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Information and a variety of aids
are available for candidates planning to sit for the
December 19 79 exa mina t ion for the
Certificate in Mana gement Accounting.

The material for applying for
Application Material membership
in the Institute of
Management Accounting and to sit for the CMA examination will
be sent to you on r eq uest. A booklet describing the program, an
application form, reference forms, an examination application, and
general instructions are included in the application materials.
Boun d copi es
Questions and Unofficial
Answers for past examinations may be purchased Th e y r e p r e s e nt
an excellent way for becoming acquainted with the format and
general content of the exams. The order form
sent with the

of the Questions and Answers

app lica tio n ma ter ia l.

Re a d i n g

L i s t T h i s list repr esent s a comprehensive
selection of material to read for better
preparation for the exams. The list is available to CMA candidates
upon request.
Many educational institutions and
other organizations have developed

Review Programs

r " A A r eview c our se s. A lis ting is a vaila ble upon r eques t.

Consider it.
The request for the above items
should be directed to:

Institute of Management Accounting
570 City Center Building
Ann Arbor, Michigan 48104

If you have questions for which you need an immediate answer,
:ontact the IMA office in Ann Arbor directly by telephone (313) 662 -1986.
The Certificate in Management Accounting
A program of the National Association of Accountants
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Challenges Confronting the Retail Industry

12

A MANAGEMENTACCOUNTINGInterview
Controlling shrinkage costs and budgeting accurately in a fast - moving economy are two
major financial problems facing retailers, says Errol M. Cook, an Arthur Young partner
specializing in the retail industry.

Retailing

Inventory Shrinkage: Is It an Accounting Problem?

15

By Henry N. Schulman
When a retailer experiences losses in inventory, his first reaction is usually to suspect
theft — either by employees or customers. What really might be happening, however, is that
his system of inventory control is ripping him off.

Improving Credit Collection Responses

18

By Bart P. Hartman and Dan C. Smith
If you change the physical format of your delinquent accounts collection notices, will it
improve your cash flow? Before making a decision to invest in a different system, this
retailer tested new vs. old methods and got surprising results.

Managing Inventories and Profits through GMROI

22

By John T. Ahern, Jr, and Patrick L. Romano
Concerned with gross margin and inventory turnover, many retailers today are using the
GMROI method for not only performance measurement, but also to coordinate merchandise objectives.

Accounting
and
Reporting

Taxes

The Future of Forecasting

27

By Wm. Brent Carper, M. Frank Barton, Jr., and Haroldene F. Wunder
Management's forecasts in their present format will not be used by either investors or
financial analysts. The evidence for this surprising conclusion is based on a number of
different surveys.

Summarizing the Foreign Earned Income Tax Act of 1978

32

By Charles A. Simms, Jr.
The controversial but never - enacted Tax Reform Act of 1976 would have drastically raised
income taxes for most Americans working in foreign lands. In 1978, however, the Foreign
Earned Income Act officially assigned the 1976 Act to limbo. In so doing, it transformed the
tax laws for expatriates.
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The High Price of Beef: How One Company Accounts for It

37

By Kailas J. Rao
Low profit margins, a cattle shortage, unemployment and reduced operating hours earmark today's meat packing industry. The retail cost concept is one method that zeros in on
a meat packer's costs, thus permitting more accurate pricing of its products.
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How to Cope with Reverse Discrimination in Executive Benefit
Plans

41

By R. David Sprinkle and William E. Hall, Jr.
Here is a plan to bring benefits for executives up to a level more in line with that of rank and -file employees that provides maximum flexibility and tax leverage —and a way to recover all costs, too.

Financial Leasing: What's the Best Replacement Cycle?

45

By Joseph A. Loretucci
What is the optimum replacement cycle for a leased automobile fleet? By applying present
worth concepts, the management accountant can determine specific answers that will
help save money for his company.
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For best manuscripts submitted in 1978 -79, Gold Medal is presented to Alan P. Mayer Sommer and Stephen J. Laycock; Silver: Jack C. Bailes and Stephen A. Wendell; Bronze:
William F. Bentz and Robert F. Lusch.
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PRESIDENT'S PERSPECTIVE

The Challenge and Our Response

MANAGEMENT
ACCOUNTING
(ISSN0025 -1690)

There is a growing recognition both here and abroad that NAA is an
organization of professional substance. Our Association has gained
this reputation because of a number of trends that have converged in
the last decade and because of our response to these trends.
The increasing complexity and sophistication of national and international business
organizations has created an unprecedented demand for the skills of the management
accountant and financial executive. A sharply rising rate of inflation, an increasing
plethora of government regulation, and demands of society for performance and information disclosure, have reinforced and
broadened this demand.
As the only organization positioned
squarely across the field of management
accounting, NAA has responded. In the last decade, the Management
Accounting Practices Committee was organized. NAA's voice became
a factor in the establishment of accounting practice and standards.
The Institute of Management Accounting was established and the Certificate of Management Accounting became a prestigious recognition.
The Continuing Education Programs were broadened in scope to
reach a l arger nu mber of managemen t accoun tant s an d accoun ting
research activities were expanded and made more responsive.
In carrying out these activities, we have been responsive to our
objective to provide high -level technical assistance to the accounting
and financial operations of business enterprises. We have fulfilled this
role through our members by providing them with opportunities to obtain the technical and judgmental skills and the professional attitudes
to contribute to their organizations.
In a rapidly changing environment we must not be complacent about
our past achievements. There is always more that can be done —always another challenge. We must continue to upgrade the quality of all
the educational and professional services offered by NAA. I shall encourage continuing efforts to improve and broaden the professional
thrust of our programs. I shall continue to encourage all members to
improve their participation in NAA, taking advantage of its many avenues for becoming more expert in management accounting.
Accounting and finance executives are playing a greater role in industry and in government. Management accounting expertise is in
strong demand and the opportunity for further growth is almost unlimited. Management accounting has an extremely valuable continuing
function in today's world. If we do our job well, the organizations that
we are associated with will be aided in accomplishing their functions in
our society and we will all be better off as a result. I hope that our
90,000 members will make a commitment as we start a new Association year to strive for excellence in the way we perform in our many
areas.
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publicly -owned corporations should not also be
marketing non - accounting services to those clients, he said: "I believe the Metcalf subcommittee put forth a sensible, fair and easily- enforced
proposal for solving the problems associated
with management services...." He went on,
"We in Congress are giving the accounting profession every reasonable opportunity to put its
house in order. If the profession cannot or will
not look beyond its immediate self- interest,
then we will be forced to consider other alternatives to protect those who don't share its
privilege of self - regulation." Sen. Eagleton
plans to hold hearings on accountants' progress in self - regulation.

Data Sheet
Robert F. Randall, Editor

SEC Warns on Nonaudit Jobs

will

will

The Securities & Exchange Commission has
voted to warn accounting firms and their corporate clients that a number of nonauditing services being performed by CPAs for their clients
may impair their independence and thus violate
SEC rules. The Commission purportedly
list
six categories of nonaudit services that bring
into question the auditor's independence: actuarial services, plant surveys, consulting on employee benefits and compensation, consumer
surveys, public opinion polls, and psychological
testing. According to SEC sources, the statenot actually proscribe auditors from
ment
performing such services for their clients, but it
was strongly suggested that the agency would
find them improper if it was called upon to
judge them in an enforcement action. Earlier
this year, the Public Oversight Board set up by
the American Institute of CPAs concluded that
major new restrictions on such "management
advisory services" aren't needed.
... In another action the SEC approved in
principle a rule intended to encourage companies to make earnings forecasts by protecting
them against fraud charges in cases where the
forecasts did not pan out. The action came
against the background of internal dissension
within the SEC staff. The Division of Corporate
Finance endorsed projections with limited requirements while the Division of Enforcement
expressed strong doubts whether a corporate
disclosure program could be monitored.

Sen. Eagleton Speaks on CPA Services
"One of the most difficult problems we have
encountered is what to do about accounting
firms which provide non - accounting management services to their corporate audit clients,"
Senator Thomas F. Eagleton (D -Mo.) told a
meeting of the Association of Data Processing
Service Organizations. Pointing out that the
Metcalf subcommittee, which he now chairs,
had agreed that accounting firms that audit
MANAGEMENT ACCOUNTING /AUGUST 1979

Fed Chief Calls Signals: 1 -5 -10
G. William Miller, new Secretary of the Treasury, has a new game plan for businessmen
and women. He called the signals for the plan
during a huddle with the Advertising Council: 15-10. It stands for a new policy of liberalized
depreciation in which all mandated investments
for environment, safety, and health would be
written off in one year. All new investments for
productive equipment would be written off in
five years, and the capital in structures and permanent facilities would be written off in ten
years. The results of this strategy, according to
Chairman Miller, "would be to reduce the unit
cost of production, to reduce the units of energy required for output, to improve our technology, to improve our competitiveness in the
world, and to break the cycle of wages chasing
prices and prices chasing wages."

Business Accounting Briefs
Cost accountants rank highest in demand
among entry-level accounting financial job candidates, a survey by Fox - Morris Personnel Consultants shows. As a result their salaries have
increased 22.5% to an average of $28,100.
One of the most pronounced trends is one
toward more and more specialization in accounting and finance.... Capital spending in
1979 could rise by as much as 20 %, the Conference Board says.... Write Panel Publishers,
14 Plaza Rd., Greenvale, N.Y. 11548 for a free
copy of a new monthly newsletter, Tax, Financial and Estate Planning for the Owner of a
Closely -Held Corporation.. , , " Expedient gradualism" is threatening the free enterprise system, says Chester B, Vanatta, Arthur Young
managing partner. Symptom of the disease:
The making of decisions under the scrutiny of
the regulators.
5

Management
Information
Systems
Henry C. Lucas, Jr., Editor
Chairman, Computer Applications
& Information Systems Area,
New York University

Managing Information Systems
In our last column we discussed some of the
problems that inhibit the effective management
of information systems in the organization. We
focused on the conflict that seems too often to
develop between users and the information
systems staff. Often these problems occur because of mutual misunderstanding and an inability to communicate. Too frequently, the information services staff does not know how to
present alternatives to management for making
decisions.
In order for managers to deal effectively with
information and the computer department staff,
they must understand something about information systems. The computer department
staff must also understand something about organizations and how to relate to users and
managers.
One approach that we used at the New York
University Business School (and have tried in
several companies through in -house seminars)
is to offer two courses, one for the systems
staff and the other for user - managers. The
course for the systems staff is on implementation, a process that begins with the first idea for
a system. The thrust of the course is on organizations, how they operate, and how individuals
react to the design of systems. The course has
a heavy behavioral component and contains
very little about technology.
A second course attempts to help a user of
information systems make intelligent decisions
about them. The course covers computer fundamentals, the selection of computer applications, systems analysis and design, and related
topics. It is aimed at helping the manager learn
how to be an intelligent user of systems and an
6

intelligent decision maker about information
processing in the organization.
There are a number of topics where user input in the management of information processing is vitally important. The course described
above helps the manager develop an understanding of these topics so that he or she can
manage effectively. In subsequent columns we
shall discuss some of these areas of managerial concern:
1. Planning. It is important to develop a plan
for information systems, even though technology is changing rapidly. The information services
department is the wrong place to control planning; its participation is necessary, but a plan
must be the product of users and the systems
staff working together.
2. Setting priorities and allocating resources.
One of the most critical decisions facing an organization is what applications to develop for
computers and how to allocate resources to
applications areas. The decision again should
not be abdicated to the systems staff; users
can and should make the decision on priorities
and resource allocation.
3. Selection of alternatives. Too often, the
user is presented with a choice of one new system or doing nothing. Any new application
should have several alternatives selected.
Then users working with the system staff can
choose the most appropriate alternative.
4, Evaluating software packages. As the
costs of hardware are reduced and the labor
required to develop a system becomes more
expensive, the industry is turning more to software packages and extra high -level programming languages. Users are affected significantly by packages and this type of system can be
the most difficult to implement. Users must become skilled in analyzing packages and making
decisions about their acquisition.
5. Participation in a steering committee.
Many firms are turning to steering groups, MIS
Councils or some type of a committee to help
make decisions about information systems in
the organization. If handled properly, a committee can be an extremely effective way to manage information processing in the organization
and create integration between users and the
systems staff. Unfortunately, many organizations and systems staffs do not know how to
establish or use such a committee effectively_
6. Audit and control of application. As we become more and more dependent on computer based systems, their reliability, accuracy and
integrity are of major concern. The user must
be satisfied that there is adequate control over
processing so that the firm cannot be damaged
by system errors and failures.
Continued on page 64
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"Up and running at
Peugeot in sixty days."
"Peugeot, producing 2.5 million vehicles a year, is now the third largest
automobile maker in the world. Domestically, Peugeot needed a
comprehensive data base - oriented financial reporting system that could be
implemented quickly, with the least amount of impact on data processing
and accounting staffs and resources.
"We did not want to 're- invent the wheel', and after a thorough
review, we selected Software International's Accounts Payable software
package to start. We planned to follow that with their General Ledger
a year later, but since Payables went in smoothly in only 60 days,
we installed the Ledger six months ahead of schedule.
F E V GE M
James F. Miller Assistant to the President
MO T O R S O F A ME R IC A , INC .

"There was no need for either accounting or data processing to compromise with either system. Prior to choosing Software International, we
surveyed their customers and our 'Big 8' auditors, and were well satisfied with reliability, field support and system performance,
"Preparing for anticipated growth in the U.S. market,
Peugeot recently completely reorganized its field operations.

Changing from seven regions to three zones meant realigning
our reporting system to the new organization. Within 24 hours, the
General Ledger provided us with necessary management reports
without skipping a beat."
Bernard F. Steiner Treasurer
PEUGEOT

MO T O R S O F A ME R IC A , INC .

General Ledger and Financial Reporting
Fixed Asset Accounting • Accounts Receivable
Accounts Payable • Payroll/ Personnel
Net Change Manufacturing Resource Planning

More than software . m . results.
^'
`.

"We believe, and more than 1500
major corporations around the world
back us up, that we offer the most
cost- effective, reliable and easy to- use - financial and manufacturing
control systems available.
''But 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.

Donald K. Lane
President, Small Business System Division
Software International Corporation
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Please send me your free literature about the FINANCIAL
REPORTING SYSTEMS

'

LARGE COMPUT ER SYST EMS —
lor users of IBM. BURROUGHS.
DEC, HONEYWELL. UNIVAC and
ICL computers
Financial
L. General Ledger

SMALL COMPUT ER SYST EMS —
for users of System 3 and other
IBM. Burroughs. Umvac 9030.
Honeywell 62. HP 3000. Wang
Interdata and most popular busy
ness minicomputers
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� , General Ledger
C PayrolbPersonnet
L Accounts Payable
a Accounts Receivable
Fixed Asset Accounting

Payroll;Personnel
Accounts Payable
Accounts Receivable
Fixed Asset Accounting
Manutscturing
Material Requirements Planning
Masser Production Scheduling
Capac,ly Planning

MA879

Comprehensive R
M
epoA Generator
FlLETAB

C Shop Floor Control -:. Purchasing

Name

Title

Company
Address
City

state

zip

Computer System
Phone
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Elm Square. Andover. Mass 01810 (617) 476-5040
Atlanta (404) 252.9890 • New Yak (914) 332.0040 • Washington, D.C. j301) 770.6460
Chicego (3121296.3500 • San Drego (714) 292.9833 • Toronto 1416) 662 -%21
Houston (713) 444 -3346 • Columbus. OH (614) 773.2167 • San Francesco (415) 433 -S797
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Management
Accounting
Practices
Louis Bisgay, Editor

SEC Chairman Urges More Realistic
Reporting
Harold Williams, chairman of the Securities &
Exchange Commission, told 400 executives,
bankers, and accountants that an enormous
perception and credibility gap exists between
financial reporting and economic reality and
that the gap is widening. Speaking at a conference on financial reporting and changing prices
sponsored by the Financial Accounting Standards Board on May 31 in New York City, Mr.
Williams said "Conflicting reports of record
profits on the one hand and inadequate earnings to maintain and expand capacity on the
other serve only to confuse the public and political leaders.... Unfortunately daily press reports of record earnings fail to communicate
the effects of changing prices in a meaningful
way ..."
The business community and the accounting
profession, Mr. Williams added, "are running
out of time in which to develop meaningful solutions to this problem. We are at a critical point
in assessing the ability of the private sector to
move responsibly in addressing the financial reporting issues that confront us today." Mr, Williams indicated that while the currently proposed inflation accounting standard offers
"significant potential for meaningful progress,"
it may be too flexible and suggested that the
Board consider narrowing the alternative approaches.
Earlier in the day, Paul W. McCracken, a professor at the University of Michigan and former
chairman of the President's Council of Economic Advisors, told the group "a fundamental
erosion has occurred in the capability of the
American economy to sustain gains in productivity and real incomes." Dr. McCracken noted
that the decline in capital formation in recent
years has, in part, been fostered by the often
unrealistic results indicated by financial reporting on a strictly historical -cost basis.
8

Shortly after the conference, the Board conducted three days of public hearings on its proposal for supplementary reporting on changing
prices. Among those who gave oral presentations and responded to questions by Board
members were Robert Shultis and Harold Arnett, representing the MAP Committee and
NAA.

