many Japanese think
the strong yen is the culprit.

By Thomas T. Yamakawa
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with the daily quotation. One - dollar coffee may be
outrageous elsewhere but is cheap in Japan.

From 1949 to 1971, the exchange rate of the yen
Impact on Business and Financial Statements
to the dollar remained essentially at a fixed rate of
For individual Japanese businesses or for multiY360. The narrow band in which fluctuations
were allowed ranged from 0.5% in 1959 to 0.75% national companies operating in Japan, the impact
in 1963. This tranquillity was broken in August of the strong yen varies depending on the nature
1971 when the United States suspended the dol- of the company's business.
The impact of exchange fluctuations is only
lar's convertibility into gold and the yen began to
float. Since then, with the exception of a tempo- partially visible in conventional financial staterary reversal following the oil crisis of late 1973, ments. Recorded exchange gains or losses are either (1) the difference between the amount at
the yen has appreciated sharply.
An average Japanese citizen sees the impact of which a transaction was initially recorded and the
the strong yen through what is happening to him amount at which the transaction was settled or
and to those around him as consumers, business- restated to the rate in effect at the balance sheet
date, or (2) gains or losses arising in the process of
men and employees.
Corporate annual reports blame the strong yen translating foreign operations expressed in anothand the domestic recession for the loss of sales and er currency into local currency.
When the rate ofexchange fluctuation is signifithe decrease in profits. A popular belief is that the
strong yen reduces exports and in turn causes do- cant, the traditional financial statements need to
mestic recession. The strong yen often is further be supplemented with more information. At presblamed for aggravating the problems of excess ca- ent, the financial statements do not show such impacity and labor affecting some industries and, di- pact. This situation has been clearly demonstrated
rectly or indirectly, blamed for some of the bank- by Japanese businesses whose exports or imports
ruptcies and even for suicides committed by busi- occupy a significant part of their business.
Suppose a Japanese company had actual dollar
nessmen.
Enterprising coffee shop owners are advertising sales (exports) go up 20% from $1 million last
"one- dollar coffee" —with the yen price floating year to $1.2 million this year, while the average
MANAGEMENT ACCOUNTING /JUNE 1979

Last
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%
change

Y228

Y270

#15%

That the company's sales in dollars were 120%
of last year's sales but that 30% of this year's sales
dissipated in exchange fluctuation is not at all evident. A theoretical example of what could be
shown appears in Table 1. Management can demonstrate through a presentation such as this that
the company's U.S. sales increased by 20% but
that the 30% decline in the dollar resulted in a
15% decrease in sales in yen terms compared to
the previous year.
If the forward contracting of dollars was actively followed during this year and if showing the
effect of such efforts is desirable, it might be
shown, for example, as in Table 2 (assuming that
the forward contracting resulted in an average
contract rate of 220). This demonstrates that (1)
sales in dollars increased by 20 % —S.2 million,
and that (2) the value of the dollar declined by
30% from Y270 to Y 190 (resulting in a decrease
of x€96 million or 35% in yen revenue compared
to last year), but that (3) hedging through forward
dollar contracting reduced the negative impact by
Y36 million or 13% and that (4) the net result
was a decrease of sales of only Y6 million or 2%
compared to last year. In this example, the company treasurer's efforts in reducing the impact of
the fluctuation would be recognized.
Similar analyses are applicable to the impact on
costs. In conventional accounting and reporting,
such an impact is not segregated from the cost
itself or from the changes in costs that are due to
price change rather than exchange fluctuations. In
public discussions in Japan over how much "exchange gain" accrued to oil companies, steel companies, and others from lower yen cost of crude
oil, iron ore and coal imported in dollars, estimates are made based on the volume of actual
imports rather than the analysis of published financial statements. In the Japanese experience in
the 1977 -78 rising yen, clearly the most significant
impact of the strong yen fell on the sales or cost of -sales line directly for companies whose exports
or imports account for 40% to 80% (e.g. shipbuilding) of their business. The exchange gains or
losses in the traditional financial statement terminology were there but were not as significant as
the direct impact on export/import. As more Japanese companies manufacture and sell abroad
rather than export, this probably will change.
With conventional statements, exchange gains
or losses arise when receivables or payables are
settled at an amount different from that originally
recorded (realized gain or loss) or when receivMANAGEMENT ACCOUNTING /JUNE 1979

Table 1
IMPACT OF DOLLAR DECLINE —NO HEDGE
(In millions of yen or dollars)

Sales ($}
Exchange rate (S)
Sales ($) expressed in yen
at last year's exchange rate
Impact of declined dollar value
Sales ($) expressed in yen
at this year's rate

Change

This
year

Last
year

Amt.

$1.2
@Y190

S1.0
@"P270

$.2
@Y80

+20%
—30%

Y324
96

V270

Y54
96

+2 0 %
—35

—142

—15%

--

Y228

Y270

%

Sales (millions)

2 _81

,

This

ables or payables are restated at the rate in effect
at the balance sheet date. These changes would
arise in connection with direct export /import and
financing transactions in foreign currencies. One
of the key elements affecting the magnitude of the
gain or loss in the case of export sales or import
purchases is the time span between the initial recording of a transaction and the settlement or the
balance sheet date restatement. If the time span is
short, most of the impact of the exchange fluctuation would affect sales or cost of sales (or inventories) directly and would not appear as "exchange
gain or loss." On financing and hedging activities,
the impact is relatively simple to measure as long
as interest factors are identifiable. The method or
rate applied in recording and restating transactions also affects the impact.
Another source of exchange gain or loss is the
result of the translation of foreign operations
through branches, subsidiaries and affiliates from
local currency to home country currency for inclusion in the consolidated financial statements.
The key determinant in the direction (plus or
minus) and the magnitude of gains or losses is the
net position of the overseas operations in terms of
the exposed currency. Again, the method of translation and rate applied affect the impact to a large
degree.
The Japanese experience in the recent yen appreciation demonstrated the complexities of measuring and reporting the impact of exchange fluctuations through conventional accounting and
reporting practices. For management purposes,
pro -forma analysis are essential to determining
both the impact of the past fluctuations and the

—

yen -to- dollar rate during the years fell from 270 to
190. The conventional statements would show, in
yen, the following:

sensitivity of revenue and net income to future
fluctuations.
For shareholders and public reporting purposes, the following additional information appears
to be appropriate:
1. Changes in exchange rates (beginning, ending
and average).
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2. Significant transactions in foreign currencies
exports, import and overseas operations.
3. A general statement regarding the direct impact of exchange fluctuations on the financial
statements presented ( "direct" meaning the impact based on the exchange rate change only
and not "economic" changes such as general
increase or decrease in price /costs as a result of
exchange fluctuation): impact on revenue, impact on costs, methods used in translation, unrealized gains or losses, and translation gains or
losses on foreign operations.
The American multinationals operating in Japan, whether wholly owned or jointly owned with
Japanese shareholders, must look at the Japan operations in historical dollar cost terms. Management of net exposed (yen) asset or liability position is complicated by (1) generally significant
financing, in Japan, of inventories (translated at
historical cost) by local borrowings and payables
(translated at current rate), and (2) in the case of a
joint venture, the consideration for the Japanese
shareholder who is primarily concerned with yen
earnings.
Corporate Treasurers and Exposure Management
The traditional role of a treasurer in Japanese
companies from the end of World War II to the
early 1970's typically was one - sided. His job was
to borrow money and keep the credit line open
while intricately balancing the liquidity position
to meet promissory notes failing due. Beginning
with the pre -oil crisis accumulation of foreign ex-

Table 2
IMPACT OF DOLLAR DECLINE — HEDGED
(In m/ll/ons of yen or dollars)

%

Amt.

+2 0%
–3 0%

Y54
96

+2 0%
–35

+

$.2
@* 8 0

36

+13

–

+

36

Change

–

Y270
–

Y324
96
–

Sales ($) expressed in yen
at last year's exchange rate
Impact of declined dollar value
Impact of hedging with forward
contract on dollar averaging
@Y220: $1.2 x ( @Y220- @Y190)

Last
year
$1.0
@'t270

+

Sales ($)
Exchange rate ($)

This
year
$1.2
@Y190

Y264

Y270

–Y 6

2%
–

Sales ($) as recorded

change reserves and excess liquidity in the early
1970s, the treasurer's role took on an additional
responsibility —that of excess cash management.
Alternative investments, however, were and are
still limited. Since the departure of the fixed yen dollar rate of Y360 to $1, a new responsibility —
exchange risk management —has been added.
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Banks and trading companies employ a considerable number of people with international finance
experience, including exchange risk management,
and many manufacturing companies look to such
experts.
Japanese corporate philosophy toward exchange risks generally is conservative with more
emphasis on minimizing risk than maximizing
profits —which is in harmony with the general
business philosophy in Japan. The Japanese corporate treasurer's role in identifying exchange
risks and taking necessary action will increase, as
will the need for appropriate hardware and software in supporting the effective discharge of such
responsibilities.
How did exporting companies and Japanese
multinationals minimize or try to minimize the
risk in dollars sales contracts? Because of exchange controls which (as explained later) are still
applicable, Japanese residents generally may not
buy and sell foreign currencies not related to actual transactions. Consequently, resident corporations are somewhat restricted in their ability to
hedge against exchange risks; with the gradual
easing of exchange controls, however, measures
taken include the following:
1. Contract forward dollar: Most exporters contract forward dollars to cover the risk. Where
imports or foreign currency obligations partially offset the exposure on export receivables,
such a cover may be taken only to the extent of
the net exposure to reduce hedging costs. Some
companies cover only their export sales with
forward contracts and leave their payables in
dollars open when dollars are expected to continue to decline.
2. Borrow in dollars: For several years, with
banks and underwriters actively participating,
part of the short -term and long -term financing
needs of Japanese business was met by dollar
loans and dollar debt issues placed privately or
issued publicly outside Japan. The issuance of
debt and equity securities abroad is subject to
government approval, which affects the timing
rather significantly. Nevertheless, such international financing activities have become an important part of Japanese corporate finance and
exchange risk management. Dollar borrowings
are popular in hedging long -term sales contracts in dollars.
3. Raise the price.Many companies with highly
competitive products were able to raise their
dollar selling prices or resist pressures to lower
yen quoted prices.
4. Shift to yen contracts: Wherever possible, a
shift to the yen basis of sales terms was attempted. Such a shift may increase in the future.
5. Reduce the yen cost: Where price increases
MANAGEMENT ACCOUNTING /JUNE 1979

were not possible, adjustments — downward in
the yen costs —were extracted from the multiple layers of domestic subcontractors and manufacturing affiliates in developing countries.
6. "Sourcing mix" as to labor, materials and related finance: For manufacturing and other operations abroad —such as plant exports and
construction projects —an ingenious mix of
sourcing of labor, materials and finance is
worked out. Wherever possible, local needs are
financed locally to minimize the exchange risk.
7. "Leads and lags ".- To the extent possible under
the exchange controls, some companies accelerated or delayed collections or payment for
product, services, capital investments, dividends, and the like particularly in transactions
with affiliated companies.
8. Invest abroad: The competitiveness of some
Japanese products in the world market is being
eroded with the increasing competition from
developing countries. Strategic actions contemplated by Japanese businesses, therefore, include overseas investments in which products
can be manufactured more competitively. The
stronger yen no doubt will accelerate overseas
investments so long as the "bargain" situation
continues.
9. Integrated worldwide financing /hedging operations: For some of the Japanese multinationals, including trading companies, the corporate
treasury function is becoming extremely important in today's world of floating currencies.
These companies, however, have broad financing bases and opportunities both at home and
abroad, often through controlled overseas subsidiaries. Consequently, some form of international financing or hedging transactions involving themselves or their overseas affiliates often
seems possible.
10. Use of data transmission and computer system in position and exposure management:
Timely gathering of information is critical in
determining overall exposure through day -today contractual commitments in various foreign currencies. Mechanization also is helpful
in analyzing the impact of and sensitivity to
exchange fluctuations. Although standard software probably is limited to banks' foreign exchange transactions, many trading and multinational companies probably are using data
processing systems in connection with exchange risk management.

ment of domestic industries by preventing foreign
domination and to enable Japan to maintain a
healthy buildup of foreign exchange reserves, enabling it to meet external obligations arising from
import ofnecessary food, energy and raw materials. These laws embodied a so- called "negative
principle;" that is, transactions were either prohibited or subject to specific permission as "exceptions."
A series of liberalizations from the late 1960s
through 1975 changed this negative principle applicable to foreign capital investments to a socalled "positive" one under which, with certain
exceptions, foreign investments are "automatically" approved with some formalities only. Portfolio -type investments, as defined, can be made with
minimum formality. In terrps of exchange risk
management today, however, the "formalities"
and other practical considerations prevent timely
actions toward exchange risk management in direct investments. To prepare an application for
such investments usually takes one to several
months with one month for approval. Once granted, the approval expires in three months unless
utilized. Additional capital input requires less
time but still involves application and approval.
The basic principle applicable to exchange controls is still the negative one —that is, except as
otherwise provided, transactions between residents and nonresidents are subject to license or
approval. In many cases, the license /approval
procedure has been simplified to a verification of
the existence ofa transaction and delegated to authorized foreign exchange banks. Still, there are
several prohibited items. Intercompany accounts
between residents and nonresidents generally cannot be offset. Each side of the transactions, which
should be properly licensed or otherwise allowed,
must be settled separately. Branch earnings can be
remitted to the head office only after the fiscal year closing, and the permanent or working capital element of head office equity in the Japan
branch can be remitted only when the branch
closes (with one or two rare exceptions). Residents' foreign exchange transactions, including
forward contracting, must be related to actual
transactions or needs allowable under the exchange controls. Borrowing from nonresidents
generally requires a license. The so- called "standard terms of settlement" on import and export
and the general requirement for letters of credit
on exports, to certain areas or of certain goods,
require adherence to rigid patterns of transaction
Exchange Controls Change — Slowly
and flow of funds. Transactions outside the estabAlthough government exchange controls have lished patterns require special licenses although in
been liberalized in recent years, they are still very the invisible trade areas more freedom is allowed
much alive. The foreign investment law, the basic within certain limits.
exchange control, and trade - related legislation
were passed in the late 1940s and early 1950s. The Accounting Practices Reflect Exceptions
basic aims of these laws were to foster developAs mentioned earlier, where trading was a sig-
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principle of
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negative—
transactions are
subject to
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One- dollar
coffee may be
outrageous
elsewhere but is
cheap in Japan.
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nificant factor, the most pronounced impact of the
strong yen was a reduction in sales or costs of
sales expressed in yen. Other types of impact are
reflected in financial statements in different
ways — namely as gains and losses between the initial recording and subsequent settlement of transactions and as gains and losses resulting from
translations of foreign operations.
At this time, there is no comprehensive FAS 8
type pronouncement in Japan. Between 1967 and
1973, the Accounting Principle Council issued
five (the latest one No. 6; No. 2 was unrelated to
translation) individual opinions on foreign exchange translation, primarily to cope with each
emerging situation. These opinions, issued prior to
the official adoption of consolidated statements in
1977, cover only the translation of foreign currency receivables and payables on the books of a Japanese company and translation of the accounts of
any branches outside Japan expressed in foreign
currency. A more comprehensive pronouncement
is being drafted, but it may be postponed until the
Financial Accounting Standards Board has reviewed FAS 8 and the International Accounting
Standards Committee has completed its exposure
draft on the subject.
Basically, current items of foreign currency receivables and payables are to be translated into
yen at the current rate, with certain exceptions
allowed from the viewpoint of conservatism and
materiality. Noncurrent items are to be translated
at historical rates, again with exceptions being
provided if there are major currency adjustments
or fluctuations. The fluctuations in 1977 and 1978
were both considered "major" for the application
of this exception.
In the existing Japanese pronouncements, the
translation of foreign currency receivables and
payables and related matters are emphasized: references to foreign operations are brief. In FAS 8,
the reverse is true since the use of the current rate
for exposed items (such as receivables and payables) is a foregone conclusion.
The present practice of "exceptions" provides
considerable leeway. Japan's accounting principles- setting body always has included businessmen as well as academicians and professionals.
Also, the carryover effects of a series of changing
rules are inevitable. For example, opinions were
issued following major events affecting currency
fluctuations such as the sterling pound devaluation of 1967, the yen revaluation and other adjustments in 1971 and the floating of yen in 1973.
With respect to foreign operations, except for
the translation of branch accounts, no firm rules
have been established regarding the translation of
foreign currency financial statements, either in the
latest opinion on translation or in the new consolidation standards. The current rate method, the
current /noncurrent method, the monetary/non-

monetary method and the temporal method all
are acceptable.
In consolidated statements as of March 31,
1978, prepared under Japanese accounting principles, there were footnote references to just about
all available alternatives in the translation of receivables and payables and in foreign operations.
Sixteen companies that filed their consolidated
statements prepared under U.S. accounting principles as allowed by the Ministry of Finance followed FAS 8. Quite a few companies using Japanese accounting principles also indicated the use
of the temporal method.
Foreign exchange gains or losses often represented a significant part of or more than pre -tax
income. Whether recognizable in the financial
statements or not, the impact of the strong yen
was significant in the financial statements of many
Japanese companies.
Tax Rules Are Flexible
Until 1975, piecemeal tax rules were issued following each of the five Accounting Principles
Council opinions mentioned earlier. In 1975, the
corporation tax ordinance was revised to include
tax rules applicable to translation of foreign currency (monetary) receivables and payables. Marketable securities held, advances received or paid
as a part of sales, and purchase transactions, are
not monetary receivables and payables for such
purposes.
Under Article 139 of the ordinance, the taxpayer has a choice of the current rate or historical
rate for short -term receivables and payables. He
needs only to report his choice to the taxation
office. If he does not submit a report the office
applies the current rate. The selection of current
or historical rates may be made separately for
each currency, and changes require prior approval.
Basically, for long -term receivables and payables, historical rates are applicable. Exceptions
are allowed if the chief of the taxation bureau approves or when major currency adjustments take
place such as changes from a fixed rate to "float"
or changes in the government- decreed central
rate, and similar situations.
For income and expense items, the historical
rate principle including an appropriate average
rate such as previous month -end rate, monthly average rate, and such, applies. Internal rates not
based on the actual rate are not allowed. Exchange differences as to inventory costs recorded
at an internal rate are treated like cost variances.
Offsetting gains against the cost of assets acquired
is not allowed.
As to foreign branches, the basic principle is to
apply the same method generally adopted by the
head office (i.e., generally monetary and nonmonetary), but it also is permissable to use the closMANAGEMENT ACCOUNTING /JUNE 1979

ing rate for all items of the branch's accounts. In
addition there are specific provisions or clarifications as to certain items such as contract rate, installment sales, and convertible bonds issued.
One can see that the tax rules relating to the
translation procedures in Japan leave room for
flexibility and differ from the accounting practices
set by the latest opinion. In general, there is significant interplay between financial reporting and tax
requirements in Japan.
Japan Needs to Revamp Accounting Principles
The impact ofthe strong yen or the fluctuations
which will continue as long as the floating system
prevails for major currencies is by no means negligible. Where international trading is a major factor, pro -forma analysis would have to accompany
the traditional income statements to show what
happened to the revenue line or the cost -of -revenue line. For most Japanese companies with international business activities, this is the area most
affected by the stonger yen or the weaker dollar.
Conventional financial statements, however, do
not show such impact.
Because of the availability of exceptions and alternatives in the method oftranslation as to unsettled foreign currency transactions (receivables and
payables) and foreign operations, the impact of
the strong yen on the financial statements prepared under Japanese accounting principles is
difficult to compare uniformly. Circumstances underlying the net amount of exchange gains or losses shown in income statements or footnotes are
not covered in the traditional financial statements
whether they are under Japanese or U.S. account-
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ing principles. A considerable in -depth review or
knowledge is necessary to understand how the net
gain or loss has arisen.
For Japanese multinationals and U.S. multinationals in Japan, FAS 8 presented problems when
applied because translated statements and the effect of the translation were difficult to relate to
reality. The Japanese accounting standards - setting
process probably is more attuned to the voice of
the business community, so a more definitive pronouncement on translation may take considerable
time to develop. It may not happen until practical
solutions have been worked out in the U.S.
Exchange controls today affect Japanese corporations' ability to manage foreign exchange risks.
Further relaxation or basic changes in the philosophy ofthe exchange control statutes and administration may come, however. Consequently, companies hope more can be done in the future in
managing exchange risks. On the other hand, controls could be reinstituted if there are excess or
adverse developments.
Partially because of exchange controls, hedging
opportunities are limited and simply structured.
These and other factors, such as some flexibility
allowed in the tax rules, make the Japanese tax
aspects of foreign exchange transactions generally
less onerous than those in the United States, but
as in the case of accounting rules, Japan needs to
establish clearer principles and methods— particularly when gradual easing of exchange controls
might bring about increases in the volume and
complexity of foreign exchange transactions. Japan's accounting principles- setting body is working on this project.