SEC Offers `Safe Harbor' Plan
The SEC, at an open meeting, approved a
"safe harbor" rule intended to protect companies that make public forecasts from legal
liability should the projected results fail to materialize (MAP, April '79). Companies will be
protected if their forecasts are made on a "reasonable basis" and "in good faith." The ruling
applies to firms that report to the Commission
or have filed registration statements. Assumptions underlying a forecast do not have to be
disclosed, although disclosure is encouraged
especially since the "safe harbor" rule applies
only to assumptions that are disclosed. It
should be noted that public forecasts, themselves, are not required by the SEC but are encouraged. In addition to projections of revenues and expenses, the "safe harbor" rule will
apply as well to statements of management's
objectives and plans, forecasts of capital expenditures, and statements of future economic
performance contained in the analysis of the
summary of earnings.

FASB Amends Statement No. 13
Statement No. 27 is an amendment to Statement No. 13 (Accounting for Leases) and requires a lessor "to classify a renewal or an extension of a sales -type or direct financing lease
as a sales -type lease if the lease would otherwise qualify as a sales -type lease and the renewal or extension occurs at or near the end of
the lease term (MAP, July '79)_ If the renewal or
extension occurs at other times during the
lease term, the prohibition in FAS No. 13
against classifying the renewal or extension as
a sales -type lease continues in effect. Statement No. 27 does not affect the classification
of leases resulting from changes in the provisions of existing leases or the accounting for
changes in the provisions of a lease if those
changes occur during the lease term. Statement No. 27 is effective for lease agreement
renewals and extensions recorded as of September 1, 1979 or later; earlier application is
encouraged.
Continued on page 57
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Don't wait!
Call for Kelly Services,
the temporary help people.
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Your Libra Letters TO THE EDITOR
Guide
Caution to Readers

The latest publications for
accounting and financial executives
Write or call for a free issue.
The bimonthly ACCOUNTING AND FINANCIAL EXECUTIVES LIBRARY NEWSLETTER
helps accountants and financial managers
maintain excellent professional hook collections for their personal or departmental
libraries. Each issue recommends and
reviews the best in new finance and
accounting publications and provides complete instructions for ordering any books you
choose directly from the publishers. The
A &FELLA enables you and your staff to have
ready access to the best available information sources at reasonable cost.

I would like to caution readers of the
article by Largay and Levy, "Using Segment Reporting and Input- Output
Analysis for Managerial Planning,"
(Nov. '78) that the derivation in Exhibit
4 could be misleading. The middle lines
of the Exhibit
P * Y + Y = X = 0— P * )X = Y=
X = (1 — P *) 'Y
contain far too many equal signs that
could easily confuse a reader. The second and fourth equal signs should have
been either left out or replaced by semicolons for greater clarity of the steps involved in the derivation. Thus:
P * Y +Y= X; Y= X —P * X;
Y = X(1 — P *); X = (1 — P *)'Y
Arnold Barkman
Asst. Prof. of Accounting
Texas Christian Univ.
Fort Worth, Texas

■
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T h is Is N lo t A
Fra nc his e. .. Only A
Phenomenal
Ac u n u nt in g
Opportunity
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 accounting. bookkeeping and
tax practi ces. streamlined by Our own
computer systems.
Your total investment Of $8500includes A
training seminar, all instructive materials
and Your PBS starter kit. travel, meal and
lodging expenses whi le attending the
seminar at PBS headquarters. 3000 leads
to p r o s p e c t i ve c l i e n t s i n y o ur
marketplace. on -going marketing and
operations support programs: and all inc lusive sales package, inc ludi ng
pr o j ec t o r and f i l m to he l p y o u
successfully market your practice, even if
you have never sold anything before in
your life' Finally. as part of our support
service. our toll free "Dial -an- Answer"
gi ve s y ou i n s t an t . pr o f e s si o n a l
consultation on all phases of your
practice
For more information and a sample
startup kit, call now, toll free. 800/6389390 In Maryland. call 301,1727-4600

Tom Morris, III, V.P. Development
Professional Business Systems
Co., Inc.
Suite 253
World Trade Center
Baltimore, Maryland 21202
,tRllX_ax_%%l1rswc
SVSTEn•s. rnr.
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Adding a Dimension
■
.

I read with deep interest the article
"The Management Accountant Looks
at EPS vs ROI: Conflict in Measuring
Performance" (Aug. '78). This article
was excellent, well timed, and from an
accounting sense, well explained.
However, I would like to add a dimension from an investment standpoint.
I am the manager of trust investments
for a medium -sized bank responsible for
a variety of investment vehicles. I have
felt for several years that in analyzing
both common stocks and bond alternatives that ROI was becoming a more
useful vehicle than EPS as a measure of
management expertise in an inflationary
environment.
In my opinion, one of the major reasons investments in common stocks
have not kept pace with inflation over
the past 12 years can be attributed to a
stress placed upon EPS rather than
ROI, as it is now becoming clearer that
more and more companies are faced
with old facilities in mature markets
with labor union pressure to maintain

job security at all costs. Managements,
in general, have lost sight of the fact
that the fundamental basis for future
growth rests with ROI rather than
strictly EPS. Thus, as inflation increases, the need to generate additional ROI
just to cope with pressure of these future costs becomes more important than
EPS per se.
So managements begin to face the
conflicts arising between increasing EPS
and, subsequently, cash dividend while
maintaining competitive growth characteristics on a static or declining ROI
base. We can see this clearly illustrated
in the steel, rubber, shoe, and textile industries as managements grope to place
the blame on labor unions, foreign competition through imports, and so forth.
Thus, investment dollars continue to
flow to those industries and companies
that demonstrate their ability to cope
with inflationary pressures through a
management recognition of ROT coupled with a consistent approach to EPS
growth.
Thanks again to Albert Burger and
Stuart Webster in addressing this very
basic and fundamental problem.
Paul Heer
Vice President & Trust Officer
First American National Bank
Nashville, Tenn.

Lesson of Cleveland
The near financial collapse of many cities, e.g. Cleveland, indicates a need for
improved municipal accounting and reporting. Perhaps combined efforts of
MANAGEMENT ACCOUNTING and Journal of Accountancy will hasten the development of the long overdue revisions.
Now is the tim e for MANAGEMENT
ACCOUNTING to consider a theme on

governmental accounting and reporting
in one of its issues.
Kailas J. Rao
University of Wisconsin—
Milwaukee
Milwaukee, Wis.
Watch for our October issue on the
theme, Governmental Accounting. Ed.
MANAGEMENT ACCOUNTING /AUGUST 1979
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The difference between a retailer and
a manufacturer is that the retailer puts
his inventory in the show window
while the manufacturer can hide it in
bins at the rear of the factory.
This, of course, is an oversimplification but it capsules the major problem
of retailing: control of inventory. With
shrinkage now running about 2% of
sales, it is clear retailers have a greater problem than manufacturers. Often, the accounting people do not
have the control that they would like
to have because merchandising managers control inventory, and, naturally, they might tend to stress keeping
enough merchandise on hand to
meet consumer demand over cutting
costs by close and continuing supervision of inventory.
The management accountant, however, assisted by the merchandise
controller, can make a meaningful
contribution to the retailer's bottom
line. An article by Henry N. Schulman,
for example, suggests that accountants take another look at the inventory system to see if there really is a
shrinkage problem or an accounting
problem.
Like other industries today, retailing
is plagued with external factors which,
seemingly, are uncontrollable: inflation, energy shortages, union pressures, wage and price guidelines, and
legislation of which the Foreign Corrupt Practices Act is only the latest restriction. In light of these pressures,
better financial planning and control
becomes more imperative than ever
before.
This special issue on retailing explores some of the common problems
shared by both retailers and manufacturers and some of the problems that
are peculiar to retailing. It is a look at
another dimension of management
accounting that may have been neglected somewhat in the past.
❑

i

Problems of Retail
Accounting

W e 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 wantthem to getthejob done with no ifs, ands, or buts
... QUICKLY.
You want them to be slightly over - qualified so your people
won't have to spend their valuable time explaining what is
needed.
You want these people to come in, do the job, and leave.
That's what our people want too!
This is why we say the sooner you fire us, the happier we
will be.

aamunten
A reor ster ed

Trade Mark of t he R oberr H alf

Organization

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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Challenges Confronting the
Retail Industry
There is a renewed emphasis on documentation and adherence
to internal controls in the retail industry because
of the Foreign Corrupt Practice Act,

Errol M. Cook is a partner and chairman of the
National Retail Group at Arthur Young & Company. He is a past president of the East Bergen -Rockland Chapter of NAA and served on the National
Committee on Public Relations. Mr. Cook is on the
board of directors of the Internal Auditors Group
of the National Retail Merchants Assn. (NRMA),
and is on their Accounting Standardization Committee. He also represents Arthur Young in the National Mass Retailers' Institute (NMRA an organization for retail discount chains. Both of these
associations are considered the leading industry
spokesmen. Over the last several years, Mr. Cook
has written articles and spoken extensively to retail
industry groups around the country on such topics
as white collar crime, executive perks, auditing advertising agencies and costs, and budgeting and expense control. He was interviewed in his New York
office at 277 Park Avenue by Morris Gartenberg,
technical editor.
What would you say are the biggest problems
confronting the retailers of today?
There are many. One of the most significant is
competition. There is competition from the general merchandise department stores like Gimbels,
Macy's, Saks and Bloomingdale's. Second, there
are national chains, like Sears, Montgomery Ward
and K -Mart. Third are the discount chains, such
as Wal -Mart and Vornado and, fourth, are the
specialty stores that include the catalog showroom
merchandisers. These merchandisers are usually
12

not found in big cities but have catalog operations
and, in many cases, showrooms, where a consumer can order directly and usually leave with the
purchase. For example, Sam Solomon Company,
Inc., in Charleston, S.C., is a growing retailer in
this type industry. The company has a catalog operation as well as a full service store where you
can select the merchandise directly from the floor.
So you have these four elements all competing
against each other.
Another major problem I see is the "big city"
versus the suburbs. Take New York City as an
example —it can be a difficult problem trying to
decide whether a downtown or big city department store is really the way to go. Ten years ago,
most large retailers had a major downtown store
as its base. You might recall that Stern's had a
midtown department store but they closed their
New York store and moved out. There are several
others around the country that are facing the decision of whether their downtown hub store should
be their base of operation.
I believe there'll still be a need for downtown
department stores. It really is going to depend on
the way large city operations and populations
progress. The question becomes whether you can
support a full -line department store. Now, when I
use that term, 1 don't mean stores like Saks or
Neiman - Marcus because they are, to some extent,
specialty stores. But, the question is whether a
city is able to support stores such as Wanamaker
in Philadelphia or Woodward & Lothrop in
MANAGEMENT ACCOUNTING /AUGUST 1979

What would you say are the means of evaluating the strengths and weaknesses of retailers?
There are really two ways to evaluate a retailer.
Let's go into the financial aspect of it first. Key
statistics are the number one means of evaluating
a retailer financially. Ifyou're evaluating retailers,
you must evaluate similar retailers. For example,
you can't compare Saks Fifth Avenue with Sears.
An evaluator can't generalize and just say, let's
look at the retail industry. He has to be able to
analyze it by type of retailer. I would say that the
two biggest indicators of the success of a retailer
are gross margin and sales per square foot. A
third is going to be their bad debt history because
many retailers have their own charge accounts. A
fourth, obviously, is net income.
MANAGEMENT ACCOUNTING /AUGUST 1979

Escalator well enclosure, gift shop, and sportswear
at the new I. Magnin, White Flint Shopping Center in Bethesda, MD.
Photo courtesy of CNI International, Inc.
display

Washington. There are studies constantly being
performed on the problems of maintaining a "big
city" department store. One of the many factors
being studied is the increasing amount of security
problems in larger cities like New York, Washington or Philadelphia. One of the most significant
expenses ofa department store operation in a major city is their security and shrinkage costs —be it
internal or external. I see that as a major problem.
I see another challenge confronting the industry, and that is the ability to forecast or budget in
an economy that is moving as fast as the one we're
in right now. In most industries, you can project
sales of merchandise that you are manufacturing.
There is demand, back orders, and, based on some
type of historical cycle, a company can plan
enough lead time to be able to manufacture goods
for sale. In the retail industry, they do not have
that flexibility. Many months before, they must
commit to ordering from manufacturers a certain
amount and type of goods. However, many things
can have a dramatic effect on the forecasts and
budgets—if the economy goes down, or fashions
are misread, or there is unusually bad weather, or
if there is a major newspaper strike.
Another major problem for financial management and auditors ofa retail company is establishing the proper provisions for inventory shortage
or shrinkage because, in many cases, they take
their inventories other than year- end— particularly when they have interim financial periods. The
majority of retailers are on a January 31 year -end.
Therefore, a physical inventory is taken in January and it's usually a clean cut -off. But ifthere is a
December 31 retailer or they require interim financials and they must estimate a shrinkage reserve, then they must evaluate prior inventory
shortages, shrinkage numbers and other key statistics. In connection with recent significant emphasis on accounting systems and internal controls— particularly management's evaluation and
reporting thereon —this area is receiving renewed
attention.