Japanese
treasurers
gained a new
role — excess
cash
management.
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Foreign Acquisition Analysis:
A Suggested Approach
No one ever said it was easy —au contraire, the analysis of a foreign
acquisition presents an extremely challenging and complex decision
process to the management of a multinational corporation.

By Alan R. Malkoff
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Effective analysis and evaluation of potential foreign acquisitions are among the most difficult
tasks facing financial management today. While
analysis of a domestic acquisition candidate is difficult enough, the foreign purchase introduces a
much greater variety of complex factors which
must be considered in effectively screening various
prospects.
Some of the financial and business issues that
must be evaluated in the screening process include: political stability in the local country, labor
supply and cost, channels of distribution, major
customers, key competitors, market share, age
and efficiency of fixed assets, general economic
conditions in the short and long term, historical
and projected rates of inflation and exchange
rates, local accounting and tax regulations, cash
flow implications, impact on projected U.S. financial statements from application of FAS 8, and
comparable borrowing rates in the -U.S.,the local
country and other relevant sources such as the
Eurodollar market.
Following is a suggested approach for reviewing and analyzing foreign acquisition candidates
and currency exposure in a systematic manner.
The overall decision process has been separated
into the investment decision, financing decision,
and evaluation of FAS 8 implications on financial

reporting in U.S. dollars. Only after a candidate
has met acceptable investment criteria are the financing decision and FAS 8 impact considered.
This overall procedure is illustrated in Figure 1.
Investment Decision
The initial step in the investment decision process is the projection of the candidate's income
statement and funds flow statement in uninflated
constant local currency (LC) units, according to
U.S. generally accepted accounting principles as
shown in the example of XYZ Company in Table
1. This approach provides the means to isolate
certain trends in the business of the acquisition
candidate that might be distorted by inflation,
such as declining unit sales or increases in marketing activities in real terms. The higher the local
inflation rate the more important this step is in
highlighting real versus inflationary influences on
the income statement and funds flow statement.
The next step in the investment analysis provides for inflating the various components of the
income statement and funds flow statement at
projected rates of inflation. This step is quite complex because it considers inflationary impact on
many different types of costs and expenses as well
as pricing policy. Obviously, if the candidate cannot raise selling prices at a rate at least equal to
the overall inflationary rate for costs and expenses, profit margins will deteriorate. Price control
MANAGEMENT ACCOUNTING /JUNE 1979

1. All depreciation is included in a single category on the income statement.
2. Existing debt balances and interest expense
are detailed as follows:
Year
Principal

Beginning
Payments
Ending

1

2

25
5
LC20

20
5
LC 15

3.8

3.0

3

4

5

15
10 5
5
5 5
LC 10 LC 5 —

Figure 1

FOREIGN ACQUISITION ANALYSIS PROCEDURE
Start

External

Projection of
inflated financial
statements in local
currency

2.3

Internal

Currency?

Local

Other

U.S.

Translation of
inflated local
currency funds
available to U.S.
dollar basis
FAS 8
implications
Calculated net
present value
in U.S. dollars

Consider
further?
Does
candidate
meet investment
criteria?

No
No

Yes

Stop
Yes

Stop
Continue

Interest

(15%)

Financing
(debt)equity)

Projection of
uninflated financial
statements in local
currency

s

policy from the local government and pricing policies ofmajor competitors, as well as consumer resistance to future price increases, are important
factors that should be evaluated.
The process of inflating the income statement
and funds statement from the initial uninflated
statements usually begins with a review of the
candidate's historical financial statements. Changes in selling prices, with corresponding impact on
unit sales, and major expense categories as a percent of net sales reviewed over a reasonable time
period aid in analyzing how various income statement components have been influenced by inflation. Table 2 shows the inflated income statement
projected from the uninflated income statement in
Table 1, with annual percentage changes in revenues and expenses divided between real and inflationary increases.
Table 3 shows the final steps in the investment
decision process. The funds statement, on an inflated basis, provides the level of net funds available for dividends and reinvestment in local currency. Each of these annual net funds flow is then
converted to a U.S. dollar amount based on forecasted exchange rates. These U.S. dollar amounts
are then discounted to the present time through
the net present value method. This procedure provides the maximum amount that could be paid for
the candidate and generate a return on investment
equal to the discount rate selected.
Specific assumptions for the example of XYZ
Company presented in Tables 1, 2, and 3 are:

1.5 .8

—

—

—

3. Tax rate in the local country is 30% of taxU.S. dollar have historically reflected differable income which in this example is equal to
ences between inflation rates in the two counpretax accounting income.
tries and are expected to continue this pattern
4. Residual value is equal to five times Year 5
in the future. Year 1 is the base year. Detailed
net income.
assumptions for the example are as follows:
5. Annual working capital changes at the rate of
sales increase for both the uninflated and in- Forecasted
Year
flated funds statements.
Inflation
1
2
3
4
5
6. XYZ Company has the ability to raise selling rate
20% 15% 15% 15%
prices to exactly offset the impact ofinflation Local Country
United States
7
7
7
7
expenses.
Difference
13%
8%
8%
8%
7. Real increases in costs and expenses represent
Year -end
additional activity and new employees.
exchange
8. Exchange rate changes between LC and the rate ($U.S.: LC) $.500 $.435 $.400 $368 $339
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Table 1
FINANCIAL PROJECTIONS UNINFLATED BASIS (Millions of year 1 local currency)
Year
1

Year
2

Year
3

Year
4

Year
5

LC500.0
300.0

LC525.0
315.0

LC551.3
330.8

LC578.9
347.3

LC607.8
364.7

200.0

210.0

220.5

231.6

243.1

25.0
60.0
50.0
20.0
3.8
5.5

26.3
63.0
52.5
21.0
3.0
6.7

27.6
66.2
55.1
22.1
2.3
7.8

29.0
69.5
57.9
23.2
1.5
9.2

30.4
73.0
60.7
24.4
.8
10.4

Total expenses

164,3

172.5

181.1

190.3

199.7

Pretax income
Income tax expense

35.7
10.7

37.5
11.2

39.4
11.8

41.3
12.4

43.4
13.0

LC 25.0
5.0%

LC 26.3
5.0%

LC 27.6
5.0%

LC 28.9
5.0%

LC 30.4
5.0%

25.0
20.0

26.5
21.0

27.6
22.1

28.9
23.2

30.4
24.4
152.0

45.0

47.5

49.7

52.1

206.8

20.0
10.0
5.0

20.0
10.5
5.0

20.0
11.0
5.0

20.0
11.6
5.0

20.0
12.2
5.0

35.0

35.5

36.0

36.6

37.2

LC 10.0

LC 12.0

LC 13.7

LC 15.5

LC 169.6

Income Statement
Sales
Cost of sales
Gross profit

&

&

Distribution
Marketing sales
General administrative
Depreciation
Interest (existing debt)
Other

Net income
Return on sales
Funds statement
Net income
Depreciation
Residual value (5 x earnings)
Total sources
Capital expenditures
Change in working capital
Debt payments (existing debt)

&

Total uses
Net funds available for dividends
vestment

rein-

Table 2
FINANCIAL PROJECTIONS INFLATED BASIS (Millions of local currency)
Income statement

Year
1

Year
2

Year
3

Year
4

Year
5

LC500.0
300.0

LC625.0
375.0

LC750.0
450.0

LC900.0
540.0

LC1080.0
648.0

200.0

250.0

300.0

360.0

432.0

25.0
60.0
50.0
20.0
3.8
5.5

31.3
75.0
62.5
25.0
3.0
8.0

37.5
90.0
75.0
30.0
2.3
10.6

45.0
108.0
90.0
36.0
1.5
14.3

54.0
129.6
108.0
43.2
.8
18.5

Total expenses

164.3

204.8

245.4

294.8

354.1

Pretax income
Income tax expense

353
10.7

45.2
13.6

54.6
16.4

65.2
19.6

77.9
23.4

LC 25.0

LC 31.6

LC 38.2

LC 45.6

5.0%

5.1%

5.1%

5.1%

5.1%

5%
20

5%
15

5%
15

5%
15

25%

20%

20%

20%

5%
20

5%
15

5%
15

5%
15

25%

20%

20%

20%

Sales
Cost of sales
Gross profit

&

&

Distribution
Marketing sales
General administrative
Depreciation
Interest
Other

Net income
Return on sales

LC

54.5

Sales growth
Unit increase
Price increase
Total

Real (activity
Inflation
Total

34

&

Expense growth
employees)
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9. Year -end rates are used instead of average
rates because it is assumed that potential dividends and any other cash transfers would occur at the end of the year.
10. U.S. taxes on potential dividends and local
withholding taxes are ignored because it is assumed that credits available on U.S. returns
from local country income taxes and dividend
withholding taxes offset the U.S. tax due.
11. The discount rate of 25% is assumed to compensate the parent company for the risk associated with investing in the local country; this
rate is somewhat higher than the rate required
for a domestic project.
Financing Decision
If the foreign acquisition candidate meets acceptable investment criteria, the analysis proceeds
to the financing decision. This step in the overall
analysis is normally complex because a variety of
alternatives are usually available which must be
evaluated in terms of many different factors.
In this section both foreign and domestic
sources of funds are evaluated in terms of: real
cost (borrowing rate less projected long -term inflation rate); terms of payment; local country and
U.S. government regulations including tax laws,
currency restrictions, capital structure requirements, and the like; availability on a timely basis;
ability of the acquisition candidate to support interest and principal payments; FAS 8 implications; and projected exchange rates, interest rates,
and inflation rates in the U.S. and local country.

Because so many factors must be considered in
evaluating each financing alternative, a summary
table has been designed to show in abbreviated
form how the alternatives compare. Table 4 illustrates the format used with hypothetical data
pertaining to the XYZ Company acquisition candidate. It is important to note that FAS 8 implications are taken into consideration in this summary, which complicates the financing decision.
Each multinational corporation dealing with
the international financing decision has to incorporate the rules of FAS 8 into its overall decision making process. Although the financing decision
is usually based on economic considerations, the
potential foreign exchange gains and losses expected from a given alternative must be considered. Since long -term debt must be translated with
current exchange rates at each balance sheet date,
exchange gains and losses may be significant if exchange rates are expected to vary widely.
This impact is highlighted in Table 5 which
shows how local currency (LC) borrowing for the
XYZ Company acquisition would result in foreign
exchange gains. Changes in the exchange rate are
derived from year -end rates in Table 3 with a
S.60:LC rate assumed for the beginning of Year 1.
Because XYZ is in a net exposed asset position
before incremental financing is considered and the
exchange rate between the U.S. dollar and the LC
is expected to decline in future years, an exchange
loss would be generated, if no action were taken to
reduce or eliminate the net exposed asset position.
In the example shown in Table 5, the decision
to borrow locally in LC would probably be the

Multinational
corporations
must
incorporate FAS
8 into their
decision
making.

Table 3
FINANCIAL PROJECTIONS INFLATED BASIS (Millions)
Year
1

Funds statement
Net income
Depreciation
Residual value (5 x: earnings)

Year
2

Year
3

Year
4

Year
5

25.0
20.0

31.6
25.0

38.2
30.0

45.6
36.0

54.5
43.2
272.5

45.0

56.6

68.2

81.6

370.2

20.0
10.0
5.0

24.0
12.5
5.0

27.6
14.4
5.0

31.7
16.5
5.0

36.5
19.8
5.0

35.0

41.5

47.0

53.2

61.3

LC10.0

LC15.1

LC21.2

LC28.4

LC308.0

$.500:LC

$.435:LC

$.400:LC

$.368:LC

$.339:LC

$5.0

$6.6

$8.5

$10.5

$104.7

Present value factor (15 %)

.8000

.6400

.5120

.4096

.3276

Present value of cash flow

$4.0

$4.2

$4.4

$4.3

$34.3

Total sources
Capital expenditures
Change in working capital
Debt payments (existing debt)

Net funds available for dividends
vestment

&

Total uses
rein-

Net funds available for dividends
vestment in U.S. dollars

&

Exchange rate ($US.-ILC)
rein-

Net present value
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$51.2

35

better of the two alternatives although this decision would depend on the financial objectives of
parent company. The advantage of reporting substantial exchange gains in the consolidated income
statement apparently exceeds the disadvantage of
paying a slightly higher real interest rate when
compared to the U.S. dollar alternative. This example shows how difficult the financing decision
can be, expecially when economic or cash flow
considerations conflict with financial reporting
regulations.
FAS 8 Implications
Although management of many multinational
corporations evaluate foreign subsidiaries on the

basis of locally reported results, the exchange
gains and losses generated by applying FAS 8 to
translation of foreign financial statements should
be carefully analyzed. Potential foreign acquisitions which meet investment criteria on a discounted cash flow basis may not necessarily provide incremental net income to the U.S. parent's
consolidated net income statement.
Basically, potential exchange gains and losses
are divided into balance sheet and income statement categories. Balance sheet gains and losses
result primarily from changes in exposed assets,
liabilities and exchange rates from one balance
sheet to the next. Income statement gains and
Continued on page 41

Table 4
FINANCING SUMMARY (Millions)

country

Borrowing
rates

Projected
longterm
inflation

United
States

(A)
9.5%

(B)
6.0%

Amount
&

Source

Currency

$

$51.2
U.S.

Real
borrowing
rate

FAS 8 Implications
if currency
AppreDepreciates
ciates

( A ) - ( B ) Foreign
3.5%
exchange
gain

Princlpal
payments

Restrictions

Foreign
exchange
loss

Local
government
decides
how much
foreign
currency
allowed

LC 102.4
Local
currency

Local
country

20.0%

15.0%

5.0%

Foreign
exchange
loss

Foreign
exchange
gain

Borrowing:
registered
with local
government
Currency:
used
locally

10 -year
term loan
with equal
payments in
years 6 to
10.

10 -year
term loan
with equal
payments in
years 6 to
10.

Table 5
FOREIGN EXCHANGE EXPOSURE (Millions)
With U.S. dollar financing
Combined parent -XYZ net exposed asset position in LC
before incremental financing
Decrease in exchange rate ($U.S.:LC)
Expected loss on translation

Year
1

Year
2

Year
3

Year
4

Year
5

LC30

LC35

LC40

LC45

LC50

$(.100 )

$(.065 )

$(.035 )

$(.032 )

$(.029 )

$(3.0)

$(2.3)

$(1.4)

$(1.4)

$(1.5)

LC30

LC35

LC40

LC45

LC50

LC102

LC102

LC102

LC102

LC102

With LC financing
Combined parent -XYZ net exposed asset position in LC
before incremental financing
Incremental Financing in LC
Combined parent -XYZ net exposed liability position in
LC after incremental LC financing
Decrease in exchange rate ($U.S.: LC)
Expected gain on translation

LC72

LC67

LC62

LC57

LC52

$(.100 )

$(.065 )

$(.035 )

$(.032 )

$(.029 )

$7.2

$4.4

$2.2

$1.8

$1.5

$10.2

$6.7

$3.6

$3.2

$3.0

LC financing advantage
Net impact of incremental LC financing on translation
gains (Posses)
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Tax Planning Tools for the
Multinational Corporation
In order to stay in operation, overseas businesses must find a way
to avoid double taxation, minimize withholding taxes and avoid
losing credits.

By J. Timothy Sale and Karen B. Carroll
The United States' tax law is the most complicated tax law of all time because it covers an infinity
of categories and subcategories of rules and regulations which are constantly changing in favor of
given interest groups and economic objectives.
This fact of life is especially pertinent to multinational corporations (MNCs). As soon as a business decides to go overseas, its tax problems increase. It must deal not only with foreign tax laws
but also with special U.S. source rules governing
the taxation of foreign corporations and profits
earned abroad. Hence, tax planning can be a good
internal discipline for companies that are rapidly
expanding overseas.
Furthermore, top executives must lead campaigns to improve and streamline tax laws and to
reduce double taxation and uncertainty in the international tax area. They cannot let the government become the sole initiator of change—executives have to adopt a unified approach to tax
reform.
The multinational corporation's tax problems
are concerned with income tax, particularly corporate income tax. The corporate income tax is
more widely used than any other major tax except
customs duties.
Unfortunately, business taxation varies from
one country to another. Not only are tax rates
different, but entire corporate tax systems vary
MANAGEMENT ACCOUNTING /JUNE 1979

from country to country. Definitions of taxable
profits, deductible expenses and creditable items
are never the same.
Thus, the multinational corporation faces a distressingly large number of possible problems
which must be examined thoroughly. Tax planning now becomes an important business planning
tool to help the MNC avoid double taxation,
avoid loss of credits, and draft agreements to minimize withholding taxes.
The MNC can minimize its tax liability by using major tax planning tools such as tax treaties,
tax havens and incentives, consignment sales, foreign tax credit and exempt income, and tax benefits from foreign subsidiary losses.

�t
J. Timothy Sale is an
associate professor of
accounting at the
University of Cincinnati.
A CPA, he holds a
Ph. D. degree from the
University of Cincinnati
and is a member of the
Cincinnati Chapter,
through which this
article was submitted.

How the MNC Is Taxed
There are three main systems by which the
MNC and its shareholders are taxed: the classical,
the two -rate, and the imputation.
Under the classical system (Separate Corporate
Tax Systems), MNCs are taxed at the same rate
on their profits, whether distributed or not, and
shareholders suffer a further level of tax on any
profits distributed (dividends). This system, the
U.S. system, is sometimes referred to as "economic double taxation."
The two -rate or split -rate system "levies taxes
at two different rates depending on whether profits are distributed or returned." ' The United
Kingdom uses this system.
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The imputation system, used primarily in
France, "uses a tax levied on corporate income at
a given rate; however, part of the tax paid can be
treated as a credit against the personal income
tax" 2 of the shareholders' dividends.
In principle, international double taxation is
avoided by credit or exemption. Under the credit
system as used in the United Kingdom, the gross
amount of overseas income is brought into account for tax purposes, but a credit is given for
any foreign tax paid on that income.
The Netherlands and France basically use the
exemption method. When a Dutch or French
company receives income from foreign sources,
the income is exempted from tax on the basis that
it already has been taxed in the country of origin.
Full relief from double taxation, however, often
is denied because of the different systems of taxing
companies and their shareholders. For example,
an "over- spill" problem imposes a penalty on domestic shareholders who derive a large share of
their income from highly taxed foreign sources.
Another problem arises when dividends are paid
out of profits which have not been taxed. This
prevents the U.K. Revenue Authority from granting credit.
The latest Canadian Tax Act adopted the imputation system, and recently this country moved to
the credit method. Thus Canada continues to be a
good place for MNCs provided they have predominantly Canadian shareholders.
Tax Treaties Are Beneficial
"Tax treaties are certainly one ofthe more conspicuous tax tools used by countries to eliminate
or minimize double taxation problems.... "' The
tax treaty is a contract between two or more countries that seeks to set certain guidelines in the taxation area to minimize the extent to which double
taxation will hinder free trade.
How does a tax treaty solve the problem? For
example, the United States will seek a tax treaty
with France stating that an American company is
not considered to be doing business in France if it
does not have a "sufficient presence there to constitute what is called a permanent establishment. "' There also is a reciprocal provision exempting French companies from U.S. taxation.
Another example of a tax treaty giving relief
from double taxation involves personnel movement. A standard provision in tax treaties permits
a Japanese businessman working for his company
in Japan to come to the United States for approximately half of a taxable year without having to
pay U.S. income tax. Again, a reciprocal provision
would apply to U.S. businessmen going to Japan.
Still another kind of tax treaty provision deals
with the problem of determining price standards
for goods. These treaties establish the standards
under which a U.S. company selling to a subsidi-
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ary in Canada or a Canadian company selling to a
subsidiary in the United States will be able to
price the goods that are being sold. There are no
inflexible rules as to what prices should be set for
the sale of U.S. products to Canada or vice versa.
A "competent authority," has been created to
settle any international tax disputes arising from
tax treaties between the United States and other
nations. The U.S. competent authority is comprised oftwo assistant commissioners of the Internal Revenue Service whose purpose is to resolve
any conflicts as to how treaty provisions apply in
specific cases.
Under each treaty, the U.S. competent authority and the competent authority of the other country are empowered to negotiate agreements to provide relief to taxpayers in cases of double taxation
and taxation contrary to the rules of the treaty.
Generally this negotiation network is set into motion by a taxpayer's request for assistance.
The following steps should be taken by the taxpayer to aid the competent authority process cases. In requesting assistance, provide the competent authority complete and detailed information,
covering all relevant facts of the case. Respond as
soon as possible to any further requests for information. File protective claims for refund, and otherwise safeguard avenues of appeal or other procedural rights in the foreign country and in the
United States.
With respect to the role and objectives of the
competent authority, there are three basic points:
1. The competent authority's desire and readiness
to help taxpayers;
2. The overall success of competent authority
procedures in resolving international tax problems; and
3. Our hope that through increased use by taxpayers, the competent authority machinery will
play an even more significant role in the
future.'
Tax Havens and Incentives
Offer Some Protection
Tax havens usually are tiny countries that have
no income tax or that impose no tax on foreign
source incomes. In practice, however, there are
few opportunities for companies to exploit tax havens with a view of saving taxes, except for banking and shipping companies. Thus the use of a tax
haven generally is confined to its acting as a pocket for receiving foreign incomes. Tax havens usually do not have double tax agreements with other
countries, so the full rate of withholding taxes
would be payable.
The United Kingdom found that the use ofpatent holding companies is one of the few instances
in which it is possible to exploit tax haven countries by channeling through income from a counMANAGEMENT ACCOUNTING/JUNE 1979
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(WHTC). DISC is an important stimulus for U.S.
exports, but its benefits have been curtailed, particularly for businesses not rapidly expanding
their exports.6 DISC income generally is divided
into two categories— base -period income and incremental income. The base -period income (67 %)
along with half of the incremental income is taxed
to the DISC's owners. The remainder of the incremental income remains in the DISC, free of current U.S. tax.
Many exporters operate in Latin America
through a WHTC. "That entity used to receive a
special deduction which reduced its U.S. tax rate
to 34 %. This deduction is being phased out over
four years. (It began in 1976.) The change will
make the full 48% U.S. tax rate apply to everyone
using a WHTC. The end result will be to eliminate WHTCs.

As soon as a
business goes
overseas, its tax
problems
increase.

"'

try paying high taxes. A company then would be
formed in a tax haven country for the sole purpose
of owning and exploiting patent rights.
A management service company situated in a
tax haven country also is a possibility, but this
advantage is limited because management charges
would have to be reasonable and be chargeable on
an arm's- length basis or else the charge could be
disallowed the paying company.
Tax haven countries also often are vulnerable to
political and currency instability, so there is a further danger ofa change in the law of the taxpaying countries which might nullify the benefits of
the tax havens.
The more usual method of a company's achieving a tax savings when it expands overseas is by
arranging the international group structure in
such a way that the tax liabilities are reduced.
Further, ifa separate overseas company is used,
an overseas subholding company would be a more
advantageous medium of trading than a branch of
the parent company would be.
The major disadvantage of an overseas subholding company is an increase in the overall rate of
overseas tax because ofthe additional withholding
tax payable. The advantages are distinct however.
The first is an exemption or reduction of capital
gains should the MNC wish to liquidate its overseas subsidiary. Second, the subholding company
could look at Switzerland and The Netherlands as
possible sites for its operations because the Swiss
franc and Dutch guilder are hard currencies and
are likely to appreciate in value. Plus, both countries enjoy political stability.
Another advantage is that the overseas company could be used as a vehicle for accumulating
funds free from exchange control. Also, the sub holding company often is used as a means for
merging dividends received from a high- tax -rate
country with dividends received from a low -taxrate country. The purpose of this is to receive
maximum double tax relief.
Tax havens still are only one form of tax incentive which governments use to attract foreign capital. The United Kingdom's immediate write -off
for machinery and equipment is another kind of
incentive. Canada recently imposed a 5% investment tax credit, and developing countries often
offer tax holidays of five to ten years for new investments.
Governments of home countries, however, often view these incentives as threats to their own
job markets, capital structure and balance of payments. In retaliation they may initiate income tax
subsidies for their own domestic corporations in
order to get them to manufacture at home and
export rather than manufacture abroad.
Two other export incentives are the Domestic
International Sales Corporation (DISC) and the
Western
Hemisphere
Trade
Corporation

Consignment Sales Help Both Sides
Rev. Rul. 76 -322 held that an Australian company which shipped goods on a consignment basis
to its U.S. subsidiary did not have a permanent
establishment in the United States under the U.S. Australian income tax treaty. The Australian
company, therefore, was not subject to U.S. income tax. The Australian company retained title
to and ownership of the shipped goods until they
were purchased by the subsidiary at arm's- length
prices.
This ruling should also apply in the opposite
situation. Most U.S. tax treaties contain similar
"permanent establishment" provisions, thus under similar conditions, no permanent establishment should be created through consignment sales
to foreign affiliates in other tax treaty countries.
The U.S. company should not be subject to tax in
those countries.
The tax benefit of using the consignment sales
technique on shipments to foreign affiliates is:
P. Corp. files a consolidated return with its
affiliated domestic subsidiaries. P sells inventory that costs $400,000 to S, a 100% owned
foreign subsidiary, for $500,000. S typically
remits to P after the goods are sold. At the
end of the taxable year of the parent, S has a
substantial inventory. For U.S. income tax
purposes, the gain on the sale of goods to S
is included in the taxable income of P in the
year of sale by S since S is not includable in
the consolidated return. Use of consignment
sales in this situation would defer recognition of the gain for U.S. income tax purposes
until goods are sold by S. Tax deferral
would continue indefinitely to the extent
that the purchases from P are unsold at
year-end.'
The use of this consignment sales technique
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also should increase foreign- source income for
purposes of using foreign tax credits because title
to goods passes in the foreign country. It may be
appropriate to seek a ruling in the foreign country
to be assured that the U.S. company would not be
subject to taxation in that country.
The Foreign Tax Credit and
Exempt Income Are Viable

An operating
loss is bad; not
being able to
obtain any tax
benefits from
the loss is
worse.

There are still two other viable methods to minimize double taxation: (a) the countries allow
MNCs to exempt income received from foreign
sources from taxation, or (b) the country includes
such items in taxable income but grants the
MNCs an offset against their domestic taxes for
foreign taxes incurred (foreign tax credit). This is
the United States' way of promoting world trade
via the internal elimination of double taxation.
The foreign tax credit is needed because U.S.
companies have ventured into many foreign countries in a way which does not permit the foreign
tax treaties to completely answer the problems of
double taxation. This foreign credit is the most
generous found throughout the world.
The problem with this credit method is that,
unless reasonably controlled, it could result in foreign governments imposing extremely high taxes
on the foreign income of U.S. taxpayers at the
expense of the U.S. Treasury. "Congress's defense
mechanism is a maximum limitation .. . wh ich
may be described as denying a credit for foreign
income tax on foreign source income to the extent
that the `effective' foreign rate exceeds the U.S.
rate." 9
The Tax Reform Act of 1976 restricted many
benefits of the foreign tax credit but increased others. Foreign tax credits cannot exceed the portion
of a corporation's U.S. tax bill that is attributable
to foreign source income. The foreign tax credit
limitation must be computed on an overall basis
by including all foreign operations together. Under prior law, this limitation could be computed
separately for each country.
When a corporation's direct foreign operations
yield a net loss, this loss is deductible from U.S.
income just as if the loss were incurred in the
United States. As a result, foreign losses reduce
the foreign tax credit allowable. Prior law did not
provide for a recapture of these foreign losses.
Capital gains formerly created distortions in the
foreign tax credit computation because they are
taxed at lower rates than ordinary income. The
Tax Reform Act of 1976 adjusted both foreign
and domestic capital gains for this tax rate differental.
How to Benefit From Foreign Subsidiary Losses
Incurring an operating loss is bad, but being
unable to obtain any tax benefit from the loss is
worse. This situation, unique to international op-
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erations, presents a real danger in the international tax area.
While a domestic corporation is subject to U.S.
tax on its worldwide income, a foreign corporation is taxable in the United States only on certain
U.S.- source incomes" or income which is connected with the conduct of a trade or business in the
United States."
Otherwise, U.S. taxation of the domestic parent
on the earnings of the foreign subsidiary is deferred until those earnings are received by the parent and actually become part of the parent's
worldwide income when the parent receives the
earnings in the form of dividends or upon disposition of its investment in the foreign subsidiary.
Where a foreign subsidiary incurs operating
losses, treatment is consistent in that the domestic
parent is not able to claim a deduction for the
subsidiary's losses, just as it isn't subject to a current tax on the profits. The domestic parent, however, may be able to obtain a U.S. tax deduction
for its foreign subsidiary's losses if it can establish
a bad debt deduction for loans to the company or
a worthless stock deduction for the foreign subsidiary's stock.
In other words, the loss on the sale of the foreign subsidiary's stock (capital loss), the bad debt
deduction, or the worthlessness of stock (both are
ordinary losses) generally offer the only potential
for U.S. tax benefit from an unsuccessful foreign
subsidiary. A tax deduction is granted on stock
only if it becomes worthless."
Worthlessness of a wholly owned subsidiary is
difficult to establish or at best has numerous dangers. Only when there is absolutely nothing flowing to the parent, directly or indirectly, is there a
reasonable chance of success. Success frequently
requires special tax planning upon the initial formation and capitalization of the subsidiary.
The domestic parent would be in a more favorable position if it had had the foresight to partially
capitalize its foreign companies with debt. In this
situation, the subsidiary's residual assets would be
used toward paying the loans made by the domestic parent. Then the domestic parent, as creditor,
would be entitled to payment before the domestic
parent as shareholder. Assuming the amount of
debt exceeds the residual assets, there would be a
bad -debt loss.
The debt must be bona fide, however, "arising
from a debtor - creditor relationship based on a valid and enforceable obligation to pay a fixed sum of
money, or else it will be treated as equity. Then
the domestic parent would be receiving the residual assets because of its stock interest, its status as
creditor having been deemed nonexistent." "
Then normal worthlessness rules (capital loss
rules) would apply rather than ordinary loss rules.
If future operating losses are anticipated because of business reasons or a change in local conMANAGEMENT ACCOUNTING /JUNE 1979

Laws Still Aren't Resolved
Lack of uniformity in tax systems and rates,
variations in definitions of "taxable profits" and
the proliferation of special incentives and relief
provisions suggest that the "harmonization" of income tax laws is far in the future.
Three circumstances blocking harmonization

are the "imputation tax" system among European
countries and Canada, as opposed to the "separate
corporate tax" system used in the U.S.; the increased use offiscal incentives to favor depressed
industries; and the growing divergence between
statutory rates of taxation and "effective" or "economic" rates.
❑
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Harmonization
of income tax
laws is far in the
future.

or

ditions, but termination of the foreign subsidiary
is not desired, it may be possible to plan so as to
obtain future potential benefit from the expected
losses. This might be done by having the foreign
subsidiary make an investment in U.S. property"
or, its tax equivalent, having the foreign subsidiary pay the domestic parent a dividend which is
then reinvested in the subsidiary.
Thus, a company must undertake careful and
expert planning before it plunges ahead to form a
foreign subsidiary as the procedure is "fraught"
with danger.

FOREIGN ACQUISITION ANALYSIS: A SUGGESTED APPROACH
Continued from page 36
losses are related to the FAS 8 requirement that
certain expense items, such as cost of sales and
depreciation, be translated at historical rates while
other elements of the income statement are translated at average rates.
Usually the FAS review is concentrated on the
balance sheet because more flexibility is available
to change balance sheet exposure than for the income statement accounts. The previous section
showed how the financing decision was influenced
by expected exchange gains and losses. If the local
currency loan was rejected in the financing deci-

sion, some other action would have been required
to reduce Parent XYZ's combined LC net exposed asset position because the LC was expected
to depreciate against the U.S. dollar and an exchange loss would have resulted.
I have described a suggested procedure for analyzing potential foreign acquisitions. A simple
example was used to illustrate the difficulties involved in considering the investment decision, financing decision, and projected impact on consolidated financial statements. The most important
conclusion to be drawn is that the foreign acquisition analysis presents an extremely challenging
and complex decision process.
❑

Research Committee Seeks Proposals on Approved Topics

The NAA Research Committee currently is soliciting proposals on the following topics:
(1) Management Accountant Profile;
(2) The Acquisition Decision;
Outlines or prospectuses for each of the four
topics above are available. Each prospectus deals
with what the Commiuee would expect to be covered in funded research on a particular topic and
will serve as a guide to researchers in developing
proposals.
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The research should indicate the scope and
methodology of the research study, objectives and
organization of the research work. Each project
should be organized into several clearly defined
phases with interim progress reports. Researchers'
fees are paid as phases are completed. Expenses
are reimbursed as reported.
For further information, contact Stephen
Landekich, Research Director of NAA (212) 7549762. Proposals should be submitted by August
15, 1979.
❑
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How Corporate Controllers
View the Foreign Corrupt
Practices Act
Does the enactment of the Foreign Corrupt Practices Act mean the
loss of millions of dollars by American multinationals?

By James J . Benjamin, Paul E. Dascher and
Robert G. Morgan
During the past few years the American public
has been outraged by corrupt practices in government. This concern has spilled into the area of
questionable payments made by a surprisingly
large number ofdomestic corporations to foreign
agents, governments, officials and political parties.
Although the nature, circumstances, and amounts
of these payments have been diverse, the admission of involvement by U.S. corporations has reduced their perceived integrity during a period of
already waning public confidence in business.
Because of negative publicity and public outcries concerning these payments, the Foreign Corrupt Practices Act was passed in 1977. This law,
which became effective December 19, 1977, prohibits U.S. corporations from bribing foreign government officials and political parties. In related
actions, the Securities & Exchange Commission
recently adopted a truth -in- accounting requirement which prohibits corporate bribery, falsification ofaccounting records, and making materially
false statements to external corporate auditors.
The SEC previously had developed procedures for
voluntary corporate disclosure of questionable or
MANAGEMENT ACCOUNTING /JUNE 1979

illegal payments. More than 300 companies have
complied so far. In addition, the American Institute of CPAs issued two audit standards dealing
with corporate irregularities and illegal acts.
Since enough time has elapsed for corporate executives to familiarize themselves with the Act,
we surveyed corporate controllers to get their attitudes about the impact ofthe Act and other legislation on their companies. Controllers were ideal
candidates because of their financial roles in the
corporation. We sent a mail questionnaire to a
sample of 200 controllers randomly selected from
Fortune 500 companies engaged in multinational
operations. The sample was of sufficient size to
ensure a meaningful response base.
The overall response rate suggests considerable
controller interest. We received usable responses
from 69 controllers for a response rate of 35 %.
Before moving to the survey results, however, let's
review some of the provisions of the Act to see the
line between controllers' responses and the ramifications and requirements of the legislation.