When we evaluate our own clients or assist
them in acquisitions, we look at a company's bad
debt history and how they maintain their accounts
receivable. Unusual receivable positions and
transactions can make or break a retailer, especially ifhe is in a certain geographic area. Receivable collections are directly related to the economy. I think these areas on the financial side are
very significant. They're related, too, because
whenever you look at gross margin and sales, you
also have to look at inventory turnover. An analyst must look at the relationship of inventories to
sales to gross margins. In reviewing inventory, an
evaluator must also look at a retailer's markdown
history. A key question is —are they giving extensive markdowns to generate sales? Several retailers a couple of years ago had to take extensive
markdowns to move inventory. They had a lot of
volume but weren't profitable.
Merchandising is another consideration for
evaluating a retailer, and one that I can only
speak of as a consumer and, as a person who
knows the retail industry, but not as a merchant.
Many will evaluate a retailer on his displays, how
he's setting up his store and the amount of money
spent to moderize and update a store. Evaluating
a retailer from a merchandising standpoint means
keeping current with new techniques, being able
to invest new money in a facility, and keeping the
store looking good.
What should a retailer's financial management
look at in attempting to improve profitability and
turnover?
One of the first things and, as I mentioned previously, particularly in major cities, is the physical
13

The retailing
industry will be
one of the most
highly
computerized
operations in
the future.

control of inventory because of the high shrinkage
that occurs, whether it is shoplifting in the store
or theft at a receiving dock. Both internal and
external theft is a significant cost. In the retail
industry, significant attention must be paid to this
by management. Another key objective to improving profitability is for management to be current
on the receivable and collection status. For example, decisions on aging of receivables and as to
whether a company is better oft with their own
accounts or to go the way of bank cards. Further,
an additional trend is having an outside group
take over all credit collections, billings, financing
and accounting. Several large banks are expanding
into this area whereby they provide all the services, including the EDP function. Usually, the
customer will not know that his account is being
handled by someone other than the retailer. Further, at least one bank specializes in offering marketing concepts.
Another important factor is to review the profitability of departments in an operation. There's
been a trend for several retailers to de- emphasize
the hard lines, such as appliances, refrigerators
and furniture, because they require a tremendous
amount of capital and space. As I said before, retailers like to evaluate themselves on sales per
square foot, and, when they don't have a high utilization area and a high ticket item, they must
evaluate their cost of maintaining that inventory
and the facility. More and more, over the last few
years, we see some of the big stores de- emphasizing the high ticket, hard line area in order to increase their margins.
Does computer technology play a significant
role in a retailer's management and accounting
system?
That really ties into another question you asked
before dealing with improving turnover and profitability. A retailer has a tremendous amount of
paper. I believe this volume may be second to a
bank in amounts of paper and number of transactions. A retailer that is completely computerized
and doesn't have a lot of current implementation
costs obviously is better off than one that is still
generating paper and hard copy, which requires a
tremendous amount of back -office help. There's
no question that more and more retailers are going to what we refer to as POS or point -of -sale
systems. In addition, retailers who are on POS,
let's say for five or ten years, are now looking at
ways to enhance their systems, getting new types
of POS equipment and going into variations of
POS that require less manual assistance in order
to generate more operating reports. For example,
several retailers are now going into "wanding."
That's when you go into a store and you're ready
to check out and they take a wand and run it over
a label that automatically calculates the price and
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gives you the stock number. They can then generate sales reports, merchandise reports, inventory
reports and, of course, receivable and collection
data. We see supermarkets and more and more
stores going into this area. Along with banks, the
retail industry is one of the most highly —and will
be one of the most highly --- computerized operations in the future. It has to be. The number of
transactions is just too high to rely on manual
systems.
So you would say there is a direct relationship
between computer technology and decreasing
transaction cost?
No question about it. Some of the key statistics
retailers look for are sales and number of transactions and average sale per transaction, among other type statistics because this is important to
them, particularly for determining labor costs.
Obviously, if someone has to sit and write up a
ticket and then go to a cash register versus having
it a point -of -sale transaction, management would
naturally choose POS because they should be able
to handle many more transactions in the same period of time, with less people. I would say every
major retailer is on some type of computer or POS
system.
Do you feel that U.S, retailers may go international and open branches abroad?
If anything, I see it happening the other way. If
we look at what's happening in the United States,
we see many foreign companies taking over U.S.
operations. We see, today, a Canadian company
after Woolworth, a British company owning Gimbel's and Saks, a European company owning Ohrbach's and a German group owning A&P. In
many cases, the foreign operation has its own
chains under its own name. For example, we see
Japanese companies, with stores like Takashimaya, in the U.S. and English companies with stores
like Conrans.
Is there any difficulty in attracting and maintaining competent employees in the retail industry? Is compensation adequate when compared to
other industries?
We've done various studies relating to the retail
industry in general on the question of compensation. The study we performed in 1978 indicated
that the retail industry ranks seventh in relation to
top management compensation by industry —
that's seven out of 18 industries. That's on an
overall basis. If you break it down to, let us say,
just chief executives in retailing, they've gone all
the way down to 18th place. It's an interesting
switch because in 1970 the retail chief executives
ranked number one in our analysis. We have seen
a definite slippage over the years of retail compenContinued on page 21
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Inventory Shrinkage:
Is It an Accounting Problem?
Shrinkage is a warning to the retailer that his company is not in
control of its inventory. It is this lack of control —of not knowing
what is causing the shrinkage —that is most unsettling.

Inventory shrinkage is a term that sends fear
through the hearts of the strongest mass retail executives. For, to put it simply, shrinkage means
that there are fewer dollars of inventory on hand
than the books show should be there. Because the
discount mass retailer works on low profit margins, significant inventory shrinkage could wipe
out his bottom line profit, which usually runs below 3% of sales.
Shrinkage also is a warning to the retailer that
his company is not in control of its inventory. It is
this lack ofcontrol —of not knowing what is causing the shrinkage —which is most unsettling because the initial reaction may be to conjure up
visions of massive thefts by customers, employees
and vendors. Although thefts do occur, it is to the
corporate financial executive's advantage to test
his company's internal reporting and inventory
computation system first — before calling in the
auditors and security people.
Shrinkage Analysis
There are two major areas that can be quickly
reviewed to get a financial "handle" on where the
shrinkage may be occurring. These are the method of booking purchases and the method ofpaperwork cutoff at physical inventory time.
In a mass retail environment, items ofmerchanMANAGEMENT ACCOUNTING /AUGUST 1979

dise are not individually accounted for. Rather,
total retail dollars are grouped by categories of
merchandise, known as departments, or, in a less
precise manner, by the total dollars in a store.
Therefore, shrinkage cannot be attributed to specific items but is applied to a large class or location of merchandise.
Let's create a company called the Super Colossal Discount Store or Super, for short.
Super Profile 12/31/78:
Number of stores:
Selling space:
Selling depts:

Years in business:
Avg. bottom -line net
profit, 1974 -1976:
Average shrinkage,
1974 -1976:
Shrinkage aberrations:

one
300,000 square feet
all merchandise
grouped in one
dept.
five
1

%

By Henry N. Schulman
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of sales after
shrinkage loss

2.17% of sales
1977: 0.67% of sales
1978: 7.65% of sales

We will now undertake a four -step analysis of
inventory and the shrinkage problem.
Step One: Trends
It is essential when shrinkage occurs that it not
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be observed in a vacuum; rather it should be examined in light of recent history. Therefore, Table
1 is prepared in retail dollars, and Figure 1 portrays the information graphically.
It appears that something drastic happened in
1977 and 1978 to cause the wide savings from the
norm established in 1974 -1976.
Step Two: 1978 Activity
Initially the elements contributing to a year's
inventory activity will be displayed as if all transactions were handled correctly (even if this is not
the case). Table 2 shows the 1978 inventory activity expressed in retail dollars.

METHOD 1: THE ACTUAL RETAIL DOLLAR
METHOD
Using the f irst m etho d, the buye r will cre ate a
purchase orde r listing th e item s to b e purchased,
their costs, and the retail price, which will be
m arked on the m erchandise and also recorded on
the books. The sam e docu m ent is used to receive
the good s, m ark the good s, and r ecord th eir purchase. See Table 3. In addition, e ach item will be
m arked at retail in the store exa ctly as shown on
the purchase order, and the sam e retail dollars
will be posted to the books,
Books

Store

Shrinkage

$173

$173

0

Step Three: 1978 Purchase Analysis

P.O. # 1478
(at retail)

The first major activity item is purchases and
the method used to calculate the book inventory
(either Method 1 or Method 2 below) is examined
to determine whether it causes any physical distortions with the retail dollars in the store. Super
uses Method 2 accounting.

METHOD 2: BOOKING PURCHASES AT A
STANDARD MARKUP PERCENTAGE
Under the second m ethod, th e buyer e stim ates
that all purchase s will a verage a particular m arkup (assume 40 %).

Table 1
OBSERVING THE TRENDS
Year

Sales
Tho usands

1978
1977
1976
1975
1974

17,000
15,000
14,000
12,000
10,000

Shrinkage
Tho usands
% of Sales
1,300
100
300
250
230

7.65
0.67
2.14
2.08
2.30

Each item of merchandise in
the store will still be marked at the same retail,
but the same purchase will be recorded differently —using a 40% markup no matter what the actual retail is.
Using the same purchase as shown in Method
1:
Bo oks
P.O. # 1 478
S to re at retail ( T ab le 3)
Bo o k c alc ulatio n:
Markup %

Figure 1
SHRINKAGE AS A PERCENT OF SALES (sales in millions)
18 17 -

8

�►
.�

16 15 -

.�

6

14-

� r

13-

4
12-

� A(

'

= Retail —cost
Retail

or,
Retail =

Cost
1— Markup

$106

$177

1-40%

$177

_
%

$173

$4

Notice that here the purchase alone created a
built -in shrinkage.
There are, however, two flaws in Method 2. It is
entirely possible that, based on purchases alone,
the books and physical merchandise will never
agree. Also, a shrinkage /overage effect is created
solely from the recording of the purchase on the
books.

Effect on Shrinkage
Sales (Table 2)

0

SALE S-------- - SHRINKAGE

$173

In 1978 the buyer did not have a good year, and
his purchases actually averaged out to a 37%
m arku p, o r 3% below t he s tand ard.

2

1974

S hrin kage

Application to Super's Inventory Fluctuations

1110 -

Store

1975

1976

1977

1978

Store
Purchases (Table 2) at
37% m ar ku p
Calculating the actual cost:

Dollars (in '000)
$17,000

$17,600

C =$ (1 - M ar k up % )
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C= 17,600 (100— .37 =.63)= $11,088
Books
P u r c h a s e a t s t a n d a r d mu % (40 %)
R=
C

Table 2
INVENTORY ACTIVITY IN RETAIL DOLLARS
Fo r y e a r e nde d 12/31/78 (in '000)
Ope ning inve ntory-1/ 1/78

1 - ma r k u p %

R = 11,088
1-.40=

18,480
880

18,200
Inventory decreas es

1977,

t he b u y e r ha d be e n a b le t o

a c hie v e be t te r t h a n a

m a r k u p o n hi s p u r -

40%

c ha s e s , t hi s wo u l d ha v e c o n t r i b u t e d t o t he s t e e p

50

18,200
$20,000
18,700>

Book inventory at 12/31/78
Res ult of physic al count a t 12/31/78

<

1977 s hr i nk a ge .

dro p in

<

du ring

If,

17,000
700
<45 0>
>

Sa le s
Markdowns
Returns to vendors
Spoiled and da ma ge d me rc handis e

<

1978. In fa c t , t hi s re d uc e s
of s a le s to 2.47 %.

t he s hr i nk a ge a s a p e r c e nt a ge

>

t he

>

in

of

>

T h i s wo u l d a p p e a r t o a c c o u n t f o r p a r t

$17,600
300
300

Purcha se s
Markups
Cus tomer re turns

<

$

<

Bu il t - i n s hr ink a ge o n p ur c ha s e s

$1,300,000 s hr i nk a ge

$20,000

Increase s in inventory

W h e n us i ng M e t h o d 2 — o r a ny va r ia t io ns

Shrinkage : 7. 65% of sa le s

of

$1,300

it — i t i s e s s e nt i a l t o u nde r s t a nd tha t t he re ma y b e
wi d e s hr i nk a ge f l uc t u a ti o ns re s u l t ing f ro m i t s u s e ,

of t he a b o v e a n a l y s i s i s t ha t a
of t he s hr i n k a ge is i ll us or y. T h e

T h e n e t re s ult
s igni fi c a nt pa rt

c o m p a n y ha s i nc u r r e d

no i nv e nt o r y los se s , bu t

of i nv e nt o r y c a l c u l a t i o ns h a s
a p p e a r a nc e of wi d e s hr i nk a ge s wi ngs .

we a k c o n t r o l

P.O. * 1478
Ve nd o r na me
Ve nd o r nu mbe r
Qty. /item
Ordered
5A
5B

Step Four: 1977 -1978 Cutoff Analysis
Super

Ea c h ite m

Tota l

Received Cost Retail Markup
5
$10
33.33%
$15
7
8
42. 86%
14

Cost
$50
56

Retail Markup
$75
98

c l o s e s i t s b o o k s a nd c o u nt s i t s me r c ha n-

di s e a t the c l os e

of bu s i ne s s

12

e a c h D e c e mb e r 3 1 . It

is e s s e nt i a l t ha t a l l d o c u me nt s r e l a t i ng to t r a ns a c -

31 be

re c o rd e d

$106

$173

38,73%

Markup
'

t i o ns o c c u r r i n g p r i o r t o D e c e mb e r

Total

Reta* -Cost
%

t he

gi v e n

Table 3
METHOD 1— PURCHASE ORDER

%

p a r t i c u l a r l y t he mo r e t he a c t u a l ma r k u p p e r c e nt a ge v a r i e s f r o m t he s t a nd a r d .

Retail

in the yea r then ended.
T he no r ma l t r a ns a c t i o ns a r e :

Table 4
EXAMPLE: SHRINKAGE SWINGS

• P u r c ha s e s
• Sa le s
•

M a r k d o wn s / ma r k u p s

1977

• C u s t o m e r r e t u r ns

Store

• R e t u r n s t o v e nd o r s
T he r u l e i s t ha t t he d o l l a r s m u s t b e p u t o n , o r
r e m o v e d f r o m, t he b o o k s i n t he s a m e a c c o u n t i ng
pe ri od in whi c h t he m e r c h a nd i s e e n t e r e d o r l e f t
the s t or e .
a r e c o m m o n i n r e t a i l i ng. T he s e f l u c t u a t i o ns ma y
be c a us e d p a r t l y by t he u s u a l gr e a t ma s s

of

of pa p e r -

tr a ns a c t io ns .

Store is greater than
books = inventory ove ra ge

Store

Books

0

$250,000

6

$250,000

$250,000

Document delayed —
Neither a ccrued nor posted
a s of 12/31/77

0

Found and poste d in 1978

S hr i n k a ge s wi ngs be t we e n a c c o u nt i ng pe ri od s

wo r k , whi c h r e s u l t s i n mi s p o s t i ng

Merchandis e delivere d to store
and c ounte d 12/31/77

1978
Books

$250,000

0

Books a re grea te r than
store = inventory s hrinka ge

Se e T a b le 4 .

Look First at Accounting
T h e s h r i nk a g e a r e t a i l c o mp a n y s u f f e r s o r t h e

by a c tu a l r e s u lt s

of op e ra t io ns .

T he f ina nc i a l e xe c -

utive , whe n fa c e d wi t h e xc e s s s hr i nk a ge s , mu s t

wi d e s wi ng s i t e xp e r i e nc e s i n s hr i nk a ge , in fa c t,

fi r s t l o o k fo r f l a ws i n t he c o mp a ny' s i nv e nt o ry a c -

ma y b e c a u s e d b y a c c o u nt i ng me t ho d s r a t he r t ha n

c o u nti ng b e f o re c a l l i ng i n t he s e c u ri t y me n.
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Improving Credit
Collection Responses
Before investing heavily in a new system that reflects
traditional theory, it might pay to do an objective
comparison of the alternatives.