James J. Benjamin is
professor of accounting
at Texas ABM
University. He holds
MBA and DBA degrees
from Indiana University.

Foreign Corrupt Practices Act
The Foreign Corrupt Practices Act of 1977 covers two areas: foreign bribery and accounting
standards. The foreign bribery section identifies
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and defines illegal activities and provides criminal
penalties for those who fail to comply. The accounting standards section applies to domestic
publicly -held companies operating as either nationals or multinationals and is intended to
strengthen the anti - bribery provisions of the law.
Foreign bribery is defined as an offer of payment or a payment made directly by or on behalf
of a U.S. company for the purpose of aiding the
company in obtaining or retaining business. Any
offer or payment intended to influence an act or
decision by a foreign government, politician or political party relating to obtaining, retaining or directing business to any person or company is
prohibited. Such offers or payments are illegal regardless of who suggested the payment, whether
or not the act was completed and whether or not
the desired result was obtained.
The law, however, does not prohibit payments
to low -level government clerical employees. These
payments, such as payments to secure permits and
licenses or to expedite shipments through customs, are allowed to maintain a continuity of operation in countries where such payments are routine. This exclusion does not apply to payments
made to influence discretionary actions.
Penalties Are Severe
The foreign corrupt practices section applies to
all U.S. companies and their officers, directors,
employees, agents and stockholders. A company
convicted of violating the law may be fined up to
$1 million. Any director, officer or stockholder
who "willfully" violates the law on behalf of the
company may be fined up to $10,000 and /or be
imprisoned for not more than five years. Any employee or agent of a company who violates the law
and is subject to U.S. jurisdiction may receive a
fine of not more than $10,000 and /or be imprisoned for up to five years. Companies are not allowed to pay fines for individuals.

Although it relates to specific foreign corrupt
practices, the law does not change the disclosure
requirements, called for by SEC rules, for material
information to prevent other information from being misleading.
Internal Controls Can Prevent Coverup
The Act also amends the Securities and Exchange Act of 1934 by imposing recordkeeping
and internal control standards designed to prevent
U.S. companies from concealing foreign payments. The standards have been extended to include actions by any publicly -held U.S. company
operating domestically or internationally. This
part of the law requires companies to:
1. Keep and maintain accurate books and records
which, in reasonable detail, accurately and fairly reflect the transactions and dispositions of
assets; and
2. Devise and maintain a system of internal accounting controls to provide reasonable assurance that: transactions follow management authorizations, transactions are recorded so that
financial statements are prepared in conformity
with generally accepted accounting principles,
access to assets is controlled by management
authorization, and differences between actual
and recorded assets are isolated and reconciled
periodically.
The Controllers React
We asked controllers to agree or disagree with a
series of statements reflecting their attitudes, observations and opinions about the Foreign
Corrupt Practices Act. Their responses were measured on a five -point scale. To provide all participants with a common frame of reference, we enclosed a transmittal letter which introduced the
general topic area and touched on the importance
of the Act, We collected and summarized respons-

Table 1
IMPACT OF THE FOREIGN CORRUPT PRACTICES ACT
Average

12%

2.812%

Agree

12%

33%

15%

28%

9

50

16

25

0

2.507

18

52

17

10

3

2.168

3

50

29

17

1

2.652

Undecided Disagree

will

will

will

or

Prohibiting questionable illegal foreign
enhance the image of
payments
American businesses to foreigners.
Prohibiting questionable or illegal foreign
enhance the image of
payments
American businesses to Americans.
Prohibiting questionable or illegal foreign
payments cause American businesses to lose foreign contracts.
Most Americans agree with the intent
and provisions of the Foreign Corrupt
Practices Act of 1977.

Strongly
disagree

Strongly
agree
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es according to the following scale:
Strongly
Agree
1

Agree

Undetided

Disagree

Strongly
Disagree

2

3

4

5

We used the summary data to compute a simple
weighted average of the individual scores. Thus,
an average less than three suggests general agreement with a question while an average score greater than three indicates general disagreement.
The financial press has speculated that the Foreign Corrupt Practices Act will affect both the
conduct and image of American business. To assess controllers' reactions to these predictions, we
asked them to evaluate a series of related statements. The results are summarized in Table 1.
A majority of the respondents believed that the
public agrees with the intent of the Act and that
passage of the law will enhance business ' image in
the United States.
There also has been much discussion concerning the Act's impact on foreign business. Some
companies have suggested that payments are essential to doing business in certain countries,
while others disagreed. For example, Barry Rich-

man, a University of California business management professor who surveyed 40 corporations that
made questionable payments, found that only six
of the companies lost more than 0.5% of total
sales after stopping certain payments. In no case
did the loss exceed a few percentage points. Yet,
70% of the controllers responding to our survey
felt that prohibiting such payments would cause
U.S. business to lose foreign contracts. Because of
the increasing volume of public discussion and
comment concerning interpretative problems, we
must also consider compliance with the provisions
of the Foreign Corrupt Practices Act. To investigate the controllers' perceptions in this area, we
presented a series of statements reflecting differing
views on compliance. The results are summarized
in Table 2.
Many skeptics have said it is naive to assume
that payments can be eliminated. One basis for
this argument is that such practices are a direct
result of the low pay of the civil servants in many
foreign countries. Almost three - fourths of the respondents believed, however, that management
should be able to enforce the provisions of the Act
adequately. Even though they believe manage Continued on page 49

Controllers:
Before

establishing
internal
controls,
evaluate costs
vs. benefits.

Table 2
COMPLIANCE WITH THE FOREIGN CORRUPT PRACTICES ACT
Stro ngly
agree
In passing the Foreign Corrupt Practices
Act of 1977, Congress never intended
that it would be enforced.

1°.%

Agree

3%

Strongly
disagree

Average

53%

34� p

4.030%

Undecided Disagree

9%

Management should be able to adequately enforce the provisions of the
Foreign Corrupt Practices Act of 1977
within their company.

13

61

17

6

3

2.261

No matte r who in a c ompa ny makes a n
illegal payment, the officers (President
and Board of Directors) should be held
legally liable.

1

7

7

40

45

4.174

Table 3
PROVISIONS OF THE FOREIGN CORRUPT PRACTICES ACT
Strongly
agree

Agree

Good internal control is important to detect questionable or illegal activities.

55%

40%

0%

Internal controls should be implemented
regardless of their cost /benefit considerations.

4

19

4

34

39

3.841

Criminal penalties are an important inducement to insure good internal controls.

1

32

15

35

17

3.347

The SEC program of voluntary disclosure of questionable payments should
be made mandatory.

3

21

18

46

12

3.337
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Undecided Disagree

3 °0

Strongly
disagree

Average

2%

1.507%
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Motivating Lower -Level
Management
of Mexican Affiliates
Top American managers in Mexican subsidiaries are less likely to
encourage lower -level management participation than are Mexicans
in the top management positions.

By John D. Whitt
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It is axiomatic that plans of top management may
not be carried out if there is a lack of cooperation
on the part of lower -level managers. Many firms
have found that one way to overcome the problem
may be to employ an interactive or participative
approach to financial planning and control.
One of the most effective means for generating
motivation is by allowing or requiring managers
to participate in the preparation and control of
their own plans. Although the formulation of
overall corporate objectives is the prerogative of
top management, lower -level managers can be
asked to assist, after they have been informed of
the broad parameters within which the firm must
operate. In most firms, lower -level managers can
be expected to prepare their own specific goals
and plans and even to carry out control measures
with the help of their supervisors, of course.
Weakness in a financial planning and control
system often is the result of management's inability to recognize the human relations problem inherent in this, as well as in other control functions. Budgets and plans mean different things to
different people. "Accountants view them [budgets] from the preparation aspect, managers from
the implementation aspect, and behavioral scientists from the human implication aspect. All of

these viewpoints must be melted together if budgets are to obtain the best functional results." '
Most individuals would be more receptive to
carrying out procedures if they have been involved in planning. The most effective way to ensure agreement between all levels of management
is by allowing all levels to contribute to the establishment of goals and objectives, to prepare jointly
the written plans or courses of action for operations and projects, and to participate in the control of performance.
Participation leads to a group decision and to
congruence of individual and company objectives.
Budget administrators and top management must
be careful not to try to force operating personnel
to respond to terms established by the former. Operating personnel should be dealt with on their
own terms.
Analyzing Mexican Operations
Preliminary studies made by this researcher, indicate that Mexican affiliates of United States
multinational firms do not allow, or require, participation of lower level management in financial
planning and control to the extent followed in the
United States affiliates. To test this hypothesis, I
made a comparative analysis of lower -level management participation in financial planning and
control systems in domestic and Mexican affiliates
MANAGEMENTACCOUNTING/JUNE
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of United States multinational firms. The term
lower -level management is used to refer to Mexican nationals who are first -line supervisors and
managers.
The research was carried out through a literature survey and through surveys ofa sampling of
domestic and Mexican affiliates of United States
multinational firms. There were four objectives:
1. To make a comparative analysis of the extent
of participation by lower -level management in
financial planning and control systems in Mexican and domestic affiliates of U.S. multinational firms.
2. To assess the effect of the degree of participation by lower -level management upon the motivation of personnel to execute the financial
plans of the firm as well as carry out their overall operational duties.
3. To determine reasons for limitation of full participation by lower -level management in financial planning and control in some firms.
4. To arrive at recommendations for improvements in financial planning and control systems
in Mexican affiliates and U.S. domestic firms.
The Survey Questions
The questions were asked in a mail survey, and
follow -up personal interviews conducted. The first
four questions refer to a comparison of Mexican
and United States practices. The last two questions were directed toward global operations.
Does the Mexican middle and lower management group turn over faster than the comparable U.S. domestic group?
The responses indicated that the turnover rate
is faster in United States domestic affiliates than in
Mexican affiliates. Bursk, Dearden, Hawkins, and
Longstreet found that the overseas middle management group turns over faster than in the comparable domestic group.' However, that survey
supposedly covered the world as a whole, and it
was conducted some seven years ago.
So, from this standpoint, the setting is favorable
for top management to place responsibility on
Mexican lower level managers, as well as for the
latter to seek responsibility.
2. Is centralization of authority in the top executive of an operating unit more pronounced in
Mexico than in the case of U.S. domestic divisions or subsidiaries? If the answer is Yes,
please comment on reasons for the difference.
The responses indicated such variation in degree of centralization within companies in each
country that it was hazardous to draw a conclusion of either "yes" or "no." Furthermore, many
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instances were noted where a company practiced a
high degree of overall centralization, yet decentralized the financial planning and control process. On the whole, it may be concluded from the
survey that the Mexican subsidiaries do centralize
decision - making processes to a greater extent than
do the U.S. counterparts; one reason for this is the
smaller size of the companies themselves.
3. Do overseas managers in Mexico regard formal
budgets, managerial control, and standards of
performance as less important to their task
than do U.S. domestic managers? If the answer
is Yes, please comment on reasons for the difference in attitude.
Generally, the Mexican managers do not regard
formal budgets, managerial controls, and standards of performance as important to their task as
do U.S. domestic managers. Actually many managers in U.S. companies have had more experience
and exposure with the sophisticated formal budgeting process.
There still exists in Mexico many owner -managers who obtained their positions through ownership rather than through training as professional
managers. These people may not understand the
importance of formal planning and control and
delegation of responsibility.
Now in those companies which do have academically trained managers, from top to bottom,
there exists an eagerness to adopt and implement
formal budgets and other sound management
practices. In these firms there seems to be a philosophy of"We're second best (in comparison to
other more industrialized countries), so we have
to try harder."

Lower -level
management
participation is
carried out
more
extensively in
American
operations.

4. Is lower -level management participation in the
planning and control process carried out to a
greater (or lesser) extent in Mexico than in the
U.S. domestic units? Could you give a reason
for your answer?
The answer to the basic question was that lower -level management participation is carried out
to a greater extent in the U.S. domestic units. The
reasons given are similar to those in the two previous questions.
Even in the publicly -held companies, including
affiliates of multinational firms — whether joint
ventures or not —there pervades in top management the traditional philosophy that the boss
should be "on top of it all." This does not mean
that the manager in Mexico works harder than
does a U.S. domestic manager. Rather, the Mexican manager may just not delegate responsibility.
As mentioned above, the manager may not have
received training in the merits ofdelegation ofresponsibility. One respondent to this survey aptly
47

Do American
managers
underrate the
competence of
Mexican
subordinates?

answered in Spanish that the problem lies in the
top manager's "love for himself."
Another problem lies in the fact that many lower -level managers have not received academic
training leading to a grasp of the techniques, and
the importance, of financial planning and control.
Some of the better trained young men usually are
from the affluent class and feel that their career
positions are assured even if they do not strive for
optimum efficiency in their jobs.
Actually the middle class and the professionals
are becoming more numerous, stronger, and vociferous. They are questioning the philosophies of
those in leadership, both in the government and in
business.
Let me hasten to add that this survey has covered industrial and commercial businesses only —
and not public accounting firms. However, there
is a sense of professionalism and a background of
training among personnel of those firms which
compares well with such qualities in public accounting firms in this part of the world.
It was found that top American managers in
Mexican subsidiaries are less likely to encourage
lower -level management participation than are
Mexicans in the top management positions. Interviews with a few Americans with lengthy business
experience in both Mexico and the U.S. indicate
that they believe that American managers newly
assigned to duties in Mexico usually underrate the
level of competence and training of their Mexican
subordinates.
In both Mexican and U.S. companies, it was
noted that where middle- and lower -level management seemed to lack competence, top management seemed less likely to delegate to the lower
levels a great degree of responsibility for participation in the financial planning and control process.
It was noted in the survey of businesses of both
countries that participation by lower -level management is likely to be more limited in the highly
technical industries. Furthermore, in the personal
interviews, some top executives held to philosophies with respect to participation markedly different from top executives of other companies in
the same industry and under other seemingly similar circumstances.
5. Do you believe that significant participation by
lower -level management in the financial planning and control process results in an important impetus to their motivation to accomplish
operational duties? Comments?
There was not a single response of "no" to this
question, but many reasons, or excuses were given
for refraining from allowing significant participation, including such reasons as (1) nature of the
product, (2) necessity to practice secrecy with respect to technical processes and company per-
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formance, (3) lack of budget education, (4) parent
company policies, and (5) turnover of personnel.
In the personal interviews in Mexico, all levels
of management were questioned, and all levels
were enthusiastic about the motivation which has
resulted from participation. Most of these firms
have been practicing modern types of financial
planning and control for only a few years, say, for
not over five years. The executives were quick to
point out specific improvements in operational activities which they attribute to motivation of lower -level managers. Many of them believe that lower -level manager morale has been improved and
turnover rate has decreased as a result of participation in the financial planning and control process.
It was found that the younger lower -level managers who have practiced participation enthusiastically are more likely to seek to broaden their
knowledge in their fields of endeavor by joining
company training programs, by attending university night classes, and by volunteering for foreign
duty in the United States or Europe.
Further investigation was sought into reasons
given for companies not allowing significant participation. I reached the opinion, yet unfounded,
that some ofthe real reasons might not have been
disclosed by the respondents. Perhaps some ofthe
reasons relate to the personal intuitions and traditional training of some of the top management
personnel.
6. Comment on drawbacks you see, if any, to a
significant lower -level management in the financial planning and control process.
Comments here were along the lines of the reasons given in Question 5, above, for restrained
participation. Furthermore, some respondents
pointed out drawbacks such as the cost of implementing a full participatory system (largely in
training), and the delay in obtaining corrective action after issuance of performance reports. Of
course, in most firms with an organization and
reporting system based upon well thought -out
lines of responsibility corrective action is likely to
take place more rapidly when a particular manager has been instrumental in formulation of his or
her plans and has been given clear -cut responsibility for these plans.
Comparing Mexican and American Managers
Obviously, top management cannot be expected
to place responsibility upon nonqualified subordinates. How does a Mexican compare with an
American, with respect to qualifications and motivation to carry out management functions? The
American receives a superior formal classroom
education, but not particularly superior for the
type and size of business firms that exists in MexiMANAGEMENT ACCOUNTING /JUNE 1979

co. The Mexican receives more practice mixed in
with his classroom instruction than does the
American. Out of necessity, the student works
part -time while studying. Typically, a student
works in an industry in which he or she will pursue a career. Consequently, a student will gain
some lasting impressions of applications of "theory to practice" which a nonworking student may
never gain.
Corporate Image and Social Responsibility
Regardless of what effect that lower -level management participation in the decision - making
process may have upon the individual performance of executives, there are other overriding factors that tend to encourage such participation.
A multinational corporation must convince the
host country that it is working to promote economic and social development in that country, as
well as development of managerial skills of the
local employees. It must put out even greater efforts in this respect than do the locally owned and
managed companies.
One of the better means of developing managerial skills and for promoting over -all favorable
employee- company relations is through lower -lev-

el management participation in the managerial
processes.
Motivation and Participation
There does not seem to be any doubt among the
respondents that motivation to perform efficiently
results from lower -level management participation in the financial planning and control process.
Those firms which do not encourage such participation might do well to review their policies.
An item not covered in this research project, is
the possible failure of top management to furnish
lower -level management sufficient information
about business and environmental conditions with
which each manager will likely be faced and with
assumptions concerning corporate objectives.
A majority of the respondents who have had
experience in both United States and Mexican financial planning and control are of the opinion
that lower -level management participation is carried out more extensively in American operations,
and that such participation results in motivation
to perform operational duties effectively.
❑
1 Bruce Irwin, "Budgeting: Functional Analysis and Behavioral Implications,"
Cost an' Managemenr, March -April, 1970.
2 Bursk, Bearden, Hawkins, and Longstreet, Financial Control aMultinational
Operations, Research Foundation of Financial Executives Institute, 1971.