By Bart P. Hartman and Dan C. Smith
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A medium -size retailing company conducted a
study to determine the cost justification of investing in a word processing system. The particular
system had been proposed for producing correspondence to delinquent credit customers. The
company had been using a combination of computer- generated messages on billing statements,
computer - generated form letters, and manually prepared form letters prepared by the collection
department.
Delinquent credit accounts always have been a
problem to retailers of all sizes. Traditional credit
theory has always believed that collection letters
should appear to be personal and directed to the
individual. Personal letters are supposed to elicit
quicker and better responses than form letters. On
the other hand, form letters have been used because of their relative effectiveness compared to
the expense of personalized letters.
There is some disagreement on how much more
effective personalized letters are and under what
circumstances. Technology in the 1970s has reduced the cost of producing "personalized" letters. Computer -word processing systems that can
store multiple letter texts as well as customer
names, addresses, balances, and past due status
can be purchased for as low as $18,000; they can
handle the correspondence load for as many as
8,000 collection accounts. Collection personnel

simply select the letter text desired for the particular accounts and instruct the system to print the
personalized letter to the customer. The letters are
delivered to the collector for a personal signature.
This same process often can be achieved for less
on the firm's main computer except for the cost of
modifying the printer for upper and lower case
font.
Which Method Is Most Effective?
The word processing system was proposed for
this retailer as a more effective medium for inducing customer response than the manually -addressed form letters that were then being used.
Manually - prepared form letters were used only after a series of computer - generated messages on the
billing statements and computer - generated form
letters had not produced satisfactory results. The
idea of the word processing approach was based
on a theory practiced by several large major retailers. They believed letters that appeared to be personally prepared elicited better responses than
form letters. The cost, however, of personally typing each of those letters was a prohibitive factor.
The major retailers simulated this process through
automation, first using "flex -o- writers" and later
high speed computer line printers. The computer
line printers were specially equipped with upper
and lower case type font to give the "personalized" appearance advocated by the theory. Modifying the present equipment of the smaller retailer
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to accomplish this was costlier than investing in a
specialized computer designed for producing "upper and lower case" letters.
At this point, the small retailer in this study
was confronted with the question of whether personalized letters —or another method —were more
effective in credit collection. That is, was the difference in upper and lower case type font significant enough to invest $18,000 in a word processing system when the capability already existed to
automate letters using the computer's traditional
upper case line printer?
To determine the advisiability of investing the
$18,00, an experiment was designed to test three
hypotheses:
Hypothesis 1: Personalized typed collection letters would create a greater response than computer letters printed in all capital letters.
Hypothesis 2: Computer - printed letters and
personalized typed letters would create a better
response than preprinted form letters.
Hypothesis 3: The earlier personalized collection activity is initiated, the more effective the collection effort will be and the sooner the customer
will "cure" his indebtedness.
The company considered the cost of purchasing
the word processing system justified if the hypotheses were found to be true.
To test the hypotheses, an experiment was
conducted to sample collection accounts and test
their response to three forms of collection media:
1. A typed letter generated from a word processing system with upper and lower case letters.
This example could not be distinguished from a
document typed on a typewriter by a clerk. See
letter Mr. & Mrs. John Doe.
2. A computer - generated letter printed in all upper case letters with the same exact text. See
letter Mr. Harold Doe.
3. A standard form letter used by the collector
when corresponding with the customer.
Three groups of credit customers were selected
based on the length of time that had elapsed since
a satisfactory payment had been made. From a
total population of 4,390 delinquent accounts, 177
accounts were randomly selected. All had made
insufficient payments (defined as less than 50% of
the required monthly payment) for at least three
months. The three groups selected were customers
who had not made satisfactory payments for 90
consecutive days (59 accounts selected plus 26 for
control), customers who had not made satisfactory payments for 91 -120 days (59 accounts selected), and customers who had not made satisfactory
payments for 121 days or more (59 accounts selected).
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A different set of letters was selected for each of
the three groups because of their different payment history. The text of the form letters, computer letters, and word processing letters had similar wording for each age group. (The two letters
shown are for three -month delinquent accounts.)
The accounts, separated by delinquency age, were
then randomly selected for the type of letter they
would receive —the personal letter, the computer
letter, or the form letter. This procedure divided
the accounts into nine nearly equal groups based
on age and type of letter sent. A tenth group of 26
accounts was selected from the three - month -old

Mr. & Mrs. John Doe
One Anyplace Drive
Baton Rouge, LA 70821
Dear Mr. and Mrs. Doe:
WE WANTED TO TELL YOU

...

how much we appreciate having you as our customer. We want
to serve you to the very best of our ability.
That is why we are concerned to find your account has become
overdue. If an emergency has arisen, please let us know. We
will cooperate in helping you bring your account up to date.
Just drop us a note today, so we can make the proper notation
on your account.
Cordially,
Credit Department

MR. HAROLD DOE
38 HOMEWARD DRIVE
BATON ROUGE, LA 70821
DEAR MR. DOE:
WE WANTED TO TELL YOU

...

HOW MUCH WE APPRECIATE HAVING YOU AS OUR CUSTOMER. WE WANT TO SERVE YOU TO THE VERY BEST OF
OUR ABILITY.
THAT IS WHY WE ARE CONCERNED TO FIND YOU ACCOUNT HAS BECOME OVERDUE. IF AN EMERGENCY HAS
ARISEN, PLEASE LET US KNOW. WE WILL COOPERATE IN
HELPING YOU BRING YOUR ACCOUNT UP TO DATE.
JUST DROP US A NOTE TODAY, SO WE CAN MAKE THE
PROPER NOTATION ON YOUR ACCOUNT.
CORDIALLY,
CREDIT DEPARTMENT
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Tables 1 -5
TESTING THREE FORMS OF COLLECTION MEDIA
TABLE 1

NEW COLLECTIONS
Computer
20
$3,402.79
170.13
190.00
1,032.96
65%

Word
pro cessing
20
$3,362.14
168.10
169.11
957.40
65%

%

Number of accounts
Beginning balance
Avg, balance 11
Avg. balance- respondents
Payments
of accounts responding
balance paid by respondents

Form
letter
20
$3,953.21
197.66
210.54
1,989.36
90%

TABLE 2

%

%

Number of accounts
Beginning balance
Avg. balance -all
Avg. balance -- respondents
Payments
of accounts responding
balance paid by respondents

52.4%
41%
43.5%
COLLECTIONS FOR 1 -2 MONTHS
19
19
19
$3,088.09
$1,681.88
$3,152.00
164.13
88.56
165.71
164.10
68.51
163.05
129.78
102.91
40.00
16 %'
21%
10%

TABLE 3
Number of accounts

%

%

Beginning balance
Avg. balance -all
Avg. balance - respondents
Payments
of accounts responding
balance paid by respondents

20%
50%
12%
COLLECTIONS 2 MONTHS OR GREATER
20
20
20
$3,705.99
$4,632.00
$3,296.90
185.29
231.60
169.84
276.94`
151.50
119.54
134.00
18.91
177.47
15%
10%
15%

TABLE 4
Number of accounts

59
$182.13
208.76
44%

6.2%
SUMMARY
59
$164.66
160.36
32%

50 %'
59
$166.27
167.50
30%

%

%

Avg. balance -all
Avg, balance -- respondents
of accounts responding
balance paid by respondents

12%

40%

TABLE 5

37%
CONTROL GROUP

41%

No letters sent
26
$4,144.00
259.00
190.70
1,311.00
38.7%

%

%

Number of accounts
Beginning balance
Avg. balance all
Avg. balance- respondents
Payments
of accounts responding
balance paid by respondents

68.9%

,Two out of three respondees paid small balance.
,One account with a large balance made 8% payment.
Two out of three respondees paid balances.

group for a control. It was anticipated that this
group would have the most demonstrable difference in response because these account were the
least delinquent. (Credit history data has shown
this to be true.) No additional correspondence was
initiated for this group.
Letters were prepared for each of the nine
groups (177 accounts) and mailed to the customers. The response was measured one full month
after the letters were mailed. Tables 1 -4 show the
results of the mailing.
What the Study Showed
The 90 -days delinquent accounts showed the
most demonstrable response. All three methods
appeared to be successful. The collection letters
had been preceded by two progressive reminders
20

plus separate computer - produced form letters.
The combination of these factors certainly could
be identified as an intense campaign. The traditional form letter was the most reliable method,
producing a 90% response (in combination with
the preceding media). Those customers averaged
payments amounting to 52% of their balance.
Many paid them off and most brought their accounts to a current status. The 10% who didn't
were candidates for worse collection problems.
This response would indicate that the campaign
might be even more effective if initiated earlier.
The response for 90 -days delinquent accounts
who were sent letters produced by the word processing system was significantly less than those sent
form letters but equal, for all practical purposes,
to those who received the computer letters. The
response of the control group was that only 10
responded with a payment. Of those that did respond, they paid an average of 69% of their balance. Examination showed that, by pure random
selection, a business associate of the firm was included in the control group and he paid off a rather large balance to distort the figures. Excluding
this response would make the payment percent of
responses at the same range as the other groups.
The control group response validates the experiment because of its lesser response. (See Table 5.)
The next age group (91 -150 days) of collection
accounts, as expected, showed significantly less response to any of the letters. The form letters again
generated more response, but with such a small
number of responses no definite conclusions could
be made. Responses to the computer letters were
slightly higher than to the word processing letters.
The amount of the balance paid by respondents
was, similarly, too slight to form definite conclusions about the variance in response to the three
types of media.
The 151 -day old group showed the same general pattern as the 91 -150 day old accounts. The
variance was too small to measure with confidence
because of the sample size. Indications are that
none of the letters are really an effective method
for collecting these accounts. Interviews with collection personnel at this firm and other firms suggested that personal telephone contacts interacting with personal letters referring to promises are
the most effective method to get a stronger response. To verify this tentative conclusion, a larger sample could be used and control groups could
be used for these accounts as well. Generally
speaking, many customers who have reached the
latter stages of delinquency have some serious financial problems that require personal interaction
and a correction of external problems to bring
them to a current status.
The firm has not previously kept records on the
response to such letters or satisfactory response
rate based on age category, although collection
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personnel stated that a majority of the accounts
are in the lower age category. Additional studies,
therefore, are needed to confirm the apparent results demonstrated here and to verify its validity.
Interviews with collection personnel indicate the
response to the form letter by the 90 -day accounts
was not unreasonable.
Investment Is Not Justified
In answer to the specific hypotheses: Numbers
I and 2 are apparently invalid. There is little explanation as to why the form letter generated a
better response. The design of the form provides a
drop -in envelope which may have a significant appeal. This should be investigated further and, if
valid, forms should be designed with this feature.
Hypothesis 3 apparently was supported, i.e., that
the earlier collection activity is initiated, the more
effective the collection effort is. Personalized activity within the context of how a letter appeared
was not upheld. Interactivity with personal phone
calls and interviews was not measured.

The initial objective of the study was to answer
the investment question. Expected results were reversed and indicated that the investment was not
proper. Indeed, unless enough effort was saved using computer - initiated "personal" letters to offset
the cost of addressing form letters and to offset the
lesser collection rate, such an investment might
have a negative impact.
This type of study cannot be viewed as entirely
conclusive internally much less externally. Other
companies' customer base may react with an entirely different pattern. The implications of the
study are that companies should not assume that
traditional credit theory is valid for them, that
investments in new technology can sometimes be
overzealous and may have a negative impact on
the desired results, that effective collection results
may be achieved with economical intensive campaigns early in the life cycle of the delinquent accounts, and that continual local measurement is
required to maintain optimum results from interactivity with older delinquent account.

The traditional
form letter Was
the most
reliable
method.

CHALLENGES CONFRONTING THE RETAIL INDUSTRY
Continued from page 14
sation as compared against other industries. An
interesting factor we've found is that, generally,
the riskier the business, the more executives
should be paid. For some reason, the retail industry doesn't follow that, even though it's one of the
riskier businesses with decisions like inventory
having an imminent and tremendous impact.
They don't seem to compensate their people as
well. Our studies have shown that retailing continues to lose its competitive edge in attracting
and retaining brighter, more talented people for
management positions.
There's also a tremendous amount of movement within the retail industry. It's not unusual to
see someone leave a company and, in three years,
come back to that same company. The other factor which is different from most industries is that
it is very inbred. You rarely see an outsider coming into the industry in a senior position. Most
executives in the industry believe that a newcomer
must have some type of retail experience—particularly in the financial area and, obviously, in the
merchandising area. So, there is a high movement
of people within the industry.
What would you say is the impact of the Foreign Corrupt Practices Act on retailing?
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The impact is significant. As you know, most
companies that are subject to the SEC, irrespective of whether they have foreign operations, are
subject to the Act. It has a very significant impact
on retailers because of the need for internal controls in a retail operation. As I mentioned before,
there are many transactions and many people involved. Everything is systemized and computerized. Companies must continually evaluate those
controls and systems because if there is a poor
system that could cause a material breakdown in
controls then that factor could cause a company
to have a problem with the Foreign Corrupt Practices Act. We have seen over the last year a renewed emphasis being put on the documentation
and adherence to internal controls because of the
FCPA.
We also know that, down the road, companies
and probably auditors will be required to report
on a company's systems ofinternal controls to the
public. Many companies now are asking us to give
them some type ofcomfort that they're presently
not in violation of the FCPA. During the last six
months, we've worked with many ofour clients in
reviewing their systems of internal control to
make sure they're in compliance. This is definitely
the trend and many companies, audit committees,
and government regulators are watching this area
closely.
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Managing Inventories
and Profits through GMROI
In order to attain the planned GMROI, buyers and merchandise
managers must develop a formalized plan which details the specific
strategies employed.

By John T. Ahern, Jr. and Patrick L. Romano
Implementing financial controls to monitor the
performance buyers and merchandise managers
is a problem which many retailers have in common. Buyers and merchandise managers traditionally have been evaluated on their ability to
achieve goals set for them in several areas including sales, price changes, and open -to -buy. Even
when other additional measures are used to evaluate merchandising performance, there is often a
lack of balance in the emphasis placed upon specific figures. For example, management may stress
the need to increase sales or perhaps the importance of controlling markdowns. Such emphasis is
fine as long as the buyer or merchandise manager
also receives feedback on his progress towards
achieving a high level of profit contribution for his
merchandise lines. High levels of profit contribution will be attained when the retailer plans for
and controls his sales, gross margins and inventory turnover.
One measure
merchandising effectiveness
which encompasses sales, gross margins, and turnover is the Gross Margin Return per Dollar Cost.
of Inventory (GMROI). The GMROI, computed
by dividing the gross margin by the average inventory in a merchandise classification, is a measure
which indicates the gross margin return generated
by each dollar of inventory investment.
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Although some retailers have used the GMROI
as an after - the -fact performance measure for some
time, it is now being employed more frequently as
a planning device to help coordinate the retailer's
merchandising objectives. This process begins prior to the selling season when the department manager or buyer sets objectives for his department by
merchandise classifications in terms of sales goals,
purchases, markup percent, markdown percent
and turnover. Next, financial executives calculate
gross margin and GMROI by lines of merchandise, establishing a standard. Following approval
of the plan, it then becomes the standard against
which the department manager or buyer's actual
results are measured.
Projected Increase in Gross Margin
Assume that sales, cost of sales, and gross margin for last period in a merchandise class were as
presented in column I of Table 1. Note that the
inventory turnover was 4.0 based upon an average
inventory for the period of $152,500. The
GMROI of $2.56 was determined by dividing the
gross margin, $390,000, by the average inventory,
$152,500. Column 2 illustrates the effects of a projected increase of 10% in gross margin
(39% + 3.9% = 42.9 %). For the moment sales
and turnover are held constant. If the inventory
turnover remains at 4.0 the benefit of increasing
the gross margin by 10% will be reflected in a
MANAGFMFNT ACCOUNTING /AUGUST 1979

Projected Increase in Inventory Turnover

%n

Column 1 of Table 2 is identical to column 1 of
Table 1. Once again we will assume that sales,
cost of sales, and gross margin for last period in a
merchandise class are as presented in column 1,
Table 2. In Table 2, column 2 illustrates the effects of a projected increase of 10% on the rate of
inventory turnover (4.0 -1- .4 = 4.4). For the moment both sales and the gross margin ratio are
held constant. If the gross margin ratio and sales
are unchanged, then an increase in turnover to 4.4
will reduce the average inventory investment from
$152,500
to
$138,636 ($610,000 /x = 4.4;
x = $138,636). This conclusion follows, since the
higher turnover will require a smaller average inventory investment to service the same sales volume. This reduction of $13,864 in average inventory equals $61,000 on an annual basis
(13,864 X 4.4 turnovers). The GMROI, in this instance,
increases
to
$2.81
($390,000/
$138,636 = $2.81), reflecting the projected increase of 10 in turnover this period.
Column 3 of Table 2 illustrates the impact on
gross margin which would occur if we project that
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Table 1
10% INCREASE IN GROSS MARGIN

+

+

Increased gross margin
Column 3
Column 2
10%
Column 1
reinvest
10%
given
SALES
COST OF SALES

1,000,000
610,000

1,000,000
571,000

1,068,301
610,000

GROSS MARGIN

390,000

429,000

458,301

3.01
39,000
42.9
4.0
142,750

3.01
68,301
42.9
4,0
152,500

2.56

$

Gross margin ROI
Gross margin increase
Gross margin
Inventory turnover
Inventory. average
Inventory investment savings
Per turnover
Per annual or year

39
4.0
152,500

$

$

%

reduction in the average inventory of $9,750. On
an annual basis, the value of the inventory investment reduction equals $39,000 ($9,750 X 4.0
turnover). The GMROI, the inventory effectiveness indicator, increases to $3.01 ($429,000/
$142,750), reflecting the projected increase of
10 % in gross margin this period.
Column 3 of Table I illustrates the impact on
gross margin which would occur if we project that
the inventory investment reduction (cash savings)
of $39,000 was invested in additional new inventory so that average inventory is maintained at the
former level of $152,500. If the reinvestment of
$39,000 in inventory could be sold, an additional
$68,301 in sales would be generated ($39,000/
.571) assuming the new cost ratio of 57.1%
(100.0% - 42.9 %) is maintained. The additional
$68,301 in sales would yield an increase of
$29,301 in gross margin at the new gross margin
rate of 42.9 %. This increase ($29,301), when combined with the increase of 10% in gross margin on
existing sales ($39,000), results in a projected increase in gross margin of $68,301.
Note, too, that the GMROI remains unchanged
in column 3, since no further efficiencies are being
achieved in the utilization of inventory. The increase in gross margin dollar contribution in column 3 is merely due to the fact that additional
merchandise is being sold at the same turnover
and gross margin rates as shown in column 2.
Because the rate at which inventory turns over
also can have a significant impact on both
GMROI and profit contribution, the effects of a
projected increase in inventory turnover on
GMROI should be discussed.