CONTROLLERS VIEW THE FOREIGN CORRUPT PRACTICES ACT
Continued from page 45
ment should enforce the Act, it should not be held
liable for employees' illegal payments. A substantial majority of the responding controllers indicated that officers should be held legally liable only if
they are responsible for such payments. Eighty seven percent of the respondents believed Congress was serious about enforcing the Act.
Internal Controls Are Necessary
A major portion of the Foreign Corrupt Practices Act deals with the adequacy of the internal
control system. Given the importance of this area
and the imposed requirements, we asked the controllers to react to a series of statements concerning internal control. See Table 3.
Almost all respondents agreed that good internal control is important to the detection of questionable or illegal activities. A majority, however,
felt that such controls should be implemented
only if both the cost and benefits involved are con-
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sidered. Somewhat surprisingly, only a third of
the controllers felt that criminal penalties are an
important inducement to ensure good internal
control. Similarly, only about one - fourth of the
respondents believed that the SEC voluntary disclosure program should be made mandatory.
Business Must Monitor Actions
The results of the study show that a majority of
controllers surveyed believe that the law will enhance the image of American businesses with the
U.S. public but also will cause U.S. firms to lose
foreign contracts. Also, while almost all of the respondents believe that internal controls are an important element in detecting illegal payments, a
clear majority think that internal controls should
not be implemented without consideration of the
potential costs and benefits of such controls. Most
respondents agree that Congress fully intends the
Foreign Corrupt Practices Act to be enforced,
however, so companies must continue to monitor
their actions and take the legislation seriously. ❑
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Management Accounting
in Taiwan
After a company reaches a certain size, the adoption
of some mana gement a ccounting techniqu es
seems to be a lmost a necessity.

Can American management accounting techniques be transferred successfully to other settings? In particular, can they be successfully used
in the manufacturing companies of a developing
country, such as Taiwan?
We conducted a research project to answer
those questions and several others:

What is the relationship between the size of
a manufacturing firm and the extent of application of management accounting techniques in practice? Does the length of service time of the management accountant with
his present firm or the formal education
which he received have anything to do with
the extent ofapplication of accounting techniques?

what extent are manufacturing companies in Taiwan currently using modern man agement accounting techniques?

Is there any difference between foreign subsidiaries and local manufacturing concerns
in applying these accounting techniques?

If certain techniques are not applied, what
are the main deterrents which prevent their
application?

Based on the criteria of representativeness,
manageability, extensive use, frequent discussion,
and relevancy, nine management accounting techniques were selected for study of the management
accounting practice in Taiwan's manufacturing
companies. They are: cost - volume -profit analysis,
contribution reporting, standard costing, capital
budgeting, operating budgets, responsibility accounting, linear programming, network analysis,
and the inventory model. A questionnaire was
mailed to the chief management accountants of
120 randomly selected manufacturing firms in
Taiwan. Supplemental personal interviews with 18
chief management accountants were conducted.
Of the 120 questionnaires originally mailed, 59 usable responses were received, a return ofapproxi-

By James S. Chiu and Davis L. Chang
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To

What is the adoption process of modern
management accounting techniques in Taiwan?
Who deserves credit for the initial application of management accounting techniques
in the manufacturing companies that use
them?
When did these management accounting
techniques come into being in the manufacturing companies of Taiwan?
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mately 49 %. The data were summarized in a series of tables as shown in Table 1. A chi - square
test was used to test the data. The insights obtained through the personal interviews also were
employed to interpret the test results.
Application of Various Management
Accounting Techniques
Table 1 illustrates the number of firms that applied the various management accounting techniques selected for this study. As shown in the
table, several management accounting techniques
already had gained considerable acceptance in the
large and medium -sized manufacturing companies
of Taiwan, and operating budgets and capital budgeting were the most prominent ones.
The most widely applied technique was operating budgets. Of the 59 firms, 48 or 81.3% applied
the operating budgeting technique. Five firms
(8.5 %) not currently using this technique indicated they were considering using it soon.
The second most widely applied technique in
current practice was capital budgeting, used by 42
firms, 72% of the sample companies. Five respondents (8.5 %) said they were considering using it.
Thirty -nine companies (66 %) in the sample indicated that they were applying cost- volume -profit analysis to help management in making decisions. Five respondents, or 8.5% of the sample
companies, said they considered using it in the
near future.
Standard costing technique was ranked as the
fourth most popular technique in practice among
the techniques studied. Thirty -three firms, or 56%
of the sample companies, using this technique in
their accounting system, while another 11 companies (18.6 %) were considering employing it.
Responsibility accounting and contribution reporting were used much less widely, according to
the survey. Responsibility accounting was used by
27 companies (45.7 %), while contribution reporting was applied by 25 companies (42.8 %).

The other three relatively new and sophisticated techniques— linear programming, network
analysis, and the inventory model —had gained
much less acceptance in the current practice of
Taiwan's large and medium -sized companies. The
inventory model seemed to be the most favored
technique by the few companies using them.
Relative Application of Management
Accounting Techniques
Distribution of relative application of the techniques is shown in Table 2. The average company
in the sample was applying four of the nine techniques selected for this research. Thirty -four
(58 %) of the sample companies were applying no
more than four techniques. On the other hand, 25
or 42% of the 59 companies in the sample were
using more than four of the nine selected accounting techniques.
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from the University of
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Deterrents to Use of Techniques
From the responses tabulated in Table 1, it is
clear that the lack of adequate knowledge about
the accounting techniques constituted the single
most important factor that deterred their application. For instance, of the 20 firms that had not
used cost - volume -profit analysis, 11, or 55 %, were
due to the lack of adequate knowledge about the
technique. For network analysis and the inventory
model, this percentage reached as high as 64%
and 55 %, respectively.
Some factors other than lack of adequate
knowledge about the management accounting
techniques also deter the use of management accounting techniques. For instance, some techniques may not be applicable to the business of
some firms or some managers may not appreciate
these techniques.
In order to present these factors under different
circumstances, management accountants who
were aware of these techniques and failed to use
them were asked to check one of three possible

Table 1
HOW MANY WERE AWARE OF TECHNIQUES AND USED THEM?

use

&

&

Aware did Aware but had Aware consitry to
not considered dered using
Using
Don't know it before
using it
it
it now

Technique

Total

Cost

.

,

.

,

.

,

..

-

volume - profit analysis .... ... .... .... ...
Contribution reporting ....
Standard costing ........
Capital budgeting
Operating budgeting .....
Responsibility accounting.
Linear programming .....
Network analysis ........
Inventory model .........

11
18
11
9
6
14
40
33
25
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1
2
0
0
0
4
1
3
2

3
3
4
3
0
7
7
10
6

5
11
11
5
5
7
8
5
9

39
25
33
42
48
27
3
8
16

59
59
59
59
59
59
59
59
59
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Foreign
subsidiaries in
Taiwan tended
to use more
accounting
techniques than
local firms.

situations; (a) had used it before, (b) not considering using it, and (c) considering using it. Those
respondents who indicated that they used the
techniques previously were then asked to cite the
primary reason for abandoning them. Those respondents who did not consider using the techniques of which they were aware, were asked to
indicate their main reason for making such a decision. Other respondents who were considering using the techniques were asked to state the primary
reason why they had not used them previously.

Table 2
WHAT WAS THE NUMBER
OF TECHNIQUES APPLIED?
Techniques used

Firms

None
One ........................
Two .........................
Three... ........ ... ......
F o u r . .......
. . . . . . . ...............
... ........
Five
Six .. .. . .. .. . .. .. . .. .. . .. .. .
.......... ...............
Seven
Eight .......................
Nine .......................

........................

7
3
3
9
12
5
11
7
1
1

11.8
5.1
5.1
15.2
20.4
8.5
18.7
11.8
1.7
1.7

59

100.0%

"Too complicated for present staff" was the
most often cited reason for abandoning the techniques used previously. Abandonment of the use
of linear programming, network analysis, the inventory model, and contribution reporting was
due largely to this consideration. In one case the
reason given for abandonment of cost- volumeprofit analysis is not convincing. This management accountant indicated that he stopped the
analysis after his firm was making a profit. In the
opinion of the writers, he may not have fully understood the other potential uses of cost- volumeprofit analysis.
"Not workable for our size," and "Too costly
to operate," were also given as the reasons for
giving up responsibility accounting.
Why Didn't They Use Techniques
They Were Aware of?
Respondents who claimed to be aware of various techniques but who were not considering using them were asked to indicate their main reason
for making such a decision. In regard to cost -volume -profit analysis, two firms said that they did
not have enough accounting staff and that it was
difficult to differentiate fixed and variable costs
under their current circumstances. The same reason was cited by two respondents for not considering contribution reporting. One respondent,
however, indicated that he did not attempt to use
cost - volume -profit analysis because his firm had
passed the breakeven point anyway.
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One management accountant did not consider
using contribution reporting because it was not
applicable to his business, which presumably, had
only one product line.
Four respondents said they would not use standard costing. Among them, two felt it was too
complicated, and the other two considered cost
standards difficult to establish. As for capital budgeting, three respondents indicated they would
not use it; one respondent said he was satisfied
with present practice. One indicated his firm was
just a branch factory; capital budgeting was supposed to be his parent company's business. One
respondent considered it was too complicated to
applyAmong the six who indicated that they were
not considering responsibility accounting, four felt
it was too complicated for their accounting staff.
Two expressed their satisfaction with present
practice. Only one indicated that managers did
not appreciate the technique.
As one might expect, the primary reason cited
for not attempting to use linear programming,
network analysis, or the inventory model was that
these techniques are too complicated to apply.
The next most often cited reason was that those
techniques were not applicable to the business.
Two companies maintained they were satisfied
with the present practice. The same reason was
cited by two firms for not considering network
analysis. Only two respondents, one for linear
programming, another for the inventory model,
cited the lack of computer installations as a deterrent to application of these techniques.
Generally, respondents cited a variety of reasons for not considering the accounting techniques of which they were aware. Among these
reasons, "too complicated to apply," "not applicable to our business," and "satisfied with present
practice" were most often cited.
Respondents who claimed to be aware of various techniques and indicated the desire to use
them in the near future then were asked to express
their main reason for not using them. This kind of
information may be of interest in that it points out
the change process in which many environmental
factors, inside or outside of the company, take
place. These factors act and react individually or
collectively toward the acceptance and application
of management accounting techniques.
Lack of enough knowledge about accounting
techniques is one of the reasons that prevents the
company from using them. Shortage of qualified
accounting staff knowledgeable in the use of these
techniques is the most often cited reason for failure to adopt them. This deficiency appears to hinder most the application of contribution reporting, standard costing, and operating budgets.
Many respondents cited the lack of appreciation
of accounting techniques on the part of manageMANAGEMENT ACCOUNTING /JUNE 1979

ment as the reason for not using them. To a large
extent, the application of any of these techniques
would depend on whether or not management will
use the information provided by the technique.
Respondents feel the adoption of those accounting
techniques is promising in the near future. Perhaps the reason why is because they think the
managers have changed or are changing their attitudes.
When Were the Techniques First Used?
Survey results indicate that the history of the
use of management accounting techniques in
practice in Taiwan's manufacturing firms is remarkably short. These companies started to use
management accounting techniques rather recently. Ten years ago, only a very small number of
companies started using operating budgets, capital
budgeting, and cost - volume -profit analysis. None
of the other techniques subject to this study were
in application by any of the companies in the sample. Even standard costing, which has long been
used in the United States, was not found to have
been used at that time by any firms in the sample.
Virtually all of the accounting techniques selected
for this study were first started one to five years
ago.
This relatively short history of management accounting techniques in the manufacturing companies of Taiwan coincides with the remarkable economic progress on Taiwan in recent years. It
tends to indicate that with the expansion of the
economy and the modernization of industrial
management, more and more accounting techniques are called for and are being applied in an
attempt to help management do a better job.
Who Initiated the Idea
of Applying the Technique?
The adoption process of management accounting techniques involves not only the accountant,

usually responsible for their actual application,
but also management to whom the output of techniques is supplied. To obtain general information
about the source of the management accounting
techniques, respondents were asked to indicate the
person who could be identified as the initiator of
the idea of applying them.
As seen in Table 3, the accountant plays a major role as a diffusion agent of management accounting techniques. This is especially true for the
conventional management accounting techniques,
such as cost - volume -profit analysis, contribution
reporting, standard costing, operating budgets,
and responsibility accounting. His role in diffusing
the relatively new quantitative techniques, such as
linear programming, network analysis, and the inventory model, is less apparent and at a rather low
level.
According to the accountants' opinions, the
role of management in the change process of management accounting practice is of considerable
significance, as shown. The term "management"
as used here does not include accountants who in
some firms may be a member of the management
team. It is used here to denote all other top executives except the chief accountant, whatever his title is. Management was considered as the initiator
for applying accounting techniques in a considerable number of companies. For instance, 13 respondents (33.3 %) indicate their management initiated
the idea of using cost - volume -profit analysis.
Some respondents employed by foreign subsidiaries gave credit to their parent companies for the
application of certain management accounting
techniques under study. In such cases, parent
companies may have specified the kind of accounting systems they want the subsidiary to operate or actually have helped set up such a system.
The role of the outside consultant as a diffusion
agent of management accounting techniques is not
impressive. Our empirical research indicates that

The most widely
accepted
technique was
operating
budgets.

Table 3
WHO INITIATED THE IDEA OF APPLYING ACCOUNTING TECHNIQUES?
Cost volume- ContriResponsi- Linear
profit
bution Standard Capital Operating
bility
program- Network Inventory
analysis reporting costing budgeting budgeting accounting
ming
analysis
model
23
13

23
19

13
10

12
8

16
11

18
18

2

1

1

1

1

1

1

1

1

2

2

4

4

5

2

39

25

33

42

48

27

1

1

2

4

1

6
5
4

—

—

—

—

&

Co ntro ller's
dept......
Management
Outside consultant....
Management
accounting . . .. . . .
Required by
parent co..

—

Initiator

1

8

16

—

1

To tal.

.....
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c -v -p analysis
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the manufacturing companies subject to this study
did not seek much help from outside management
service consultants in the area of management accounting, except in the sphere of inventory control.
Inventory control has become a popular topic
among manufacturing firms on Taiwan. From
personal interviews, it was learned that quite a few
companies did employ consultants to help set up
reorder points and economic order quantity in order to optimize inventory investment.
Application as Related to Company Size
In order to gain some insights into why certain
management accounting techniques are being
used and why certain others are not being used,
we regrouped the data according to some environmental criteria, such as the size of the firms, the
education which the management accountants received, the age of the management accountants,
nature of the firm, etc. A chi - square test was used
to test the data.
The size classification of a company has been
defined as a measure of the complexity of business
operations according to sales.
Our analysis leads to several observations. Only
network analysis was found to have a significant
dependency relationship between the size of a
company measured in terms of sales at a significance level up to 5 %. The application of contribution reporting, operating budgets, and responsibility accounting related to company size, as defined
by sales, at a 10% level of significance. The relationship between company size and cost- volumeprofit analysis, standard costing, capital budgeting, linear programming, and the inventory model
was found to be statistically insignificant at up to
a 10% significance level.
It appears that the application of some of the
accounting techniques subject to this study have
some relationship with the size of a company. In
other words, the size of a business concern is one
factor which tends to influence their applications.
Size and Number of Techniques
Analysis of the results of the average number of
management accounting techniques used by each
size stratum indicates that there seems a relationship between the size of a company and the number of techniques it is using. The large firm tends
to use a greater number of accounting techniques.
As a result of the analysis, it can be concluded
that there seems to exist a relationship between
size and the number of management accounting
techniques used —the larger the size of a firm, the
greater the number of accounting techniques that
tend to be applied. The relationship, however, is
not powerful enough to be statistically significant.
By and large, the size of a company may influence
management accounting practice, but it is merely
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a condition among others which exists in the environment of each business concern and which all
together affect by one way or another the final
shaping of management accounting practice. It
also tends to indicate that after reaching a certain
size, as is the case in this study of large and medium -sized companies, these techniques are generally equally desirable.
We also analyzed the data to determine whether the education of the respondent has anything to
do with the extent of application of management
accounting techniques on Taiwan. In terms of the
average number of management accounting techniques used, the higher the education the respondent received, the greater the number of techniques applied. Average techniques used for the
group of respondents who have not earned a bachelor's degree is 2.08, while that for bachelor's degree holders is 4.41. Masters' degree holders rose
even higher, averaging 5.50 techniques.
When the chi - square test was run, it was found
that the chi - square value calculated from the chi square formula was 14.405, which is significant at
the 1% level. Therefore, it indicates there is a relationship between the extent of application of
management accounting techniques and the education of the respondent. Education is an important factor in the spread of management accounting techniques as evidenced from the research.
Relationship to Company Service
In order to examine whether the length of time
the respondent has been associated with his present firm has any connection with the extent of
application of management accounting techniques, we conducted additional analysis. In terms
of the average number of techniques used, those in
the group with more than ten years of service
scored highest, averaging 4.9 techniques. The
service period ranging from 0 to 5 ranked second
with 4.31 techniques, while that of the 5 -10 years
group averaged only 2.93. However, when the chi square test was run, the chi - square value calculated was not high enough to reject the null- hypothesis, which states that the extent of application of
management accounting techniques is independent of the service period of respondent, at a 10%
level of significance. This may indicate that the
willingness and ability to use management accounting techniques have no connection with the
length of the service period of the respondents.
Relationship and Type of Firm and the Extent
of Application of Management Accounting
Techniques
Subsidiaries operating in Taiwan might have
been influenced by parent companies concerning
the application of management accounting techniques. It is true that subsidiaries are staffed with
local personnel; however, parent company reMANAGEMENT ACCOUNTING /JUNE 1979

quirements may have decisive influence on the use

niques will be called for and will be applied in an
attempt to help management cope with the infrom foreign subsidiaries did cite the parent com- creasingly complicated environment. The history
pany as an initiator for applying certain account- of management accounting techniques in Taiwan
ing techniques.
tends to indicate this trend. In addition, a signifiOur data show there is a difference between lo- cant number of respondents in the questionnaire
cal firms and foreign subsidiaries in terms of the survey, who were aware of the techniques and
average number of management accounting tech- who did not use them, indicated the intention of
niques used. The average number of techniques applying them.
used for local firms is 3.49, and for foreign subsidSecond, from the evidence gathered through the
iaries 5.25. Foreign subsidiaries tend to use a questionnaire and interviews, it is evident that acgreater number of management accounting tech- counting education, either in school or in training
niques than local firms. This is confirmed by the programs, plays an important role in the applicachi- square test which is significant at a 1% level. tion of modern accounting techniques. On one
We conclude that there is a significant differ- hand, the fact that the extent of application of
ence between local firms and foreign subsidiaries management accounting in Taiwan was found to
as to the extent ofapplication of management ac- be related to the education of respondents at a
counting techniques. The foreign subsidiary tends very high level of significance demonstrates this
to use a greater number of accounting techniques. assertion. On the other hand, the fact that the lack
This greater use of accounting techniques by ofadequate knowledge constitutes the single most
foreign subsidiaries may be attributable in part to important factor that hinders the use of these
accountants themselves as well as to management. techniques confirms this assertion.
Third, the size of a business enterprise generally
Generally speaking, foreign subsidiaries are paying a higher salary to their accountants than local is assumed to be related to the application of acfirms, even though the pay scale of foreign subsid- counting techniques because the need for manageiaries is local- oriented, which is not comparable to ment accounting increases with the number of
that in the parent company. The salary differential operating units and management personnel in a
between local firms and foreign subsidiaries, how- business. This finding indicates that the size of a
ever, tends to attract more capable accountants to company is a factor influencing the use of manwork with foreign subsidiaries, which in turn may agement accounting techniques. Such influence,
have some bearing on the extent of application of however, was not statistically significant. It tends
to indicate that the techniques under study genermanagement accounting techniques.
This study tends to confirm the assertion that at ally are equally desirable after a business enterleast in Taiwan accounting is developed as the prise reaches a certain stage of size, such as the
need for it arises. The greater the complexity of a case in this study. In other words, the influence of
company, the more its managers must rely on the size on the application of accounting techniques
accounting system. As manufacturing processes tends to be decreasing and minimal after a certain
increase in complexity and as manufacturing or- stage of business size is reached.
Fourth, the accounting techniques under study
ganizations increase in size, it becomes more and
more evident that new accounting techniques are were largely developed in the United States. They
required, if the firm is to be managed effectively are applicable, however, in business enterprises of
and efficiently. With the development of the econ- Taiwan, where the basic economic system is simiomy in Taiwan and the modernization of industri- lar, with private business enterprises primarily
al management, more and better accounting tech- guided by the profit motive.
❑

of techniques. As noted, quite a few respondents
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RESEARCH STUDY

Proposed Funds Statements
for Managers and Investors
This month NAA is publishing a research report, Proposed
Funds Statements for Managers and Investors, by Harold E.
Arnett, professor of accounting, University of Michigan. The
findings based on the study's research served as a basis for
Statement No. 10 of Management Accounting Practices issued by the Association's MAP Committee as October 1978
under the title, Management Uses of the Statement ofChanges in Financial Position. Following are a summary of the
study and an order form to be used in obtaining a copy.
A major objective of Proposed Funds Statements for Managers and Investors is to explore the potential usefulness of
funds statement data and to indicate possible improvements
in the content and format of the funds statement. The author
refers primarily to the funds statement prepared in accordance with generally accepted accounting principles and presented in the annual report of an enterprise.
It is the author's thesis that if such statements are modified
to reflect the firm's expansion /contraction pattern and the
related sources of financing —the funds statement could become more useful. Although the emphasis is on management's use of the statement, its recommendations as to the
preparation, presentation, and interpretation of funds statement data also would serve to enhance the information value
of the funds statement to investors and other users ofcorporate financial statements.
The author traces the evolution of the funds statement up
to and including Accounting Principles Board Opinion No.
19, "Reporting Changes in Financial Position." But it is his
contention that the statement still is not being used up to. its
potential.
The conclusions and recommendations drawn from the
study are based upon three basic philosophical concepts:
The free enterprise system is the best system available for
regulating production and distribution. Preserving and
strengthening it should be a basic consideration when analyzing problems and developing recommendations and
suggestions for their solution.
If (1) is to be accomplished, managements of firms must be
left free to react, and must react, to market conditions and
56

forces if the most efficient, effective allocation and utilization ofscarce resources is to take place.
If (2) is to be accomplished, labor unions, government,
accountants and all other homogeneous groups should interfere with market decisions as little as possible.
Framework for a New Statement
Building upon these concepts, Dr. Arnett further argues
that a clear distinction must be made between the central
purpose ofaccounting and the possible uses and users of accounting data because accounting theory cannot be equally
well- oriented to all uses. He maintains, however, that a coordinated body of foundation ideas should result in a funds
statement suitable for necessary interpretations of all bona
fide interests in the business enterprise. But "For final decisions of any one group, the funds statement is likely to be
useless per se." It should, however, contain data to be used as
a basis for the preparation of footnotes, schedules, special
reports and ratio analyses, which can be used confidently for
interpretation by each group.
To increase the usefulness of the funds statement, the author states that greater comparability is needed. But before
this increased comparability can be achieved, we must accept
a number of ideas.
First, the funds statement is complementary to the income
statement, balance sheet and statement of retained earnings,
not a supporting schedule. Second, there is no direct relationship between the funds statement and the income statement
and, consequently, no necessary reason why the funds statement should tie in with the income statement.
Third, the objectives of the funds statement are to reflect
the growth patterns of a firm and to indicate how such
growth activities are being financed. Finally, the acquisition
or disposition of resources results in financial transactions
and events to be reported in the funds statement, while the
use of these resources is reported in the income statement.
Out of these concepts, the author recommends five principles as the underpinning for his proposed funds statements
for organizational use:
1. A concept of funds embracing changes in all financial reMANAGEMENT ACCOUNTING /JUNE 1979

sources should be utilized. Within this broad concept, both
cash and working capital provided by operations should be
reflected in the funds statement.
2. A modified statement form of funds statement should be
utilized which reflects growth of the firm by major category and changes in the financial interest by major category
which supported that growth.
3. The funds statement always should begin with a net figure
representing the financial effect ofincome - generating activities on the firm. This figure should be "cash provided from
operations for the period, exclusive of extraordinary
items."
4. Conversions, reclassifications and other nonmonetary
transactions and events should be disclosed clearly in the
funds statement according to the financial interest and major category of assets affected.

The latest of NAA's Research Reports explores how
Management, Investors and other users of corporate financial
statements can be better served by the Funds Statement.
Basing his approach on recognition of the Competitive
Free Enterprise System as the most effective and efficient, as
well as being the only system protecting human freedom,
Professor Arnett proposes modifying the Funds
Statement to make it a better tool of analysis and control
for Management and for informed Investors.
The author traces the history of the Funds Statement up
through the APB Opinion #19, "Reporting Changes In
Financial Position'.' Using this evolutionary perspective, he
develops five standards for the proposed Funds Statement:
I. "Funds" include all of the corporation's financial
resources;
2. The firm's growth and changes in financial interest by
major categories should be reflected in the Funds
Statement;
3. The Statement should begin with a net figure showing
the financial effect of ordinary operations for the
period;
4. Conversions, reclassifications and other non - monetary
transactions or events should be disclosed clearly in the
Funds Statement according to the financial interest and
major category of assets affected; and
5. Five -year comparative and cumulative Statements
should be presented.
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5. Ideally, five -year comparative and cumulative funds statements should be prepared and presented.
Dr. Arnett recognizes that before his recommended model
funds statement could be adopted, the Financial Accounting
Standards Board would have to make a number of changes in
the accounting standards affecting the funds statement.
Ways that the model funds statement can be used for internal purposes are described and illustrated. He concludes that
funds statement data are useful in judging performance, although the appropriate definition offunds will alter depending upon the needs of the user and his responsibilities. Examples ofstatements that can be used in accomplishing the objectives of funds statement are presented in this report. In
addition, examples are used to illustrate the author's points as
he develops his argument toward model funds statements. ❑

In summary, Professor Arnett's study is a basic guide for
all those interested in use of the Funds Statement as a tool for
analysis and control.
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People in the News
ROBERT J. BRIETZ, Charlotte, N.C.,
has been promoted to vice president, Interstate Securities Corp. He is a member
of Charlotte Gold Chapter.
DONALD A. CIOLEK, Cleveland, recently was promoted to vice president of
James A. Slater Co .... BRIAN P. BAMMEL recently was named corporate controller and assistant treasurer of Medusa Corp. He is a member of Cleveland
East Chapter.
JAMES T. MURPHY, Corning, N.Y., was
named controller of the manufacturing
services division, Corning Glass Works.
He is a member of Elmira Area.
GREGG J. KARLOs, Dayton, is now
controller at Hammer Graphics, Inc.

Visitors to the two -day annual Mohawk Valley Career Fair in April
learned all about NAA, thanks to the initiative of the Mohawk Valley
Chapter which set up and manned a booth. L. -r., Robert H. Carlson
and Joseph J. Jacob, chapter president.

Miller Heads General Tire Div.
JAMES H. MILLER has been appointed
to the newly- created position of president of the world tire division of General Tire & Rubber Co. He will have
responsibilities for worldwide tire operations, including General Tire of Canada. A member of Akron Summit Chapter, he is past president of the Akron
Chapter.
Promotions and New Positions

assistant comptroller of the university.
Both are past presidents of the chapter,
and Mr. Dodd is a nominee for NAA
vice president, 1979 -80. . . . GORDON
GARLAND recently was elected vice
president, controller, Samson Ocean
Systems, Inc.
RONALD MORE, Bridgeport, has been
named director of marketing, eastern
region, American Appraisal Co.
NICHOLAS G. KOPPMAN, Buffalo, has
been named assistant controller at Scott
Aviation, division of ATO, Inc.

JAMES H. KIEKHAEFER, Appleton,
Wis., has been promoted to comptroller DAVID J. RICKERT, Camp Hill, Pa., reof the First National Bank of Appleton. cently was promoted to budget manager
He is a member of Northern Wisconsin. at N.C.R. Appleton Papers. He is a
DAVID A. WITKOWSKI, Aurora, Ohio, member of Harrisburg Area.
is now controller of Sea World of Aurora. He is a member of Cuyahoga Valley
Chapter.

RICHARD M. SABOL, Canton, was appointed area financial manager, Diebold, Inc.

GORDON MAVER, Bethlehem, Pa., was
named operations comptroller —coal
mining, Bethlehem Steel Corp. He is a
member of Lehigh Valley Chapter.

KATHY A. MCDOWELL, Cedar Rapids,
has been named division controller at
LeaseAmerica.

ROBERT V. DODD, Boston, has been appointed associate comptroller of M.I.T.,
and BRUCE K. WILLARD was appointed
58

NORMAN B. BARTH, Denver, has been
named vice president, human relations,
Storage Technology Corp.... STEVEN
E. HARRIS is vice president, financial
services, Empire Savings and Loan... .
JUSTIN D. HEALY was named assistant
vice president and general auditor, Security Life of Denver. . . . JERRY P.
SIMPSON was named director of finance
and administration, mining group,
Johns - Manville Corp. ... WILLIAM J.
BAIRD was named controller, Combs Gates Denver.

MILLER
Akron Summit

MEJSTRICK
Morristown

WENDELL A. HURD, Detroit, has been
named division controller, General Motors' Hydra -Matic Div.... EDWARD J.
MAURER recently was promoted to director of accounting systems, American
National Service Co.
MELVIN E. LURKER and JACK N.
KROEGER, Evansville, were elected
partners at George S. Olive & Co.

RICHARD L. WETHERELL, Cedar Rapids, has been promoted to controller of DONALD D. BAKER, Glasgow, Ky., has
Corn Sweetners, Inc. He is a member of been promoted to assistant controller,
Sangamon Valley.
Glasgow Industries. He is a member of
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South Central Kentucky.

na nc e . . . . W ILLIA M

C HAR LE S A . HO LLE Y, G r e e nv il l e , S . C .

promoted to assistant controller, eastern
div., Suburban Propane Gas.

of financial analysis, Borg -Warner
Chemicals. He is a past president of
Parkersburg - Marietta Chapter.

LEONARD H. AUC OIN, N e w

FREDERIC K

has been elected executive director of
The Piedmont Health Care Corp. He is
a member of Greater Greenville.
As T IKA

BOTEJ UE, Ha w a i i ,

ha s

be e n

promoted to assistant secretary, Bishop
Trust Co., Ltd.... GEORGE H. LuMsDEN was promoted to partner -in- charge
of the Hawaii office of Deloitte Haskins
& Sells.
C HAR LES V. MAULTSBY,

High Point,
N.C., recently was elected to the board
of directors of the Lilly Co. He is a
member of Piedmont -High Point.
T . L. KEYS a n d WILLIA M H. LOGAN,

Jackson, were named assistant treasurer
and comptroller, and assistant secretary, respectively , at Mississipp i Valley

Gas Co.
Two Johnstown members have been
named at Penn Traffic Co. CARL F.
Kopp was named vice president for financ e, a nd

JO HN

treas urer.

...

M.

ELR O Y

KR I AK, as s is t a n t
S IM MO NS

ha s

been promoted to secretary- treasurer of
Pennsylvania Electric Co.
JOHN F. BARRON, Louisville, has been
promoted to assistant comptroller, Liberty National Bank & Trust Co.
RIC HAR D L. WE DE KIND , M a d i s o n , ha s

been elected corporate secretary of the
Madison Company and Madison National Life Insurance Co.
PHILIP J . DO NOVAN,

III, Memphis, recently was promoted to assistant accounting manager, Donruss Co.
LEA H R. B AILE Y,

Missoula, Mont., was
promoted to vice president — operations
and secretary. A member of Western
Montana Chapter.
FRANK F. C HILD E R S a nd ROBERT R.
BANKARD,

Moorestown, N.J., were
named senior vice president and chief
financial officer, and vice president and
financial planning officer, respectively,
at Burlington County Trust Co. They
are members of South Jersey Chapter.
F R AN C IS

J.

MEJS T R I C K,

Morri stown

past president, has been elected corporate vice president and also appointed
senior vice president and chief financial
officer of the eastern propane division of
Suburban Propane Gas Corp. He is a
member of the Committee on FiMANAGEMENT ACCOUNTING /JUNE 1979

A.

LEADER

wa s

Orleans,
has been promoted to vice president and
treasurer of Life General Security Ins u r a nc e C o . . . . T HO M A S O. PORT EOUS,
JR., has been promoted to vice president
and treasurer of Louisiana General
Services, Inc.... JOSEPH V. PULIZZANO was named vice president- finance of
Coastal Canning Enterprises, Inc. . . .
WILLIA M H. UR BA N, J R. , has been promoted to assistant treasurer of the Dock
Board .... Robert D. Moore, has been
promoted to vice president and comptroller of Glazer Steel Corp.
J OHN J . C AFFREY,

New York, has been
appointed controller at Sterling Organics, division of Sterling Drug, Inc. He is
an NAA Member -at- Large.

wa s

Princeton past president, has been promoted to director, finance, at RCA Laboratories.
JOSEPH U. FAZZI, Providence, has been
named a partner in Christiansen and
Co., CPAs. He is president of the New
England Council.
t . � t . � � � t lla � I l i a � lla � t l la � t . � t . � t � � la �

ACCOUNTANTS:

Work for Yourself!
'

'

Start or expand your own bookkeeping, ac. '
counting and tax practice with a system
perfected through 30 years of experience.
Send this ad with your name, address and
Phone number to V. A. Cox for complete ,
Information on how to join our nationwide
network of independent accountants, or... '
9

Call toll free

MA -6

'

(800) 323 -9000
C 01 1lPR HENS C VE`. '

E. KRODEL, Norwich, were named vice
president and controller, respectively, of
Willimantic Savings Bank.
D.

ST UBER, P eoria,

RA LP H H. MY E R S ,

W I L LI A M R . W I L C O X , J R . , a n d R O BE R T

DA VID

J.

promoted to vice president and corporate controller, Foster & Gallagher.

2111 Comprehensive Dr. s Aurora. IL 60507
Illinois residents call collect: (312) e9e -em
OMicial Tabu1storo for the

HARRISON ,

Parkersburg,
W.Va., has been promoted to manager

National Easter Seal Telethon

= =

la111111111t.

Financial
Analysis

,

(

'
'
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I

Industrial or
Public Accountant
We are a progressive manufacturer of nutritional and pharmaceutical products offering a challenging growth opportunity.
You'll conduct financial studies and operational audits to provide financial guidance to operating divisions.
You should have an accounting degree plus two years' experience in industrial or public accounting.
This is a highly visible position in a sophisticated department
offering outstanding benefits, liberal starting salary, and moving allowances. Please send resume, including salary requirements, in confidence to:

Me�adj�

Director, Employment

�

& Company

ni

Evansville, Indiana 47721
0PDorfwHifY X - N o w N / F

....
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This Is NVot A
F r a n c h i s e . . . On l y A
Phenomenal
Acctounting
Op p o rt u n i t y

■
.

■

WILLIA M R . C A S T E E N , Raleigh, N.C.,
is now controller with Foodmasters,
Inc. He is past president of Raleigh Durham Area Chapter.

.

C HAR LES

J OHN C . C ALHOUN, S t. L oui s,

has been
promoted to vice president and general
manager of Grey Eagle Distributors.

Toledo, is controller, affiliate operations, DeVilbiss Co.

J A ME S P. AN ST ED ,

Your total investment of$B5OOincIudes A
training seminar, all instructive materials
and your PBS starter kit: travel, meal and
lodging expenses while attending the
seminar at PBS headquarters: 30001eads
to p r o s p e c t i ve c l i e n t s i n y o u r

...

inclusive sales package. inc ludi ng
pr o j e c t o r and f i l m to h e l p y o u
successfully market your PBS practice.
even i f y ou have never sold any thi ng
before in your life! Finally, as part of our

support service, our toll free "Dial -anAnswer" gives you instant, professional

For more information and a sample start tip kit, call now, toll free. 800/638 -9390. In
Maryland, call 301/727-4600

Tom Morris, III, V.P. Development
Professional Business Systems
Co., Inc. Suite 253
World Trade Center
Baltimore, Maryland 21202
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Now Ad dress

City
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State

A.

ZUDYK

ha s

be e n

Cedar Rapids,
Fall River -New
Bedford, past president.
WILLIAM D . DE M S KY ,

C H A R L E S H . D E U T C H , St. L o u i s .
F R ANK

G A R R I S O N , L o s Angeles past
president.
J. RAY GOUGH, Las Vegas.
RO BE R T M . G RA Y , Syracuse.
HO W A R D W . HO G G , Long Island -Nassau.
EDWA RD HAGOP IAN , Springfield.
LE S T E R B . HUN GE RFO RD , Tippecanoe
past president.

BYRON W. J AC KSON, S t . L o u i s .
HE RB ER T

A.

JOHNSON,

Brooklyn Queens. Past national director, 1959 -61.
has been elected treasurer of Interna- Stuart Cameron McLeod Society.
tional Business Machines Corp. He for- J AMES L. KAVANAGH
, Providence, past
merly was IBM controller.
national director, 1965 -67. SCMS.
R I C H A R D J . T U C K E R , Winston - Salem,
WALT E R J . M AF FE Y, Cin cin nat i.
N.C., was named corporate director of I. S . M IT C HELL, Richmond.
internal auditing, Hanes Corp. He is a
ME R R ILL M . M ULD E R , Racine -Kenomember of Piedmont Winston - Salem.
sha.
C HAR LES O . KINGSBURY, W o r c e s t e r ,
RO B E R T H. RE E N T S , Peoria.
Mass., has been named corporate audi- W . HOW ARD SP ENC ER
, Hartford past
tor, Canada, for Norton Co. He i s a
president.
member of Worcester Area.
W.T. STOCKTON, Spartanburg Area,
Emeritus Life Associates
AR T HUR M . T IT US , New Haven,
HO WA RD J . BR IN NE R, Roanoke.
ST AN LEY E. VET T ING , Dayton.
Lo u i s H. B UE H R I G , Williamsport, past
W. RO BE RT W OE RN ER , Richmond past
presiden t.
president.
C . AR T HUR NORT HROP, Westchester,

consultation on all phases of your
practice.