9,750
39,000

Accounting for sales increases due to
inventory $ savings reinvestment
Cost $ reinvested

39,000

Cost ratio
Retail sales equivalent of cost

.571
68,301

Accounting for gross margin $ increase
Increase sales x G.M.%

68,301
.429
29,301

Existing sales vol.
x increased G.M.%
Total gross margin $ increase

1,000,000
3.9
39,000
39,000

39,000
68,301

the inventory investment reduction (cash savings)
of $61,000 was invested in additional new inventory so that average inventory is maintained at the
former level of $152,500. If the reinvestment of
$61,000 in inventory could be sold, an additional
$100,000 in sales would be generated ($61,000/
.61), assuming the old cost ratio of 61% remains
in effect. The additional $100,000 in sales would
yield an increase of $39,000 in gross margin at a
gross margin rate of 39 %. Again, similar to Table
1, column 3, the GMROI remains unchanged at
$2.81 ($429,000/$152,500 = $2,81), since no additional inventory efficiencies have been gained.
The additional merchandise investment is merely
being sold at the same turnover and gross margin
rate as reflected in column 2.
Now that we have illustrated, separately, the
effects of projected 10% increases in the gross
margin rate and turnover rate, the question arises
as to the impact on GMROI of projected 10%
increases in both factors simultaneously,
Combined Effects of Increases in
Turnover and Gross Margin Ratio
Table 3 illustrates the combined effects of 10%
increases in both the gross margin ratio and the
turnover rate. For comparative purposes, column
I of Table 3 is identical to column 1 in Tables 1
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and 2 —the sales, cost of sales and gross margin
for the last period in a merchandise class. Column
2 illustrates the effects of a projected increase of
10% in gross margin and turnover rates, simultaneously. In column 2 note the line labeled "Cost $
Reinvested," and the amount $100,000. This
amount is the result of two factors:
1. The reinvestment in inventory of the inventory
investment savings of $39,000 which results
from the gross margin being increased 10 %' as
shown in Table 1, columns 2 and 3; and
2. The reinvestment in inventory of the inventory
investment savings of $61,000 which results
from the inventory turnover being increased
10 %, as shown in Table 2, columns 2 and 3.
If this reinvestment of $100,000 in new inventory could be sold at the new, higher gross margin
ratio of 42.9 %, then sales would rise $175,131
($100,000/.571 = $175,131). This increase in
sales, when multiplied by the gross margin rate of
42.9% will generate $75,131 in additional gross
margin dollars (Table 3, column 2). Now combining this increase in gross margin ($75,131), resulting from additional sales volume, with the increase generated by a 3.9% rise in gross margin
on existing sales of $1,000,000 ($39,000) will result in a projected total increase in gross margin of
$114,131. The new GMROI calculation, based on
projected increases in turnover and gross margin,
together, reflects increased inventory efficiency —
by rising to $3.31 ($504,131/$152,500).

Table 2
10% INCREASE IN INVENTORY TURNOVER

SALES
COST OF SALES

Column 1
given
1,000,000
610,000

GROSS MARGIN

390,000

Gross margin ROI
Gross margin $ increase
Gross margin %
Inventory turnover
Inventory, average $
Inventory investment $ savings
Per turnover
Per annual or year

Increased turnover
Column 3
Column 2
+1 0 %
+ 10%
reinvest

2.56
39
4.0
152,500

Accounting for sales increases due to
inventory $ savings reinvestment
Cost $ reinvestment
Cost ratio
Retail sales equivalent of cost

1,000,000
610,000

1,100,000
671,000

390,000

429,000

2.81
None
39
4.4
138,636

2.81
39,000
39
4.4
152,500

13,864
61,000

61,000
.61
100,000
100,000
.39
39,000

Implications for Buyers and Merchandising
Managers
More is required than just understanding the
effects of changes in turnover and gross margin
and the calculation and use of GMROI as a performance standard. In order to attain the planned
GMROI, buyers and merchandise managers must
develop a formalized plan which details the specific strategies employed. Implied here is that only
when we can monitor performance against a plan,
through the periodic reporting of variances from
the plan, can effective actions be taken to achieve
planned results.
Before operating strategies can be applied, however, several aspects of the retailing environment
must be dealt with. These involve serious implications, primarily internal environmental considerations, and include the abilities and skills of the
merchandising managers who interact in this medium. These organizational constraints are:
1. The objectives, long -range strategy and mission
of the firm,
2. The existing planning and control information
system and subsystems,
3. The ability, skills and objectivity of the merchandising manager to effectively interact in
this environment,
THE MISSION OF THE FIRM

Accounting for gross margin $ increase
Increase sales
x G.M.%

This gain in efficiency of approximately 29%
over the last period GMROI of $2.56 is larger
than any increase reflected by the separate increases in turnover and gross margin previously
illustrated. Further, this 29% increase in GMROI
can easily be verified by simply dividing the projected increase in gross margin of $114,131 by the
gross margin of last period, $390,000 ($114,131/
$390,000 = 29 %).

The mission and long -range strategy of the firm
must be spelled out. The firm, through top management, must define what it stands for and what
it wants to be—to its customers, shareholders,
employees and communities served.
Other challenges that might be addressed include emphasizing quality merchandise and superior customer service and what markets to penetrate.
What is important is that efforts invested in
short -term planning will be ineffectual unless they
are stimulated and guided by top management as
a requisite for achieving long -range objectives.
Once objectives are spelled out, the managers can
detail their operating strategies and develop action
programs to achieve these results. Goal congruence becomes a reality.
SHORT -TERM FINANCIAL REPORTING SYSTEM

Since our concern here is the control of a major
24
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DECISION MAKING FOR THE MERCHANDISE
MANAGER

Since buying is an art and not a science, it will
always produce decisions that will lead to the purchasing of products, some of which will sell well
and some of which will remain inactive. The buyer soon hears from customers regarding what's
right and wrong with the inventory stock. What is
necessary, therefore, is to find out exactly which
items will sell at full price and which will not. The
buyer must bring down the prices of the nonmoving styles to where the prices should have been at
the start.
The key to inventory decision making is the recognition that merchandise is money —and should
be treated as such. Hot, active items can be characterized as being in a positive money- making
condition arid, as such, must be expanded with
more cash invested in these classifications. Slow,
inactive items, on the other hand, may be characterized as being in a negative money- making condition and as such, cash must be withdrawn as
quickly as possible from these classifications. Early, and more frequent markdowns (as opposed to
end of season clearances), promotions, transfers
and returns to vendors, will help control these
money - losing categories, so that turnover and
gross margin suffer no serious impairment.
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Table 3
10% INCREASE IN TURNOVER AND GROSS MARGIN
Column 1
given
SALES
COST OF SALES

Column 2
combined 10% increase
In turnover a gross margin

1,000,000
610,000

1,175,131
671,000

390,000

504,131

2.56

$

3.31

114,131

$

GROSS MARGIN
Gross margin ROI
Gross margin increase
Gross margin
Inventory turnover
Inventory, average
%

segment of working capital, namely inventory, the
merchandise manager must be informed as to the
accuracy and effectiveness of the short -term financial reporting system. It is the information system
that will assist the buyer in monitoring his performance against the benchmark or standard set.
Most retailers employ the retail inventory
method, an averaging method. This method represents an approach in estimating the amount of
ending inventory to be used in computing cost of
goods sold on the income statement and for reporting on the balance sheet. While this method
has been accepted as fundamentally sound, it has
to be soundly and properly administered. A lack
of internal control discipline in the buying or merchandise input cycle and a similar lack in the output or selling cycle will contribute to errors and
distortion in results. So too, an inadequate merchandise classification system and inappropriate
groupings for determining inventory valuation
(e.g. inventory items with different turnovers and
gross margins together in the same pool) can distort results.
Thus, the buyer should have relative confidence
that the information reporting system can track
the movement of his merchandise — whether visual, manual or through EDP —and will provide accurate early warnings on developing problems. He
then can take appropriate action to improve the
performance of the stock in each classification
that he is responsible for.

39
4.0
152,500

Accounting for sales increases due to
inventory S savings reinvestment
Cost $ reinvested
Cost ratio
Retail sales equivalent of cost
Accounting for gross margin $ increase
Increased sales
x G.M. %

42.9
4.4
152,500

100,000
•571
175,131

175,131
.429
75,131

Existing sales volume x; increased G.M.%
Total gross margin $ increase

39,000
114,131

This is where the buyers' wisdom, skills and
objectivity becomes involved. Objectivity allows
effective and timely action to be taken. Objectivity
in merchandise control should lead to increased
sales velocity of high margin items, changes in
product mix, and improved gross margins and
merchandising profits.
Potential Strategies
With due consideration given to the above implications for merchandising managers, the buyer
can now proceed, in an intelligent fashion, to select those specific operational strategies for the
plan that will result in the effective management
of inventory. These strategies involve changes in
turnover and gross margin separately or in combination.
For example, one way of increasing the turnover ratio, at least initially, is to bring inventory
levels down. As a result, when the buyers put together their plans for the coming period, attention
should be devoted to strategies that have the effect
of minimizing inventory levels:
I. Reduction of the number of price lines carried,
2. Reduction of size or color assortments,
3. Maintenance of a reasonable balance of stock
to sales,
4. An increase in the frequency of purchases, and
5. Reduction of reserve stocks.
Additional strategies contributing to increased
turnover might involve:
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Performance
has to be
monitored by
comparing
actual results
against planned
GMROI.

I. Increasing time spent on buying plans. Plans
should be made -up in greater detail and augmented with increased follow -up.
2. Ascertaining that all merchandise shipments
are on the selling floor within 48 hours, reducing the nonsale exposure time.
3. Accumulating and transferring broken sizes
and nonreorderable styles to the one store with
the reputation for successful closeouts. This
provides one store a wider variety of stock and
simultaneously removes the slow moving items
from the other stores.
4. Insisting on staggered deliveries over the first
few months of a new season, to assure a steady
flow of new goods in stock. This helps prevent
an overbought condition.
5. Appraising each basic stockorder list frequently. The past is not necessarily a guide to the
future. Provide for discontinuity by appraising
basic stock lists through frequent sales checks,
6. Establishing a merchandise controller position,
the purpose of which is to keep the merchandise managers and buyers informed as to: sales
and inventory trends, markdowns, flow of merchandise, under /over stocks, open to buy, open
to receive, etc.
Strategies for increasing margins include
1. Maintaining an underbought condition so that
you are in a position to negotiate for bargain
purchases,
2. Managing markdowns by reducing price earlier and in smaller amounts, preserving margins
and maintaining velocity,
3. Increasing advertising, selling, and display expenditures for high markup goods,
4. Considering the importation of higher- margin
lines of merchandise,

NAA

'S

5. Selecting private brands and no -name brands
as part of the merchandise mix,
6. Controlling transportation and workroom
costs,
7. Providing for adequate financing /working capital to take full advantage of cash and anticipation discounts offered by vendors, and
8. Maintaining an inventory loss prevention system on a company -wide, annual basis.
These lists are not intended to be all- inclusive.
The important point here is that projected
GMROI goals must be the result of operating
strategies, properly implemented. This mode of
operation should result in a better planned
GMROI performance standard.
Performance Evaluation
It is not enough to plan GMROI. Performance
has to be monitored by periodic comparison of
actual results against planned GMROI by merchandise classification, department, store and total company.
The purpose of performance reporting systems
is to provide managers with feedback on results.
Significant variances from planned GMROI
should be investigated and analyzed. Determining
the causes and responsibilities for the variances
allows management to initiate appropriate corrective action. External GMROI information, such
as that published by the National Retail Merchants Association, should be used for substantiation of results obtained.
Only when GMROI projections are founded
upon well thought -out merchandising plans, and
performance is evaluated against the standard on
a monthly and season -to -date basis, will GMROI
aid retailers in coordinating merchandise objectives, managing inventories and profits.
❑
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The Future of Forecasting
Advice to management: if you publish a forecast of your earnings,
also include a time - series extrapolation of historical earnings figures
for comparison.