O

ZIGM UN D

named director, budgets and accounting
systems, Monroe Auto Equipment.

marketplace; on -going marketing and
operations support program; and all -

O

HE LLA M ,

Seattle, was
named controller at Tiz's Door Sales.

The PBS pr o g r a m has en j oy e d
tremendous success and profitable
growth through our nationwide family of
successful affiliates. From California to
New York, accountants have established
their own PBS accounting, bookkeeping
and tax practices, streamlined by our own
computer systems.

To insure
uninterrupted

A.

LE O E . BUR GE R ,

In Memoriam

HO W A R D

HO W A R D R . AC KERMAN, 68 ,

Denver,

1945.
C R AW FO RD S . BA NKS, 6 8 ,

Polk Coun-

ty- Florida, 1964.
L. J. BARTOLI, 48, Pittsburgh, 1967.
N E IL V. BED ELL, 62 , Bridgeport past
president, 1951.
GLE N N A . BURS ELL, 7 9 , Minneapolis
Northstar, 1930.
KE N N E T H A . W . B UT C HE R , 5 6 , M e m -

ber-at- Large, USA, 1970.
E.R. DANIELL, 68, Charleston, 1969.
J OS EPH L. FA KLE R, 69, Salt Lake Area,
1973.
L E O J . F A U L S T I C H , 5 8 , Fox River Valley, 1950. ELA.
VE RO N L. GLISP IN , 55, Houston, 1974.
JOSEPH J . KE R VIN , 66, Milwaukee,
1952. ELA.

C.

KIMB ALL,

52,

New
Hampshire, 1973.
HOWARD C. KUHNLE, 79, Columbus
past president, 1954. ELA.
STANLEY A . LAW REN C E, 59, Orange
County past president, 1943. ELA. Stuart Cameron McLeod Society.
DA VID P. MOONEY, SR., 83, Illowa,
1942. ELA.
GE OR GE

L.

NARBER,

60, La n c a s t e r ,

ALE XAN DER NEST OR,

69, Bridgeport,

1978.
1943.
SIGM UND

S. PEZANOSKI,
Kenosha, 1949. ELA.

81, Racine -

C A RM E N C . SP INE LLI, 45 ,

East Jersey,

1973.
V I R G I L J . S V E N D S E N , 6 0 , New Hampshire, 1951.
B I L L ZWARST, 44, Texas Bay Area,
1974.

Zip
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Continued from page 8

Auditors Given New Guidelines
Re Interim Reports
The AICPA issued new guidelines
that permit an independent public accountant to offer limited assurance on
the reliability of interim financial reports, Statement on Auditing Standards No. 24, which applies to quarterly reports beginning with periods
ending March 31, 1979, provides
guidance on the nature, timing, and

extent of procedures used by the auditor in conducting a review. The
Standard codifies current practices
and goes a step beyond, permitting
the public accountant to detail in his
report the steps taken in reviewing
the financial statements. Procedures
to be used in a review of interim reports include, among others, inquiries
into the client's accounting system
and "significant changes" in internal
accounting control, as well as analytical review procedures to identify for
additional inquiry unexpected changes in financial data. The process permits the auditor to offer the user the
limited assurance that he has applied
his knowledge of financial reporting
practices to "significant accounting
matters," but it is a lesser degree of
assurance than that which is generated by conducting an audit in accordance with generally accepted auditing
standards.

SEC Eases Small Firm
Registration
The Securities & Exchange Commission has approved the adoption of
Form S -18, a simplified registration
form which would make registration of
stock offerings easier for small companies. The new rules affect companies that have never before registered securities and have less than $1
MANAGEMENT ACCOUNTING /JUNE 1979

million in assets and fewer than 500
shareholders. Those companies will
be allowed to make offerings of up to
$5 million using a simplified form
which should be less expensive than
otherwise would be required. The disclosures in the new registration statement will be less detailed than is now
required and will have to include only
two years of financial statements
rather than three.
Edward Greene, director of the
Commission's Division of Corporate
Finance, was quoted as saying that
while the reduced disclosures still will
provide enough information for inves-

tors, there is a "tension that will always exist" between reducing disclosure to keep down costs and insuring
adequate information. He noted that
the new forms will be reviewed more
closely than those filed by major companies with proven records of operating performance.

FASB Discusses IRS
Requirement
with Treasury Officials
The FASB disclosed that chairman
Donald J. Kirk and two staff members

Just Out! The Source Finance

Digest of Accounting
Opportunities 515-S50,000+
If you would like to monitor
today's dynamic ac counting and f inancial lob

SOIXCe F t } 1 Q k e

marketinprivacy and complete confidence. call for
your tree copy of Source

I

position responsibility and
career potential of each
opening are provided in de-

Digest of

tall Starting salaries range

Accounting

from S15,000 to S50.000 +.
11,swriportont career infor-

Opportunities

Finance's new Digest of
Accounting opportunities.
The Digest presents a
timely and comprehensive
sampling of our client's
current needs in the areas
of executive financial
management. controllership, treasury. public accounting, taxes,
auditing, financial planning and analysis,
budgeting. cost. trust, credit and
investments The specifics of industry,

martton has been coritpiled
by Source Finance. the
unique nontranchised
national recruiting firm
specializing in oceounfing
and financial placement If
you seek intelligent career
guidance and counsel,
Source Finance can help. Our entire pro fessional staff is composed of CPA/MBAs
having extensive direct experience in the
accounting and finance field.

Call For Your FREE Copy Today!
Atlanta
Marty Pierce, MBA
Boston
Sandy Salmela. CPA MBA
Wellesley, MA
Eric Anfhony. CPA

Chic ago
Ken Barkin, CPA MBA
Dallas
Bob Hockett. CPA
Fort Worth
John Caflerton. CPA MBA
Denver
Dick Masek, CPA
Deholt
Joe Grossman, CPA

404 325.7000

Southtleid, MI
Bob Luter MBA
Los Angeles
Carl Miller. CPA MBA
8 Segundo, CA
John Nelson. CPA'MBA
Wne, CA
Bob Kyle. CPA MBA
New Jersey /New York
Bob Lynch. CPA MBA
Palo Alto
Bob Mensik, CPA'MBA
San Francisco
Paul De Vore, CPA

617 482 7850
617 235 -3020
312'372.9192
21416961500
811 %338 -4750
303,571.4220

313!352 -8860
213-385-0333
213i322-7300
714'975 -0150
201'4942060
415 856 1050
415:956-4740

313f963 -7464

If unable to call. write Source Finance.
C hita
Department
A6. 100 South Wacker Drive,
Chicagp,Illinas60606
(When writing. please be sure to indicate
position title and use home address.)
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Time Off

"Horace, there are more things in L IFO and financial reporting than are
dreamed of in your philosophy. "

met with Donald C. Lubick, assistant
secretary of the Treasury for Tax Policy, and Robert Brown, Treasury Department accounting advisor, to discuss the implications of compliance
with requirements proposed in the
FASB exposure draft, Financial Reporting and Changing Prices, for taxpayers electing the LIFO method of
accounting for inventories. The FASB
wishes to be sure that the supplementary disclosures of the effects of
changing prices, which the Board is
proposing, will not violate the conformity requirements imposed by the
Internal Revenue Code on LIFO basis
taxpayers.
Forbids Other Method
Those restrictions specify that a
LIFO basis taxpayer may not use another inventory method "to ascertain
income, profit, or loss" in a report to
shareholders or creditors. That
phrase generally has been interpreted
by the IRS as applying to supplemental disclosures in footnotes or schedules to the financial statements or
outside the financial statements. The
Board has formally requested that the
IRS amend its regulations so that
such supplemental disclosures would
not be covered by the conformity requirement.

Preparing for Armageddon
In a best - selling novel, The Crash
of '79 author Paul E. Erdman postulated the collapse of the world's
economic system. In the book, the
Crash began on March 19, 1979. So
with tongue in cheek, the Wall
Street firm, Smith Barney Harris
Upham & Co., updated Mr. Erdman's disaster prediction, pointing
out that the book's description in
actual fact was "the best -case scenario."
"Who could have guessed that
the environmentalist party would
sweep the 1980 elections and ban
everything? Or that we would do
more harm to the ecological chain
by not wiping out the snail darter?
That the tiny fish would reproduce
at phenomenal rates, choking our
rivers and streams?
Who could have known that Skylab would fall into the Gulf of Mex-

62

ico, causing a tidal wave that would
wipe out the U.S. oil fields of Texas
and Louisiana? Or that the polar
ice cap would shift, blocking access
to the North Sea and its oil? Or that
the Alaskan North Slope would
thaw, making retrieval of oil and
natural gas virtually impossible ?"
In keeping with this scenario, the
analysts recommend buying stock
in bicycle manufacturers, canned
goods manufacturers, and a maker
of sailboats.
A. Marshall Acuff, Jr., and Nora
Peyton, who put the spoof issue together, maintain that "sometimes in
a lethargic market being silly is the
best revenge." The author of the catastrophe that didn't occur is not
going into hiding. He says that he
chose the year '79 to rhyme with
'29 and the "Big Bang" still could
happen, given our vulnerability in
areas of both energy and finance. ❑

DAT A S HE E T
Continued from page 5
Accountability. For a copy of this
guide, write Benton B. Wader, Price
Waterhouse & Co., 1801 K Street,
N.W., Washington, D.C. 20006....
Merrill Lynch, Pierce, Fenner & Smith
is offering a package of services to
help accountants cope with estate
securities. Called the Estate Administration Services, it taps the firm's
computerized data bank to value securities. Write Merrill Lynch Estate
Administration Services Center, P.O.
Box 625, Church Street Station, NY,
NY 10008.... The amount of information produced by the federal government continues to increase but the
bureaucracy is making less of an effort to let the press and public know
about it, according to an annual study
by Washington Researchers.
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NAA offers you more than 90 publications in the management accounting
field. Consult your "Publications for
the Management Accountant" folder
for current titles and prices.

If you have misplaced your copy, we will gladly
send you another. Call or write:
National Association of Accountants
Special Order Dept.
919 Third Avenue
New York, N.Y. 10022
(212) 754 -9768

M

New Products /Services
Micro Business Applications, manufacturer of the Micron -740 business computer system, has introduced interactive
computer programs for accounts receivables, inventory control, sales order entry, professional time accounting, general
ledger, purchase order tracking, accounts
payables, and payroll. The applications
have been written in BASIC language
using the Micro Data Base Manager.
Contact Karsten Hirsch, vice president/
marketing, 11568 Sorrento Valley Rd.,
Suite 15, San Diego, CA 92121.
Three new on -line data terminals from
Hewlett - Packard, designed for use by
people with no computer experience,
aim to capture industrial information
both on the factory floor and in offices.
They feature an optional multifunction
reader that accepts marked or punched
cards and Industry Type III punched
badges, a Type V badge reader, a choice
of numeric or alphanumeric keyboard
and displays, an alphanumeric printer,
and a wide choice of data communications connections. Inquiries Manager,
Hewlett- Packard Co., 1507 Page Mill
Rd., Palo Alto, CA 94304.
Savin has introduced a new desk -top

office copier designed for businesses
with frequent large document and reduction copying requirements. Savin
790 features special applications for the
accounting field. Contact Robert Stone,
Savin Corp., Valhalla, NY 10595,
ReaDoc Mark IV (an acronym for
"Read A Document ") reads OCR or
punched cards documents, audit - trails
checks and remittance documents, endorses checks and encodes them in
Magnetic Ink Character Recognition
symbols. It is said to reduce manual
handling of remittances and to improve
cash flow by capturing, processing and
recording each remittance in a single
balanced transaction. Contact David
Dicklich, Ball Computer Products, 860
E. Arques Ave., Sunnyvale, CA 94086.
An Attendance & Vacation Schedule
Kit by Magna Visual, Inc., is designed
to make personnel management a much
simpler task, Offered in three sizes, it
features a woodgrain board, magnetic
indicators, cardholders, and headings to
keep track of employee attendance and
vacation schedules. Contact J. Winkler,
Magna Visual, Inc., 1200 N. Rock Hill
Rd., St. Louis, MO 63124.
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Hewlett- Packard 3075 Data Capture
Terminal.
A Rapidata syste m for perfo rm ing statistical analysis (SPSS -10) is designed to
perform a variety of statistical procedures used by statisticians, econom ists
and m arket researchers. Contact Arden
J. K nuds en, 20 New Dut ch L ane , Fa irfield, NJ 07006.
Com share has introduced an autom ated
system for com plying with the adm inistration's wage -price guidelines. It consists of com p rehensive data collection,
grouping, analysis and reporting procedures to facilit ate com pliance. Contact
C. Greendale, Com share, Inc., 3001
South State , Ann Arbor , MI 48104.
A turn -key computer system for use by
people in municipal governm ent with
no com puter background or experience
is available from Com plete Computer
System s. The system includes minicom puter, disc drive, printer, C R T terminals and all software. Joseph O'Donnell,
Com plete Com puter Systems, 159 Gibraltar Rd. , H orsh am , PA 19044.
Baldwin A uto m at ed Wor k M angem e nt
Program is designed to help measure
and plan work loads. Contact Robert C.
Baldwin, Box 14, Farm in gville, N Y
11738.

ReaDoc Mark lV system is designed to reduce manual handling of
documents and to improve cash flow.

64

A shop routing and capacity planning
module for its MS -11 Manufacturing
Inform ation System software package
has been introduced by NCA Corp. It is
designed for use with the Digital Equipment Corp.'s family of PDP -11 minicom puters. Write NCA Corp., 388 Oak m ead Parkway, Sunnyvale, CA 94086.
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Topical Index to Articles
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July 1978 -June 1979

Accounting Principles
APB Opinion No. 29: Accounting for Nonmonetary
Transactions -Some New Perspectives, HAROLD E.
ARNETT. October 1978.

A. IMHOFF, JR. November 1978. (Letter by PHILIP A.
MOORE, April 1979.)
The Rockford Files: a C as e fo r the C om pu te r. MARVIN

WEINGARD. April 1979.

Convertib le Bo nd s and Financial Reality. BOYD COLLIER

and CURTIS CARNES. February 1979.
Impact of GAAP on the Profitability of Mortgage Bankers. EDGAR P. MELTON and BURTON W. BROOKS,
JR. December 1978,
Opin ion No . 2 9: A N ew Valu at io n Me th o d . EUG ENE A.
IMHOFF, JR. and PAUL A. JANELL. March 1979.

Accounting Theory
Accounting Research Needs a More Efficient Market.
PAUL B.W. MILLER. November 1978.
Macroeconom ics: th e Em erging Influe nce on Accounting
Theory. JOHN BENEDIK. July 1978. (Letters by RICHARD W. COCHRAN, October 1978, and THOMAS M.
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Accounting for Marketable Securities in Accordance with
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Accounting for Troubled Debt Restructuring -a Flowchart App ro ach . ABDEL M. AGAML. Novemb er 1978.
Beyond FAS No . 8: Definin g Oth er Exp osures. ALAN
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Aircraft Manufacturing
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General Motors Gears Up for the World Market. MORRIS
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Banking (See also Financial Organizations)
Financial Reporting: Let's Replace Compliance with ComElectronic Banking Com es to First - Citizens. JAY C. CASE.
petition. ALAN P. MAYER- SOMMER and STEPHEN J.
April 1979.
LAYCOCK. December 1978. (Letter by WILLIAM H.
Impact of GAAP on the Profitability of Mortgage BankSPRUNK, May 1979.)
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Interest on Equity Capital and CASB Standard 414.
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KEITH BRYANT, JR. and CAROLYN U. PHILLIPS. AuTransfer Pricing for Cost of Funds in a Commercial Bank.
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Accounting Systems
Accounting Soviet Style. JOHN PARASZCZAK. July 1978.
An Accou n tan t Profiles a Sp o rts Franch ise. LINDA S.

WICKS. May 1979.
Benefits from Standard Costing in the Restaurant Industry . MATTHEW J. MULLET T. Septemb er 1978.
Com m u n icatio n s and Cost - Benefit Asp ects o f Em p loyee
Safety . EDWARD M. GINTER. May 1979.
Managem en t Acco u n tin g an d Behavior. Research Study.
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Managem en t Acco u n tin g Tech n iq u es: a Su rvey . EUGENE
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Benefit Costs
How to Cost Labor Settlem ents. WALTER A. HAZELTON.

May 1979.
Bonds (See also Securities)
Convertible Bonds and Financial Reality. BOYD COLLIER

and CURTIS CARNES. February 1979.
Budgets (See also Forecasting)
Capital Budgeting for Hospitals. JAMES D. SUVER and
BRUCE R. NEUMANN. December 1978.
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KEITH BRYANT, JR. and CAROLYN U. PHILLIPS. AuThis
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Cost Justification under the Robinson - Patman Act.
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Income Taxes (See Taxation)
Inflation Accounting
Evaluating the Write -Off of Slow- Moving Finished Goods
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How We Estimate Replacement Costs. ROBERT B. HALL.
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A Look at Leveraged Leases under FAS. No. 13. EDWARD B. GRANTand RAYMOND C. WITT. Feb. 1979.
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PAUL B.W. MILLER. November 1978.
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J a nu a r y

R e p o r t i n g b y N o nb u s i ne s s O r ga ni -

MANAGEMENT

C O MM IT T E E. F e br u a r y

fl i c t i n M e a s u r i ng P e rf o r ma nc e . ALB E R T D . BUR G E R
ST UART

1979.
of F i na nc i a l

Ob je c t iv e s

ST EVEN L. SE LSS , M a rc h 1979.)
T h e R o c k f o r d F i l e s : a C a s e f o r t h e C o m p u t e r . MAR VIN

P. MAYER- SOMMER and ST EP HEN J .
1978.(Letter by W I LL IA M H.
1979.)

Ho w t o C o m mu ni c a t e w i t h M a na ge me nt . J E R R Y L. F O R D .

R O B E R T H.

1978.

MAR T IN L. GOSMAN.

LAYCOCK. D e c e mb e r

T he M a na ge me nt A c c o u nt a nt L o o k s a t E P S v s . R O I: C o n - .

and

and

1978.