By Wm. Brent Carper, M. Frank Barton, Jr
and Haroldene F. Wunder
In 1975, the Securities and Exchange Commission
attempted to set up an elaborate system of voluntary disclosure for companies choosing to make
projections public. A majority of respondents opposed the proposals so the Commission withdrew
them.
Last November, the Commission issued a statement again encouraging disclosure of projections,
and also authorized the publication of guides for
preparation and filing of registration statements.
At the same time, the agency proposed for comment a safe - harbor rule for projection disclosure.
Published forecasts continue to be a controversial subject in the accounting field. Another look
could help us discern the possible future of forecasting.
Several studies which offer support for the hypothesis that managements' forecasts will not be
used in their present manner of presentation by
either investors or financial analysts. We urge that
management, in order to lend credibility to its
earnings forecasts, present with the published
forecasts supplementary projections derived from
a time -series extrapolation of historical earnings
figures.
Although the SEC and accounting bodies have
recognized the value of publishing projections,
forecasts can be misleading. The average investor
MANAGEMENT ACCOUNTING /AUGUST 1979

may misinterpret the significance of a published
forecast. In a study conducted by Asebrook and
Carmichael, members of three respondent groups
(Institute of Chartered Financial Analysts, Financial Executives Institute, and American Institute
of CPAs) indicated they feel the average investor
would misunderstand or misinterpret forecasted
statements published by management.' (See Table
1.) To interpret forecast data intelligently the
reader must understand the assumptions that are
inherent in the forecast.
Possibility of Managed Earnings
Another concern is that published forecasts
may lead to managed earnings on the part of companies issuing such forecasts. In situations where
forecasts turn out to be conservative, companies
might hold down profits in an effort to meet the
forecast. Profits could be depressed in the year of
the conservative forecast, thus building up a cushion of profits for subsequent years. Managed earnings could lead to the sacrifice of long -run goals in
order to attain short -run objectives and forecasted
earnings to the potential detriment of the stability
and soundness of the corporation.
At this point, one should ask: Will investors and
financial analysts use forecasts published by management? One cannot accurately predict, or forecast, if you will, the future action of investors and
financial analysts, but the following three cases
are presented as evidence that, in the past, neither
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Fuqua Industries, Inc., is a diversified Atlanta based corporation. In 1972, Fuqua issued a preliminary 1972 annual report which contained
unaudited figures for 1972 and a forecast of its
1973 earnings. Fuqua was the first company to
issue such a report.
Project earnings were broken down by product
line. Fuqua's reason for this breakdown was:
"We thought our stock was undervalued,
and we believed that if analysts could see
where our earnings came from, they would
also see that our stock is undervalued ... We
are a highly leveraged company, so we broke
out our interest expense. This is a figure
many analysts following Fuqua like to see."'
It is interesting to note the reaction of the investment community to Fuqua's forecast. Fuqua
distributed 12,000 copies of the 1972 preliminary
annual report containing the forecasts of operations and earnings per share for 1973 to analysts
with requests for feedback. Only approximately
50 replies were received. In 1973, the response
was again slight; the 1974 Fuqua annual report
did not contain forecasts.
Case No. 2— Information Needs of Security
Analysts
Because few attempts have been made in the
past to determine the information needs of external financial statement users, Chandra undertook
a study to directly ascertain the information requirements of professional security analysts. A
questionnaire was distributed to 400 chartered financial analysts, randomly selected from the
membership directory of the Institute of Chartered Financial Analysts. The questionnaire contained 58 items, only two of which concern us:
earnings per share and budgetary predictions and
forecasts. The respondents were asked to rate each
information item on a five -point scale: Five
points —very important; four points— important;
three points— neither important nor unimportant;
two points— unimportant; and one point —very
unimportant.
One hundred eighty complete, useable replies
were received. (It is significant that the majority of
the respondents had more than ten years' experience as financial analysts.) Arithmetic means were
calculated for each item, and each item was categorized as: (1) item of high value; (2) item of moderate value: (3) item of low value: (4) item of neutral value; and (5) unimportant item.
The study revealed that, on the basis of responses received, security analysts are very interested in
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actual earnings per share, but only moderately interested in the disclosure of projections and
forecasts.'
Several explanations can be offered for investors' and analysts' apparent lack of strong interest
in forecasts. Investors may not understand what
the projected figures represent and may consequently ignore them. Investors and analysts may
be skeptical of managements' representation of future earnings. Security analysts may hesitate to
use forecast figures because of the lack of audit
and reporting standards pertaining to forecasts.
Security analysts often use the expected rate of
return on incremental capital in analyzing two
companies, rather than their respective predicted
earnings per share, and finally, security analysts
may prefer to develop their own forecasts, based
on past earnings data and current economic conditions.
Case 3 —CFAs on the Need for Forecasted
Financial Data
A study conducted by two of the authors was
designed to analyze the opinions of chartered financial analysts concerning earnings forecasts
with a view toward determining the direction in
which the accounting profession should move in
improving its communication with equity
investors.'
This survey contained six items relating to forecasting: two multiple choice questions; two viewpoint assessments written as equal- appearing -internal scales; one completion question; and one
open -ended question for additional comments.
There are almost 3500 chartered financial anaTable 1
ATTITUDES ON FORECASTING
who feel
misinterpretatio n:
Would
Would not
take place
take place
%

investors nor financial analysts have indicated
they actually will use published forecast figures.

Respo ndent
groups
ICFA

47

FEI

57

21

AICPA

48

36

31

lysts listed in the Directory of Members of the Institute of Chartered Financial Analysts. Of that
total, 1,065 are employed in brokerage and investment banking houses and, therefore, are in a direct advisory capacity to the investing public. Our
initial sample consisted of 50% of this latter
group selected systematically (every other directory entry). Of the 533 questionnaires mailed out,
190 replies were received, a response rate of 36 %.
This was considered to be an adequate response
rate for our purpose,
We found that CFAs are not very interested in
MANAGEMENT ACCOUNTING /AUGUST 1979

the inclusion of earnings forecasts in financial reports. Table 2 contains a summary of their opinions. One hundred eighty -five CFAs responded to
this survey item. Of that number, 53 agreed that
earnings forecasts should be included. Forty -eight
respondents were indifferent, 59 disagreed, and 25
strongly disagreed with the inclusion of earnings
forecasts. The measures of central tendency bear
out this lack of interest in forecasts in financial
reports. The highest measure was a median of
zero.
CFAs are of the opinion that earnings forecasts

Table 2
IT IS IMPORTANT THAT EARNINGS
FORECASTS BE INCLUDED IN
INTERIM AND ANNUAL REPORTS?
+2
13

+1
40

0

—1

48

2

59

25

+2 — Strongly agree
Respondents = 185
Agree
Mean = —.23
0 — Indifferent
Median = 0
—1 — Disagree
Mode = —1
—2 — Strongly disagree

+1 —

if presented at all should be in the president's letter section of the financial report. In Table 3, dealing with the location of earnings forecasts, 147 of
the 179 respondents (82.1 %) indicated that preference.
There is no doubt in the minds of CFAs as to

Number

the face
In a footnote
In the president's letter
Other
Total

On

%

Table 3
WHERE SHOULD THE EARNINGS
FORECAST IN THE FINANCIAL
STATEMENT BE LOCATED?
7
7
147
18

3.9
3.9
82.1
10.1

179

100.0

whom should prepare earnings forecasts if they
are to be included in financial statements. Of the
165 CFAs responding to this item as shown in
Table 4, 147 (89.1 %) indicated that earnings forecasts should be prepared by company management. There was a difference of opinion as to the
need for independent auditors to evaluate and
comment on the credibility of the methods used in
preparing earnings forecasts. Eighty -five CFAs
(51.5 %) felt that such evaluation and comment
was unnecessary while 62 CFAs (37.6 %) indicated a preference for such evaluation and comment.
The CFAs apparently are not completely satisMANAGEMENTACCOUNTING/AUGUST

1979

Table 4
WHO SHOULD PREPARE THE
EARNINGS FORECAST?
Number

Company management
Company management
(credibility of method
used evaluated and
commented on by independent auditors)
Independent auditors
Other
Total

85

51.5

62
3
15

37.6
1.8
9.1

165

100.0

fied with their present sources of information concerning the future earning power of companies.
CFAs were asked, in one survey item, "How
would you expect a systematic method of earnings
forecasting included in financial reports to compare with their present sources of information ?"
Their replies are presented in Table 5. Seventy two respondents indicated that they preferred
their present sources, and 49 indicated that such
information would be useful. Fifty -six were indifferent to the concept. Again, the highest mathematical rating for this topic was a median of indifference. Apparently CFAs put more stock in their
existing evaluation techniques than they do the
earnings forecasts of managements —but not a
whole lot more.
Finally, CFAs were asked to rank their present
sources of information concerning earnings forecasts (Table 6). Participants ranked their sources
of information from one (most preferred) to five
(least preferred). It is apparent that the CFAs
trust first, their own contacts in industry, then
their own research, and only to a much lesser extent, industry statistics and the work of other analysts. This pattern seems to fit that established by
prior data illustrated in the other tables. We conclude CFAs are not very interested in the inclusion of earnings forecasts in financial reports, But
there is a clear mandate that if earnings forecasts

Published
forecasts may
lead to
managed
earnings.

Table 5
HOW WOULD A SYSTEMATIC METHOD
OF EARNINGS FORECASTING
INCLUDED IN INTERIM AND ANNUAL
REPORTS COMPARE WITH YOUR
PRESENT SOURCES OF INFORMATION?
+2

f1

0

—1

7

42

56

61

+ 2 — Most useful
+1 — More useful
0 0 — Equally useful
—1 — Inferior
—2 — Highly inferior

2
11

177
Respondents =
Mean
= —.152
=
0
Median
Mode
— __1
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Willa
time- series
model yield an
accurate
prediction of
future earnings?

are included in interim reports, they should be
included in the president's letter.
CFAs strongly agree that earnings forecasts, if
prepared, should be made by management. It is
less clear, however, as to whether such earnings
forecasts should be evaluated and commented on
by the independent auditors.
CFAs are not completely satisfied with their
present sources of information concerning future
earning power of companies. However, they appear to believe that a systematic method of earnings forecasting in financial reports would not be
an improvement over their present sources of information.
Finally, CFAs believe that their bread and butter depends upon their ability to gather financial
data from company contacts, own research, industry statistics, other analysts and other sources.
They believe that there is no magic formula that

technique. It is relevant to stress that subjectivity
can only be reduced, not eliminated, because any
forecasting technique which uses historical accounting data as input is inherently subjective because of the existence of alternatives for the treatment of depreciation, inventory costing, leases,
and other variables.
Also, in situations where there is no significant
statistical difference between management's forecast and the time -series forecast, more credence
can be placed in management's projections. When
there is a significant discrepancy between management's figures and the time -series projections,
management will be placed in a position of having
to offer substantiation for its forecast, i.e., changes
in the economic environment in which it operates,
the introduction of a new product, or the availability of new technology.
In addition, the time - series technique will offer

Table 6
WHAT ARE YOUR PRESENT SOURCES OF EARNINGS FORECASTING DATA?
Rank

$

Company contacts
Own research
Industry statistics
Other analysts
Historical financial data
Economic forecasts
Competition
Computer simulation
Field trips
Government agencies
Industry trade sources
Public relations of a promotional nature
Retired directors
Rumor
Wall Street sources

2

3

4

5

28
15
14
17
12
7
7

24
5
14
2
8
10
2

8
1
7
8
5
3
6

9
3
11
4

2
17

3

5

1
2

1
1

7

1

1

4

9

3

1
2
4

can be used in forecasting earnings. They believe
that there are many imponderables that experience and judgment can process that escape the
statistical analysis of those not a part of the financial analysts' profession.
This most recent study tends to further underscore what earlier studies have suggested. A systematic method of earnings forecasting by management and somehow attested to by the CPA will
not improve significantly the validity and reliability of the CFA's investment decision.

additional information for decision making. As
Chandra suggests, security analysts currently often rely on forecasts developed from past earnings
data.`
Most important, the time -series forecast would
serve to limit the public accountant's legal liability
if he is required, at some point in the future, to
attest to the fairness of management's published
forecasts.

A Look at the Future

A relevant question at this point is: Will a time series model yield an accurate prediction of future
earnings? Lorek, McDonald and Patz undertook
an empirical investigation in an attempt to test the
hypothesis "that forecasts by informed management should be superior to models relying solely
upon past earnings performance. "'
The authors used the Box - Jenkins Methodology,' with a sample composed of 40 management
forecasts obtained from the Wall Street Journal.

We support the suggestion that companies issuing forecasts of operations and earnings should
supplement their own management- derived forecasts with forecasts developed from a time - series
extrapolation of past earnings data. What are the
advantages of such dual presentation?
The subjectivity of managements' earnings forecasts would be tempered by an objective statistical
30

1
56
55
19
12
8
7
1

Accuracy of Time-Series Forecasts
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The four years from 1966 to 1970 were studied in informed management are far more accurate than
order to have a period characterized by changing those generated by time - series models which rely
economic conditions. The original population of solely on past earnings performance was rejected,
201 management forecasts was dichotomized into based on the data used in this application of the
relatively accurate (prediction error less than or Box - Jenkins methodology.
In an attempt to determine the usefulness of
equal to 10 %) and relatively inaccurate (predicmanagement's
earnings forecasts (in their current
tion error in excess of 10 %). Random samples
were taken from each of the two groups until four form of presentation) as they relate to the finanforecasts were taken from each group for each of cial statement user's decision - making processes,
the five years under consideration, yielding a final this discussion has offered support for the contention that reliable management forecasts are potensample size of 40 management forecasts.
Quarterly earnings of the companies represent- tially beneficial. In practice, many observers doubt
ed by the management forecasts described above their usefulness.
The Lorek, McDonald and Patz study showed
provided the data bases for application of the Box Jenkins model. The quarterly earnings data ended that the model- derived forecasts were at least as
with the quarter prior to the year of the forecast. accurate as management's forecasts for the comThe result of the Box - Jenkins methodology was panies and time period under consideration. A
"40 firm- specific time series models," which were dual presentation would tend to decrease the subjectivity of management's own forecasts. The apused to predict the annual earnings of the firm."
The resulting model- predicted earnings were propriate statistical method to be used in the time then compared with the management forecasts to series extrapolation of past earnings is a matter
determine which generated the smaller relative which requires further empirical investigation.
One concluding comment: The plain fact is seprediction error, computed as:
curity analysts and specifically CFAs do not place
much stock in forecasted financial data in its curActual earnings — Predicted earnings
rent form. Hence, it seems clear that a new apPredicted earnings
proach to forecasted financial data is needed. ApRather than describe the results of the study in plication of some time -series model may just be
0
detail, the study being available to the interested the way to go.
reader, only the conclusions relevant to this disRichard 1 Asebrook and D. R. Carmichael, "Reporting on Forecasts: A Survey of
cussion are presented. In cases where manage- 'Attitudes,"
Journal of Acmuniancy. August 1973.
'
John K. Shank and John B. Calfee, "Case of the Fuqua Forecast," Harvard Bustment forecasts were reasonably accurate (relative neat
Review. November- December. 1973.
' Gyan Chandra, 'Information Needs of Security Analysts," Journal of Accounronprediction error S 10 %), their accuracy did not cy.
December 1975.
'
M. Frank Barton, Wm Brent Carper, and Thomas S. O'Connor, "CFAs Speak
exceed that of the model generated forecasts. In Out
on the Information Content of Interim Financial Statements," The Ohio CPA.
Quarter 1979.
instances where management forecasts were asso- Winter
Chandra, Op. Cit.
Kenneth S. Lorek, Charles L. McDonald, and Dennis H. Patz, "A Comparative
ciated with a relative prediction error in excess of 'Examination
of Management Forecasts and Box-Jenkins Forecasts of Earnings,"
10 %, the Box- Jenkins forecasts were significantly The
Accounting Review. April 1976.
'See G.E.P. Box and G. M. Jenkins, TimeSeries Analysis: Forecasting and Control.
more accurate.
Accordingly, the hypothesis that forecasts by

CFAs do not
place much
stock in
forecasted
financial data.

Holden -Day Inc., San Francisco, Calif, 1970, for additional information on the
methodology.
McDonald, and Patz, Op. Cit.

'Lorek.

CORRECTIONS
The following misprints were made in the article, "True Rate of Return for Evaluating Capital Invest—
ments," in the February 1979 issue.
1. The formula in the middle of the first column on page 25 should read as:
n -I

o.z +

. . .

1/X [F,(I + r) + F 2(I 4- r)
(I + r) — C) _ [0—+ rYn — 1
+ Fn
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2. The formula in the first column on page
27 should appear as:
Aggregate TRR = " /C —
Reference at the end of paragraph four,
first column, page 27 should have been to
Table 2 instead of Table 3.
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Summarizing the Foreign
Earned Income Act of 1978
The new tax laws have left many questions unanswered and have
placed substantial new burdens on taxpayer and employer alike.

By Charles A. Simms, Jr.
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On October 15, 1978, in the final days of the Ninety -fifth Congress, the Foreign Earned Income Act
of 1978 was passed. This law completely changed
the way in which employees (expatriates) in foreign services are to be taxed by the United States.
The Act eliminated the unsettled state ofaffairs
which had existed since October 1976 by repealing the provisions of the Tax Reform Act of 1976.
This law would have substantially increased income taxes for most expatriates. For the 1978 income tax year the taxpayer may elect to be taxed
under the provisions of the Tax Reform Act of
1976 (which never went into effect) or the provisions of the new Foreign Earned Income Act of
1978. Whichever is elected must be followed in its
entirety without intermingling the provisions. In
many situations it will be necessary to compute
the income tax liability under each method to determine the most favorable treatment. If the 1978
return has already been filed under one or the other of the laws, it is not too late to review the return to see if the one not used will be of more
benefit. Computations comparing the impact of
the Foreign Earned Income Act of 1978 with the
Tax Reform Act of 1976 can be seen in Table 1.
For the 1978 tax year, and for future years, a
citizen of the United States who qualifies under
provision of IRC Section 91l(a)(1) as a bona fide
resident of a foreign country (one who has been a
resident of a foreign country or countries for an
uninterrupted period that includes an entire taxable year) or under provisions of IRC Section

911(a)(2) pertaining to citizens or residents of the
United States who are physically present in a foreign country or countries for 510 days in any consecutive 18 -month period, may deduct certain excess expenses of living abroad from gross income
to the extent that such deductions do not exceed
net foreign source earned income. These new deductions for excess foreign living costs are for (1)
qualified cost -of- living differential, (2) qualified
housing expenses, (3) qualified schooling expenses, (4) qualified home -leave travel expenses, and
(5) qualified hardship area deduction,
Qualified Cost -of- Living Differential
The cost -of- living differential is the amount by
which the general cost of living in a taxpayer's
foreign tax home exceeds the general cost of living
for the metropolitan area in the continental United States (excluding Alaska) having the highest
cost of living. The amount deductible will be determined from tables published by the Treasury
Department which will be revised at least annually. The computation will be made on a daily basis
for the period during which the taxpayer's tax
home is in a foreign country. The differential will
take into consideration the size of the taxpayer's
family and the cost of living for a family whose
income is equal to a U.S. Government employee
Grade GS -14, which is approximately $32,500 at
this time. As required by the Act, the Internal
Revenue Service has issued a two -part table that
classifies 165 countries of the world into 12
groups. A "cost -of- living differential" is specified
for each group according to the family size. A new
MANAGEMENT ACCOUNTING /AUGUST
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table for 1979 returns is scheduled to be issued by
the IRS in September 1979; however, the 1978
table may be used as a basis for reducing 1979
withholding. There is no requirement that the employee actually be paid a "cost -of- living allowance" in order to be eligible for the deduction.
Qualified Housing Expenses
The deduction for housing expenses may not be
greater than the excess of "reasonable" expenses
for housing for an individual and family residing
with the individual in a foreign country over the
employee's "base housing amount," The "base
housing amount" is defined as 20 %n of the excess
of the individual's earned income over the sum of
the actual housing expenses, the qualified cost -ofliving differential, the qualified schooling expenses, the qualified home -leave travel expenses, and
the qualified hardship area deduction (where applicable). Housing expenses are defined to include
rent, utilities, and insurance but exclude interest

and taxes. No definition is given of what might be
considered to be reasonable expenses for housing,
but the law does state that expenses will not be
deductible to the extent they are for "lavish or
extravagant" quarters. The apparent benefit to be
derived from the housing expense deduction may
be less than it would at first appear because the
"base housing amount," which is used to reduce
the actual housing expense, must be considered.
Assuming an individual with a salary of $30,000
and allowances of $20,000 has actual housing expenses of $5,000, the computation is:
Salary and allowances
Less excess foreign living costs

$50,000
20,000

Subtotal

30,000
x .20

Base housing amount

$ 6,000

Because the housing expense of $5,000 does not

Table 1
INCOME TAX LIABILITY AND COMPANY EXPENSE
FOR EXPATRIATE BASE SALARY $40,000

U.S.
tax

Net
liability

Company
expense

Base salary and
bonus
$40,000
Tax reimbursement
(company
expense)
-0-

U.S.
tax

Net
liability

Company
expense

U.S.
tax

$40,000

$40,000

See
Year 1

See
Year 2

8,000
12,000

8,000
12,000

8,000
12,000

5,000
4,000

5,000
4,000

5,000
4,000

10,000
$79,000

10,000
$79,000

10,000
$79,000

Company
expense

tax from Year 2
+

tax from Year 1

Net
liability

$

9,500
16,600
9,700

$14,200
27,800
14,100

$10,700
24,500
9,800

$24,700
40,500
23,700

$16,600
32,400
16,300

17,100

10,300

5,900

19,300

11,900

-0- $30,000
7,600 37,800
33,900
-0-

$21,900
29,700
26,500

-03,800
-0-

$35,600
43,100
37,800

$27,500
35,000
30,400

37,800

30,400

9,000 $22,300
21,300 35,900
8,200 21,500

$

$17,400
20,100
18,100

+

$

1I.Reslding In high -tax country
-0- $25,500
a. Pre 1976
b. 1976 TRA
2,600 28,200
c. 1978 law
-025,500
d. 1978 law
hardship deduction
-025,500

4,800

6,900

$

+

$

I.Residing In low -tax country
a. Pre 1976
5,700 $17,600
b. 1976 TRA
14,900 26,700
c. 1978 law
5,300 17,000
d. 1978 law
hardship deduction
2,400 14,300

$

+

Housing net of
deduction
Cost of living
School for children
Home leave
Hardship allowance

Year 3

Year 2

Year 1

18,100

-0.

33,900

26,500

-0-

•

•

•

Assumptions
Married with two children
Low -tax country-Hong Kong
High -tax country-The Netherlands
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Table 2
COMPUTING EXCESS HOUSING COSTS
UNDER THE FOREIGN EARNED INCOME ACT OF 1978
Salary (net of hypothetical adjustment)
Housing allowance (net of deduction)
Cost of living allowance
Educational reimbursement
Home leave reimbursement
Tax equalization

$45,000
20,000
15,000
5,000
4,000
25,000
$114,000

'

Deductions
Housing expense
Cost of living differential 3
School expenses t
Qualified home leave travel expense

Y

$22,000
7,000
6,000
3,000
38,000

Total

76,000
X.20

Base housing amount

$15,200

Housing expense
Base housing amount

$22,000
15,200

Deduction for qualified housing expense

$6,800

' Actual expense —not reimbursed amount.
' Subjected to restnchons as explained in the text
' Married with 2 children living in Japan.

exceed the base housing amount of $6,000, the
deduction for qualified housing expenses would be
zero. A more complete example of the method to
be used in computing a deduction for qualified
housing expenses is attached as Table 2. Special
provisions apply when the taxpayer's foreign tax
home is in a "hardship area."
Qualified Schooling Expenses
A deduction is provided for "reasonable" expenses incurred for the education of a dependent
in a foreign country from kindergarten through
the 12th grade in a "United States - type" school.
The deductible expenses include tuition, fees,
books, local transportation, and other expenses required by the school. Room, board, and nonlocal
transportation are not deductible except where an
adequate "United States - type" school is unavailable within a reasonable commuting distance of
an individual's tax home. If there is a "United
States- type" school within a reasonable commuting distance of the tax home and the taxpayer
elects to use a different school, a deduction will be
allowed only to the extent that the expense does
not exceed the deduction allowable if the least expensive "United States - type" school within a reasonable commuting distance were used.
A definition of a "United States - type" school
does not appear in the law, nor does a definition of
"reasonable commuting distance." Where there is
no "United States - type" school within a "reasonable commuting distance" and nonlocal transportation is permitted as a deduction, the law is silent
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as to how often trips may be made between the
school and home for deduction purposes.
Qualified Home -Leave Travel Expenses
A taxpayer may deduct reasonable amounts actually spent for transportation of the individual,
spouse, and dependents from a tax home outside
the United States to the most recent principal residence in the United States (or the nearest port of
entry in the continental United States if the employee did not have a principal residence in the
United States) and return to the post of duty. The
deduction is limited to one round trip per dependent for each continuous twelve -month period
during which the tax home is in a foreign country,
It should be particularly noted that this restriction
is for each continuous twelve -month period and not
for one year. Apparently the definition of travel
expense does not include meals and lodging but is
restricted to "reasonable" transportation expense
by air. This is further defined as the lowest coach
or economy fare offered during the calendar
month in which the transportation is used.
Qualified Hardship Area Deduction
An individual whose tax home is in a "hardship
area" is entitled to an additional deduction
amounting to $5,000 per year computed on a daily
basis. A hardship area is defined as any foreign
place so designated by the Secretary of State
where extraordinarily difficult living conditions
exist — notably unhealthy conditions or excessive
physical hardships and for which a post differential of 15% or more is provided. At the present
time, hardship areas do not include any locations
in Western Europe and North America other than
the Northwest Territories of Canada, and Belfast
and Londonderry in Northern Ireland. Taxpayers
may use the Qualified Hardship areas list as a basis for reducing their 1979 withholding, but 1979
ultimate tax liability will be based on a new list to
be published by the IRS in late 1979.
There are two additional deductions allowed
where unusual circumstances exist. One is in a
case where the taxpayer maintains a separate
household for his spouse and dependents in addition to his tax home because of (1) adverse living
conditions and (2) his tax home is located in a
"hardship area." Under these circumstances, the
base housing amount for qualified excess housing
expenses will be deemed to be zero and the housing expense deduction will be allowed for both
homes. In order to be eligible for this additional
consideration, the taxpayer must not be excluding
housing costs for housing furnished for an employer's convenience unless the employee maintains his separate household for his spouse and
dependents because of adverse living conditions.
The other deduction applies to income earned
by individuals living in "camps." A "camp" is deMANAGEMENT ACCOUNTING /AUGUST 1979

Moving Expense
The deduction for expenses in connection
with a trip to the new foreign employment location to search for a new residence and for temporary living costs during a period of90 consecutive
days (increased from 30 days) has been increased
from $1,500 to $4,500. The overall limit for the
above expenses as well as those expenses arising
from the sale and purchase of a residence has been
increased from $3,000 to $6,000. These increased
limits will apply to initial moves overseas and
moves between foreign countries but not to move
back to the United States or its possissions. A new
provision extends to retirees and to survivors of
decedents who were working abroad the same deductions permitted taxpayers moving in connection with the commencement of work as an employee at a new principal place of work located
within the United States, In addition, reasonable
costs incurred for storing personal effects in the
United States will now be deductible.
Sale of a Principal Residence
The time period in which a taxpayer whose tax
home is outside the United States may defer the
gain on the sale of a principal residence by reinvesting in a new residence is generally extended to
the period the taxpayer is abroad but not to exceed four years from the date of sale of the original residence. This provision replaces the 18 and
24 months for the purchase of a house or construction of a new house, respectively.
Standard Deduction
Beginning in 1978 the standard deduction (zero
MANAGEMENT ACCOUNTING /AUGUST 1979

bracket amount) may be claimed by all expatriates
except for those who choose to elect the provisions of the 1976 Tax Reform Act for the year
1978.
Income Tax Withholding
Wages subject to income tax withholding will
not include remuneration to the extent that it is
reasonable to believe at the time of payment that
the employee will receive a corresponding deduction for expenses of living abroad or will qualify
for the "camp" exclusion.
Rental of Personal Residence
The Tax Reform Act of 1976 added a provision
to disallow certain deductions in excess of rental
income if the taxpayer used the property as a personal residence for the greater of 14 days or 10%
of the rental days in a year. This provision worked
an unintended and undue hardship on expatriates
in the years ofexpatriation and repatriation where
they chose to retain their residences in the United
States and rent during the period offoreign service. For taxable years beginning after December
31, 1975, the Revenue Act of 1978 removes the
limitation in cases where the taxpayer used the
property as a principal residence immediately pre ceeding or following a period in which the property was rented to unrelated parties. Ifa deduction
has been disallowed or unclaimed on a tax return
for the period after December 31, 1975, for deductions in excess of rental income, an amended return should be prepared and filed.

Buy or rent?
The new law
comes down
squarely
purchase by the
expatriate.
again.

fined as substandard housing which (1) is provided by an employer for the employer's convenience
because the place at which the employee renders
service is in a remote area where satisfactory
housing is not available on the open market, (2) is
located as near as practicable to the employee's
work location and (3) is furnished in a common
area (or enclave) not available to the public and
which normally accommodates ten or more
employees. Under the foregoing circumstances,
citizens of the United States who are bona fide
residents ofa foreign country, and citizens or residents of the United States who are physically
present in a foreign country or countries for 510
days in any consecutive 18 -month period, and
who are residing in a "camp" located in a hardship area, may elect to exclude up to $20,000 annually from earned income plus the value of meals
and lodgings provided by or on behalf of the employer. If this exclusion is elected, no deduction
for excess foreign living expenses will be allowed
and the taxpayer must reduce the foreign tax credit
otherwise available to him to the extent they pertain to the $20,000 earned income exclusion.

Nonresident Alien
A provision of the 1976 Tax Reform Act provided that a nonresident alien married to a citizen
or resident of the United States may elect to be
taxed as a resident of the United States and, as
such, file a joint return. This provision has been
carried forward in the new law for taxable years
beginning after 1975. If separate returns were filed
and ifjoint returns would result in more favorable
tax results, consideration should be given to
prompt filing ofamended returns for open years.
Some Tax Suggestions
The new tax laws have left many questions of
application unanswered for the present time and
have placed substantial new burdens on both taxpayer and employer. Some things stand out as requiring immediate consideration and review.
• Expatriates should immediately review their
withholding allowances to take advantage of
the exclusion of deductible excess foreign living
costs and the new ability to use the standard
deduction (zero bracket amount).
• Now is the time to look again at deferred compensation arrangements. Not only can the
35
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adoption of a carefully framed deferred compensation plan reduce current tax costs, but
such a plan will also reduce the "base housing
amount" used to compute the deduction for
qualified housing expense. This could well result in a potentially greater deduction.
New record - keeping requirements are placed
upon the expatriate so as to qualify for many of
the excess foreign living expense deductions. It
is important that the expatriate be advised of
what will be required as soon as possible before
documents may become lost or misplaced,
thereby resulting in lost deductions.
Where agreements that exist with joint venturers provide for reimbursement of compensation
costs of U.S. expatriates, a careful analysis of
the new law should be made to determine if
renegotiation might be necessary.
The Revenue Act of 1978 provides for increases
in the amount of exemptions for dependents
and in the zero bracket amount. These provisions have a direct bearing on the computation
of hypothetical tax under tax protection or tax
equalization policies. Therefore, revised compu-
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The High Price of Beef:
How One Company
Accounts for It
In order to overcome the financial crisis in the meat packing
industry, some companies have adopted the retail cost concept for
planning and control.