F i na nc i a l R e p o r t i ng: Le t ' s R e p l a c e C o mp l i a nc e wi t h C o m-

Li c e ns e ? J O HN R . C O NN E LLY , J R . N ov e mb e r

1978.
DON STOD-

1979.

F i na nc i a l R e p o r t i ng a nd B u s i ne s s L i q u i d i t y . R e s e a r c h R e po rt . MORTON BACKER

S ho u l d W e Li c e ns e A c c o u nt a nt s t o P r e v e n t A c c o u n t i ng

RO N ALD R . BOTT1N.

1979.

Ma n ag e me n t Re po r ti n g

1979.

1978,
of M a na g e m e nt

and

C onc e pts . J AY SE VERANC E

1979.

F o r e i gn

1979.
Ac q u i s i t i o n Ana ly s is : A

ALA N R . M A LKO F F. J u ne

1979.

S. T SE.

Su gge s t e d A p p r o a c h .

1979.

Up f o r t he W o r l d M a r k e t . M O R R IS
and ROBERT F. RA N DA LL. J u ne 1979.

Genera l Moto rs Gea rs
Ma n ag e me n t I nf o rm a ti o n S ys t e m s
•

GART ENBERG

H a r d w a r e C o m p a n y M a n a g e s It s I n v e n t o r y t h e E D P
Wa y . KA ILA S J . RA O . Ap r i l

1979.

• P r o d u c t i o n M a na ge m e n t S y s t e m a t B o e i ng . A p r i l

1978.
C. CASE.

1979.

RO B ER T F . R A ND A LL. A p ri l

1979.

Ho o d C h o o s e s M I S for It s F r o gu r t . JONATHAN DAVIS.
Ma y

How

1979.

R J R P u t I t s N e w M IS O n - L i n e . J A M E S

April

1979.
R.

DIT T MER.

1979.

Ne t wo rk . J AM E S A. M A YE R . Ap r i l

1979.

M IS i n a S ma l l C o m p a n y . A p r i l

1979.
Go W r o ng? M . J . C E R ULLO . A p r i l 1979.
M e mb e r s hi p Too L a r g e - N o Se r vi c e Too Dif fi c ul t.
A p r i l 1979.

M I S : W ha t C a n

T h e R o c k f o r d F i l e s : a C a s e f o r t h e C o m p u t e r . MAR VIN
WE IN G AR D. Ap ri l

W Ht T T . J u ne

1979.
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1979.

of

S. C H Iu and

1979.
M e xi c a n Af f il i a t e s . J O HN D .

1979.

RENCE C. PHILLIPS,

and

SCOTT S. C O W E N ,

LA W -

LIN DA S T ILLA BO WER . J a n-

ua r y 1979.
Pe e r s , P e r s u a s i o n, a nd Ho r iz o nt a l M a na ge me nt . A N G E LO S
A. T SAC KLANG ANOS. Augus t 1978.
Po li ti c a l R i s k - A n A c c o u nt i n g C ha l l e nge .
T a x P l a nni ng

Tools

FREDERIC K

1979.
fo r t h e M u l t i na t i o na l C o r p o r a t i o n.

TIMOT HY J . SALE

M IS a t Int e r na t i o na l P a p e r : A n In t e gr a t e d T e l e p r o c e s s i ng

No

DA VIS L. C HAN G . J une

D. S . C HO I. J u ne

Inv e nt o r y P r i c i ng C a n Sa v e C o s t s . GARY
Ma y

H. WOOD.

R e p o r t i ng i n J a p a n.

M a n a ge me nt A c c o u nt i ng i n T a i wa n . J A M E S

M u l t i na t i o na l T r a ns f e r P r i c i ng.

F r o m E D P t o M I S a n d B e y o n d . MORRIS GA RT EN BERG

and

T.

Inf l u e nc e d

YA MA KA WA . J u ne

M o t i v a t i n g M a n a ge m e n t

El e c t ro nic B a nk i ng C o me s t o F ir s t- C i ti z e ns . J A Y
April

t he S t r o ng Y e n
T HOMAS

1979.

C o mp u t e r T i me - S ha r i ng A p p l i c a t i o ns i n M a na ge me nt A c c o u nt i ng. J AM E S R . MA R T IN . J u l y

How

and

KAR EN B. C ARROLL. J u n e

1979.
T r a ns f e r P r i c i ng - J a p a ne s e vs. A m e r i c a n Style . ROGER

Y.W. T ANG, C.K. WALT ER, and
MOND. J a n u a r y 1979.

R O B E R T H. RAY-

(See also Public Util iti e s )
of
Oil a nd G a s P r o d u c e r s .
M
a
y
S. MOST.
1979.

Nat ura l G as I nd us t ry
A N e w Me t ho d
KEN NE T H

A c c o u nt i ng f o r
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Energy Accounting. JESSE V. BOYLES, III. February 1979
Nonprofit Accounting
Capital Budgeting for Hospitals. JAMES D. SUVER and
BRUCE R. NEUMANN. December 1978.
Determining the Appropriate Discount Rate for Private,
Not - for - Profit Organizations. MICHAEL C. WALKER.

March 1979.
Measuring Performance of a University Accounting Departm ent.. ROBERT E. SHIRLEY. Decemb er 1978.
No Mem b ersh ip To o L a r g e - N o Service To o Difficult.
Ap ril 1979.
Plan n in g an d Co ntro l in Colleges and Un iversities. Research Rep ort. ANTHONY J. GAMBINO. January

1979.
This Hospital Service Forecasts Inflation for Its Fiscal
Health . R. ALLEN VAUGHAN. Decem ber 1978.

efit Approach. RICHARD L. BLAMEY. Dec. 1978.

Present Value
Maximizing the Present Value of Tax Savings from Depreciation. ROGER A. ROEMMICH, GORDON L. DUKE
and WILLIAM H. GATES. September 1978,
Pricing
Pricing for Profit in the Printing Industry. DAVID K .
HARDER. May 1979.
Some Practical Applications of Target Prices. EDWARD A.
RICE. February 1979.

Printing and Publishing
Pricing for Profit in the Printing Industry. DAVID K.
HARDER. May 1979.

Off Balance Sheet Financing
Project Financing for Extractive Ventures. LARRY WYNANT. October 1978.

Product Costs
Some Practical Applications of Target Prices. EDWARD A.

Oil Industry
A New Method of Accounting for Oil and Gas Producers.

Production Control
A Production Management System at Boeing. April 1979.

KENNETH S. MOST. May 1979.

Opinions (APB)
APB Opinion No. 29: Accounting for Nonmonetary
Transactions -Some New Perspectives. HAROLD E.
ARNETT. Octo ber 1978.
Con vertib le Bon d s and Financial Reality. BOYD COLLIER

and CURTIS CARNES. February 1979.
Opin io n No . 29 : A New Valu at io n Met h o d , EUGENE A.
IMHOFF, JR. and PAUL A. JANELL. March 1979.

Organizational Structures
Peers, Persuasion , and Horizon tal Man agem en t. ANGELOS

A. TSAKLANGANOS. August 1978.
Paper Products
MIS at International Paper: An Integrated Teleprocessing
Network. JAMES A. MAYER. April 1979.
Pension Plans
An Actuary's Views on Pension Plan Accounting and Reporting. FRANK G. BURIANEK. Janu ary 1979.
Tru st Fu n d Acco u n tin g fo r Mu lti- Em p lo y er Tru st Funds.
CHARLES B. JACKSON. October 1978.

Performance Evaluation
Evalu atin g Perfo rm an ce in Mu ltin atio n als. PAUL S. TSE.

June 1979.
Measuring Performance of a University Accounting Departm en t. ROBERT E. SHIRLEY. Decem ber 1978.
The Ap plicatio n of Ex p o n en tial Sm o oth in g to Standard
Cost Systems. JAMES O. HICKS, JR. September 1978.

(Letter by W. B. BUMBARGER, January 1979.)

70

Pollution Control
Setting Sewage Treatment User Charge Rates: a Cost /Ben-

RICE. February 1979.

Professions (Legal, Medical, etc.)
An Accountant Profiles a Sports Franchise. LINDA S.
WICKS. May 1979.
Just How Satisfied Are Accountants with Their Jobs?
ROBERT E. SEILER and R.W. SAPP. March 1979.
Management Accounting and Motivation -the Relationship. FRANK COLLINS. March 1979.
Motivating Accountants. G.M. MEAGHER. March 1979.

Profit (See also Return on Investment)
Measuring Terminal Profitability. TOMMIE M. GUTHRIE.

December 1978.
Profit Centers
Measuring Terminal Profitability. TOMMIE M. GUTHRIE.

December 1978.
Responsibility Accounting and Transfer Pricing: Approach with Caution. R.L. MADISON. January 1979.

Public Utilities
How Florida Power & Light Installed Z -B Budgeting.
BENJAMIN L. DADY, March 1979.

Replacement Costs
How We Estim ate Replacem ent Costs. ROBERT B. HALL.

January 1979.
Replacement Cost Disclosure. MELVIN C. O'CONNOR and

GYAN CHANDRA. September 1978.
Research and Development
The Management of Research & Development. Research
Report. ANTHONY J. GAMBINO and MORRIS GAR TENBERG. November 1978.

Personnel
Just How Satisfied Are Accountants with Their Jobs?
ROBERT E. SEILER and R.W. SAPP. March 1979.
Management Accounting and Motivation -t-he Relation-

Restaurants
Benefits from Standard Costing in the Restaurant Indus-

ship. FRANK COLLINS. March 1979.
Motivatin g Acco u ntan ts. G.M. MEAGHER. March 1979.

Return on Investment
A Variance Approach to Analyzing Changes in Return on

try. MATTHEW J. MULLETT. September 1978.
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Investment. ROBERT F. LUSCH and WILLIAM F.
BENTZ. February 1979.
Evaluating Risky Investment Projects. JOSEPH G. LOUD ERBACK and GEORGE E. MANNERS, JR. February
1979.
ROI and Inflation: U.S. Steel President Speaks Out. Staff.
February 1979.
Some Practical Applications of Target Prices. EDWARD A.
RICE. February 1979.
The Management Accountant Looks at EPS vs. ROI: Conflict in Measuring Performance. ALBERT D. BURGER
and STUART K. WEBSTER. August 1978. (Letter by
STEVEN L. SELSS, March 1979.)
True Rate of Return for Evaluating Capital Investments.
MOHAMMAD A. SANGELADJI. February 1979.
Safety Management
Communications and Cost - Benefit Aspects of Employee
Safety. EDWARD M. GINTER. May 1979.
Schools and Universities (See Institutions)
Securities
Accounting for Marketable Securities in Accordance with
FASB Statement No. 12. JAMES D. BLUM and HERBERT L. JENSEN. September 1978.
Securities and Exchange Commission
A New Method of Accounting for Oil and Gas Producers.
KENNETH S. MOST. May 1979.
How Corporate Controllers View the Foreign Corrupt
Practices Act. JAMES J. BENJAMIN, PAUL E. DASCHER, and ROBERT G. MORGAN. June 1979.
How RJR Put Its New MIS On -Line. JAMES H. WOOD.
April 1979.
Replacement Cost Disclosure. MELVIN C. O'CONNOR and
GYAN CHANDRA. September 1978.
Segment Accounting
Using Segment Reporting and Input- Output Analysis for
Managerial Planning. JAMES A. LARGAY III, and
FERDINAND K. LEVY. November 1978.
Simulation Models
Decision Science and the Management Accountant. JACK
A. HALE and LANNY J. RYAN. January 1979.
Making the Long -Term Investment Decision, SUK H.
KIM. March 1979.
True Rate of Return for Evaluating Capital Investments.
MOHAMMAD A. SANGELADJI. February 1979.
Small Business
Inventory Pricing Can Save Costs. GARY R. DITTMER.
May 1979.
MIS in a Small Company. April 1979.
Sports
An Accountant Profiles a Sports Franchise. LINDA S.
WICKS. MAY 1979.
Standard Costs (See also Variance Analysis)
Benefits from Standard Costing in the Restaurant Industry. MATTHEW J. MULLETT, September 1978.
Dollar -Value LIFO. M.J. AMLUNG, III. Oct. 1978.
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Standard Cost in Action. J.H. ERICSON, JR. Aug. 1978.
The Application of Exponential Smoothing to Standard
Cost Systems. JAMES O. HICKS, JR. September 1978.
(Letter by W. B. BUMBARGER, January 1979.)
Steel Industry
ROI and Inflation: U.S. Steel President Speaks Out. Staff.
February 1979.
Standard Cost in Action. J.H. ERICSON, JR. Aug. 1978.
Taxation
An Alternative Method for Income Tax Allocation. JACK
L. SMITH. July 1978. (Letter by J.A. GILBREATH,
February 1979.)
Breeding Cattle for Tax Benefits and Profit. GLEN C.
BARNETT. July 1978.
Indexing the Progressive Tax System. FRANK J. UNGER.
October 1978.
Maximizing the Present Value of Tax Savings from Depreciation. ROGER A. ROEMMICH, GORDON L. DUKE
and WILLIAM H. GATES. September 1978.
Tax Planning Tools for the Multinational Corporation.
TIMOTHY J. SALE and K.B. CARROLL. June 1979.
Taxing Capital Gains with Price Indexes. PAUL B.W.
MILLER. January 1979. (Letter by ROGER D. PERRY,
April 1979.)
Time - Sharing
Computer Time - Sharing Applications in Management Accounting. JAMES R. MARTIN. July 1978.
Hood Chooses MIS for Its Frogurt. JONATHAN DAVIS.
May 1979.
Transportation
Applying Cost Accounting to Transit System Financing.
PAUL A. DIERKS. December 1978.
Measuring Terminal Profitability. TOMMIE M. GUTHRIE,
December 1978.
Transfer Pricing
Multinational Transfer Pricing. SCOTT S. COWEN, LAWRENCE C. PHILLIPS, and LINDA STILLABOWER. January 1979.
Responsibility Accounting and Transfer Pricing: Approach with Caution. R. L. MADISON. Jan. 1979.
Transfer Pricing for Cost of Funds in a Commercial Bank.
KENT LUCIEN. January 1979.
Transfer Pricing- Japanese vs. American Style. ROGER
Y. W. TANG, C. K. WALTER, and ROBERT H. RAYMOND. January 1979.
Variance Analysis
A Variance Approach to Analyzing Changes in Return on
Investment. ROBERT F. LUSCH and WILLIAM F.
BENTZ. February 1979.
Standard Cost in Action. J.H. ERICSON, JR. August 1978.
The Application of Exponential Smoothing to Standard
Cost Systems. JAMES O. HICKS, JR. September 1978.
(Letter by W. B. BUMBARGER, January 1979.)
Zero Base Budgeting
How Florida Power & Light Installed Z -B Budgeting.
BENJAMIN L. DADY. March 1979.
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Association Activities
Amendments to the Bylaws. April 1979.
Boston '79. May 1979.
Clemens Erdahl —NAA President, 1978 -79, July 1978
Fifty -Ninth Annual Report. October 1978.
Lybrand Awards -1978. August 1978.

Nominating Committee Report. May 1979.
Notice of Proposed Amendments to the Constitution.
April 1979.
Olean- Bradford Area, Pennsylvania Northwest Sweep
Competition. August 1978.

NAA Research Publications
Financial Reporting and Business Liquidity. Morton
Backer and Martin L. Gosman. November 1978.
Industrial R &D Management, Anthony J. Gambino and
Morris Gartenberg. April 1979.
Maintenance Planning and Control. J.H. Bullock. May
1979.
Cases in Management Accounting; Context and Behavior.
Edwin H. Caplan and Joseph E. Champoux. August

1978.
Planning and Control in Higher Education. Anthony J.
Gambino. January 1979.
Proposed Funds Statements for Managers and Investors.
Harold E. Arnett. June 1979.
Replacement Cost Disclosure: A Study of Compliance
with the SEC Requirement. Melvin C. O'Connor and
Gyan Chandra. September 1978.

MAP Statements
Management Accounting Terminology /Seclected Terms:
Financial Accounting (Statement. No. 9 —Part B).
Management Accounting Terminology /Selected Terms:
Research Methodology (Statement No. 9 —Part E).
Management Accounting Terminology /Selected Terms:
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General Terms: Quantitative, Behavioral and Theoretical (Statement No. 9 —Part G).
Management Uses of the Statement of Changes in Financial Position (Statement No. 10).
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SEE WHERE
THE REAL PROBLEMS ARE
WITH OUR COMPUTERIZED
ACCOUNTS RECEIVABLE.
X 17.!`11

Wilhelm Konrad R;antgen
1$95

tie'

?,

11,'1

t�

0

An invisible ray that could pass easily
through soft materials like paper or
wood, but not denser materials like
metal, revolutionized the entire field
of medical diagnosis.
Originally called "Rontgen rays"
after their discoverer, they soon
acquired the more exotic name,
"X- rays." They were, indeed, science
fiction become reality!
In order to manage your business
profitably, you too must be able to see
through a mass of information to
identify the real trouble spots.
That's where The Service Bureau

to

fiilqt�

Company comes in.
We can take your existing records
an d econ o m ically provide you with
in form atio n y o u need to help you
co llect mo nies owed you more quickly,
red u ce b ad debt expense, and reduce
th e n eed fo r short term borrowing.
Th e same in form ation can be used
by ou r Sales Analysis system , which
allows yo u to design reports to meet
yo ur sp ecific n eeds. Reports can also
be d esigned to m onitor custom er and
pro du ct sales profitability and sales
rep resen tatives' perform ance, on a
cu rren t o r co m parative basis.

.I r
All our system s
to m ake you and your people.,
more productive by reducing
tedious, error - prone? clerical
And because of our Custom izer

concept, the Accounts Receivable
system can grow and change as
your needs change, without costly,
time- consuming reprogramming,
Good reasons to call the company
that gave its name to the entire
industry.
For more information, write to us,
Attn: Communications Dept., or look
for us in the Yellow Pages.

THE SEkVICE BUREAU COMPANY
2
t 7
r IW9 Control Data Corporation

a data services division of
CONTROL DATA CORPORATION
1;00 West Putnam Awnue, Greenwich. Connecticut t)6 N)

The revolving door
vs9
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 White Pages in key centers
throughout most of the English- speaking world.

® accounting,
ROB
ERT N L f
financial and edp personnel specialists

D

ALBUQUERQUE • ALLENTOW N • ATLANTA • BA LTIMORE • BI RMINGHAM • BO STON • BUFFA LO • 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 BRIT AIN: BIRMINGHAM • LONDON