By Kailas J. Rao
Today the meat packing industry is undergoing a
serious financial crisis —profit margins have declined, a severe shortage of slaughter cattle has
developed, unemployment has increased, and in
some areas of the country, plant operating hours
have been sharply reduced. In the $40 billion dollar meat industry, the survival of some marginal
meat packers has become doubtful.
There are three major reasons why meat packers, such as Swift & Co., Armour & Co., and Wilson Foods Corp., are facing difficult situations.
One explanation is the steady decline in profit
margins over the last eight years. Today, profits
are less than .07% of sales.
The intense competitive nature of the industry
exacerbates the problems, Competition is so keen
and profit margins are so low that the traditional
meat packers are changing from high - volume, cyclical production of meats like beef to processed
meat. The reason why meat packers are moving to
more processed meats, such as ham, weiners, and
sausage is because profits are three times higher
than those of fresh meats. Sharp competition is
also prevalent here and any meat packer switching
to processed meat will have to challenge the well established companies such as Oscar Mayer & Co.
and Peter Eckrich and Sons, Inc.
The third major problem confronting meat
MANAGEMENT ACCOUNTING /AUGUST 1979

packers today is the most severe shortage of
slaughter cattle in more than 20 years. Because of
depressed beef prices, ranchers have liquidated or
reduced their cattle herds over the last two years.
In addition, it is predicted that the supply of cattle
will be cut by an average of 34% per year. This
has caused lay -offs of hundreds of workers, a reduction in plant operating hours, and dramatic
increases in retail beef prices.
The challenges the meat packing companies
must confront are formidable. To survive, some
companies are improving their cost accounting
techniques. One approach is to adopt a retail costing system for planning and control. Although
such a system is in general use in the industry,
many small meat packing companies are not familiar with the method. Such was the situation at
Royal Meats, Inc., a meat packing and processing
company located in Watertown, Wis.
I helped to establish a costing system that
would enable this company to determine the proper cost - per -pound figures for its planning and control. It required a system that would identify materials, labor, and overhead for inclusion in the
total cost ofthe product per pound. The design of
the system had to take into consideration a wide
variety of products.
These products include various cuts ofthe steer
and hog; poultry items such as chicken, geese, turkeys, ducks; fish and frozen fruits (seasonal

Kailas J. Rao is
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the University of
Wisconsin in
Milwaukee. He holds a
Ph.D. degree in
accounting from the
University of Oklahoma
and is a member of the
Milwaukee Chapter. Dr.
Rao gratefully
acknowledges the
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auditor of A.O. Smith
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items); sausage and hams (specialty items); convenience foods such as cheese, crackers, milk, bread;
and frozen foods such as french fries, fish, and TV
dinners.
The Meat Processing Cycle
Meat processing begins with the arrival of live
cattle. These cattle are weighed, tagged for identification and taken to the kill floor for slaughter.
Entrails are removed for resale to the by- products
markets, and the carcass is taken to the chilling
department for aging. After aging approximately
14 days, the carcass is taken to the custom processing department, the sausage kitchen, or to retail processing.
Upon entry to the retail processing department,
the carcass is carved into the cuts required by retail outlets. Some scrap is sent to the sausage
kitchen for processing, after which the finished
product is returned to the store for sale. Any excess beyond what is required in the store is placed
in holding coolers.
Determining Relative Cost
The live weight and original cost of each animal
are entered on an individual data statement as
shown in Table 1. As the animal moves through
operations, individual cuts of meat are itemized by
type and weight on this statement. The total of
these weights is divided by the live weight to cal-

culate the total return on the animal. For example, a 1,000 -pound per steer producing a 615 pound carcass has a total return of 61.5 % . This
information can be used as a guideline in determining the quality of cattle purchased.
The retail outlet supervisor then obtains the retail price per pound and recommended gross profit percentage from the yellow sheet published by
the Daily Market Service, The National Provisioner in Chicago, A retail price is then chosen
based on the above information and with reference to current market demand, competitors'
prices, and gross profit desired. For example, in
order to obtain the cost per pound for chuck, the
price per pound selected in 90.7 cents. Multiplying this price by the gross profit percentage of
75% results in the cost per pound of $.68 as noted
in Table 1. Cost per pound for each individual cut
can be calculated in a similar manner after the
price for each cut is obtained.
An extension of the individual weights and
their assigned cost - per -pound figure is then made
showing total actual cost by cut. Standard costs
are entered for each cut based on a desired yield
allowing an analysis of the variance between the
actual and standard costs:
Quality
purchased
to pounds

X

Cost
per
pound

"total
actual
costs

-

-

Standard
costs

=

Variance

Positive results are representative of favorable

Table 1

INDIVIDUAL DATA STATEMENTS: STEER AND HOGS
1,000 lb. , -

Quantity
purchased
lbs.

Ilve steeK
ieldin
Chuc
Brisket
Shank
Short plate
Flank
Rib
Loin
Round
Mis
otal
(
21 lb.

±'

164.8

Cost,
per

Total
actual

=

lb.
X
X
v
X
X
x
X

23.4
19,1
51.0
32.0
59.0
105.8
137.8
22.1

X

-

$.68
.47
.68
.51
.49
1.05
1.28
.92
.33

=
=
=
=
=
=
=
=
=

cost

$112.06
10.98
12.99
26.01
15.68
61.95
135.42
126.78
7.29

Quantity
purchased
lbs.

Shoulder
Loin
Side
Ham
Misc.

23.1
27.0
31.7
31.5
36.7

x

l
X
X
X

150
To tal return: 150

Cost
per
lb.
$
1.05
61
"96
.29

lb./210

="

x.
-W
=
=

Total
actual
co st

-

$,18.48
8.35
19.34
30.24
10.64

$107.05
lbs. = 71.4%

-

-

%o

Gross
prof it

Ro t it

Variance'

Variance

percentage'

value'

$5.60
.79
9.08
1.30
(.94)
(2.48)
630
(3.80)
(2.91)

4.76
6.71
41.14
4.76
(6.38)
(4.17)
4.71
(3.09)
(66.44)

.75
.75
.75
.75
.75
.75
.75
.75

$149.41
14.64
17.32
34.68
20.91
82.60
180.56
169.04

_75

9.72

andard

cost

615
$509.15
To tal return: 615/1000 -- 61.5%

live hog
yielding:

Total

x

$117.66
11.77
22.07
27.31
14.74
59.47
142.12
122.98
4.38

=
=
=
=
=
=
=

$522.50
S 13.34
Total do llar mark -up: $678.88

Standard
co st

=

Variance'

1
%
Variance

$ 19.40
29.20
18.18
29.64
10.96

=
=
=
=t
=

$ .92
B5
(1.16) ( .60)

4.74
2.91
(6.38)
.02)

$107.38
$ .3
To tal do llar mark-

2.7 4,-

$678.88
9.15 = $169.73
Gross
f pro fit
percentage

Retail
value'

.75
.75
.75
.75
.75

$ 24.64
37.80
25.79
40.32
14.19

.05 = $35.69

$142.74

I Variance unfavorable ( )
2 Chosen on basis of market demand, competition, and desired gross profit
3Total actual cost- desired gross profit percentage
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variances because actual costs are less than anticipated standards. Negative results reflect unfavorable variances. A total dollar variance by animal
is also produced because the total of the actual
costs for the animal are reduced by the total standard costs. This value gives an immediate dollar
amount by which future purchases or budget constraints can be gauged. A percentage variance by
cut may then be calculated as:
Variance
by
cut

—

Standard
cost
by cut

=

% Variance

These percentages can be used as a reference by
which meat carving procedures can be altered
providing the desired quantity of each cut. Slight
variances are anticipated because of individual differences in animals and cutters. However, large
deviations require additional inspection. Finally,
the total actual cost by cut is divided by the gross
profit percentage suggested by the yellow sheet
producing an approximate retail value.
Total
actual
cost

-

Gross
profit
percentage

=

Desired
retail
value

The individual price per pound can be multiplied
by quantity purchased to also arrive at the retail
value.
The desired retail value total reduced by the
actual cost of the live animal provides the total
dollar mark -up on the animal. This figure is used
as a basis for further day -to -day adjustments of
price for retail operations, taking into consideration the difference between the resulting mark -up
and the desired gross profit percentage.
The Sausage Kitchen and Stores Processing
A job order ticket for the sausage kitchen lists
the standard materials, labor, and overhead costs.
In addition, the job order tickets verify and crosscheck the recipe standard as determined. Job -order tickets are categorized by batch description
and the recipe prepared. Sequential job numbers
are assigned for control. Employees of the sausage
kitchen complete a ticket for each job assigned,
listing ingredients and quantities actually used. A
comparison of variances is used for future adjustments of recipe cards and the cost standards.
Assigned job order numbers are listed with the
corresponding recipe, date worked, and pounds
processed. Standard costs per pound are entered
on the schedule applicable to the recipe worked.
The number of pounds processed are extended to
total costs per job. The total costs of all jobs are
transferred to the sausage kitchen summary to
represent the additional material cost incurred in
sausage processing.
The additional materials of store processing are
string, tape, and wrapping paper. Usually it is not
MANAGEMENT ACCOUNTING /AUGUST 1979

possible to do a monthly inventory of these supplies because of the lack of set order sizes. In this
situation, a notebook is placed in the supplies
storeroom. Store employees note all withdrawals
from the supplies inventory, and at the end of
each month, the total withdrawals of each item
can be determined.
Costs per unit of the additional materials are
obtained from the supplies invoices. The supplies used figure, entered from the notebook, is multiplied by its corresponding unit cost to get the total
additional material expense. This total is then
transferred to the store processing cost summary.
A beginning inventory is established by writing
the previous month's ending inventory on the
schedule. The month's total of incoming materials
is obtained from the outside vendors' invoices and
the monitoring of meat totals brought in from
other service centers within the plant. At month's
end, a detailed count is taken of the number of
pounds on hand in the department. This tally is
entered in the schedule under the ending inventory heading. To compute the number of pounds
processed for the month, the ending inventory is
subtracted from the sum of the beginning inventory and the incoming materials.
The total pounds processed for the month in
store processing and the sausage kitchen are used
to compute a monthly cost per pound processed.
After the pounds processed figures for the sausage
kitchen and the store processing department are
transferred to the summaries, the two summary
schedules are ready for completion. The labor,
overhead, and additional materials data are now
available on the two summary schedules.
These charges are summed and divided by the
number of pounds processed for the month. The
resulting figure is the cost per pound processed in
the sausage kitchen and the store processing department.
After the respective cost - per -pound figures are
calculated, these figures, along with the number of
pounds processed for the month, are transferred
to a master summary schedule maintained for
control purposes. Variations in the cost - per -pound
figures for each department can be easily identified.

The survival of
some marginal
meat packers
has become
doubtful.

Master Worksheet
ALLOCATION OF MATERIAL

The total cost of materials must be entered in
the kill floor classification on the master worksheet presented in Table 2. This cost is allocated
among the cows and hogs by means of their invoice cost.
The total cost of materials entered on the master worksheet is then broken down on the basis of
the weight of cows or hogs within the respective
departments. Each of the cost allocation columns
39
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Table 2
MASTER WORKSHEET

Description

Total
Allocated
cost by
co st
dept. C

Updating
packing plants
and introducing
new processed
products may
not be the
answer.

;$20,000
2,000
2,000

� .04

11
1,250

R'

Chill dept.
250
250

15,000 lbs.

$

000
4,000

$ 4,000
2,400

12,000 lbs.

$ 2,000
1,000
750

$ 1,000
500
50o

Labor
Overhead'
Additional mat'Is

$ 1,500
750
200

$ 1,000
500
125

Sub -total

$41,000
1,000

$25,275
775

$40,000

$24,500

Processing dept.

Net
5,000 lb .

Total cost
Total net weight
Cost per pound

Live
$ 7,500
1,000
750

15,

$ .50
.07
.05

Dress
$ .02
.02

$

$ .33
.20

$ 2,000
1,600

X20

150

t.

10
10

Retail market

Le ss : rec ove

.05

Cost
per
o und

10.000 lbs. $ .01
.01

Net

Sausage kitche
Labor
Overhead'
Additional mat'Is

Weight

Dress

Labor
Overhead"
Labor
Overhead'

Allocated
co st
ho s

2 5 ,Live
000Ib� � 50

Kill floor
Materials
Materials
Labor
Overhead'

Weight

Cost
per
po und

8,000 lbs.

011

Net
5,000 lbs.

0
250

Net

$ .25
$ .20
$ .20
.10
.05

Net

5,0001

$ .20
.10
.02
-4v

S

500
250
75

2.500 lbs.
`i

$ .20
.10
.03

$15,725
1

22,000 lbs.

15,500 lbs.
$1.11

$1.00

'Overhead allocation:
Kill floor -25 %, C dept. -5 %, Processing dept. -50%,
Sausage�kitchen— 0 %, Retail market -10%

and the total cost column is summed. The sum of

the animal types based on their weights. The allo-

th e allo catio n c o lu m n s is u s ed a s a chec k figure
an d sho uld equal th e su m o f the to tal cost col-

cation as com puted is transferred to t he master
worksheet as noted in Table 2.

um n.

The next step is to enter the total recoveries for
the month on the worksheet. This figure is obtained from the check stubs of checks received
from by- product sales. Recoveries must be deducted from the total costs of operations, as they
represent a cost - reduction applicable to the meat
processing cycle.
The total net weight of each of the animal
classes is entered on the worksheet. The final step
is the computing of a cost - per -pound figure for
each of the animal classes. The net weight of each
class is divided by the net cost amount shown in
the cost allocation column (total cost less recovery) for the cost - per -pound figure. This cost -perpound figure is used to initiate necessary control
measures as variations in the monthly figures are
analyzed.
ALLOCATION OF LABOR COST
The labor cost figures of the five operating departments are obtained from the company's payroll register, The labor cost, as with overhead expense, will be allocated on a pro rata basis among
40

ALLOCATION OF OVERHEAD
The total overhead expense will be allocated on
the basis of pre - determined allocation percentages. The alloca tion p ercenta ges m a y be co m puted
on the bas is of the ac tivity or squa re foot age of
each departm ent (e.g., kill f l o o r - 2 5 % , chill de-

partment -5 %, processing department -50 % ,
sausage kitchen -10 % , and retail market -10 %),
A daily recording of overhead expenses should be
made in every department. At the end of the
month, individual accounts are totaled and allocated by department. There is also a daily total of
the accounts which can be summed at month's
end and used as a check figure.
This system is designed to account for the live,
dress, and net weights. The weights will be further
classified as cows and hogs. With a weight assigned to each animal type in each department,
that department's allocation of overhead expenses
can be further broken down with a pro rata distribution among the animals based on their weights.
The sum of the overhead expenses allocated to
Continued on page 48
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How to Cope with Reverse
Discrimination in Executive
Benefit Plans
Benefit plans can help in the retention of key corporate executives;
they also can be used as an estate planning tool.

By R. David Sprinkle and William E. Hall, Jr
Right now, top executives are being discriminated
against in most areas of benefit planning. Retirement, disability, and death benefit packages make
up a lower percentage of their income than that of
junior executives and other employees.
Take, for example, a typical group disability
plan of a large corporation. Under the plan, a disability benefit of 60% of an executive's salary with
a maximum benefit of $1,500 a month or $18,000
a year is provided. In addition, plan benefits are
coordinated with his Social Security benefits.
Benefits for an employee who earns $25,000 are
$15,000 or 60% of his salary. For one who earns
$40,000, the maximum $18,000 benefits equal
only 45% of his income; at an income of $50,000,
the percentage drops to 36 %; and the top executive earning $100,000 sees only 18 %n of his salary
going to his benefits package. Obviously, the top
executive loses. Similar levels of discrimination
are found in most companies' retirement and
death benefit plans.
Inflation and progressive income tax rates are
making it increasingly difficult for executives to
compensate for this discrimination with their after -tax income. This reverse discrimination, combined with trends such as the elimination oftraditional perquisites like qualified stock options, has
led to an emerging awareness of a need for new
directions in executive compensation planning, inMANAGEMENT ACCOUNTING /AUGUST 1979

eluding a greater emphasis on supplemental retirement, disability, and death benefits for selected
executives. Such benefits have helped many corporations attract, retain, and motivate key employees, thus improving the effectiveness of the overall
compensation plans.

r

How to Reverse the Trend
The insurance industry has found a way to reverse this discrimination and provide substantial
benefits to the employer as well as the employee.
The answer is supplemental benefit plans. While a
corporation cannot recover tax deductible contributions to a pension or profit- sharing plan, ultimately it can recover all net after -tax costs (assuming a 50% marginal tax bracket) of these
selective plans, including a factor for the use of
money. Although each plan is designed specifically for each corporate client, the following are typical benefits:

R. David Sprinkle is the
principal in Sprinkle &
Associates and an
agent with The
Northwestern Mutual
Life Insurance Co. in
Greensboro, N.C. A
CLU, he holds an A.B.
degree from Davidson
College and an MBA
degree from the
University of North
Carolina at Chapel Hill.

1. Supplemental income benefit at retirement
equal to 40% of salary for 15 years.
2. Supplemental family income benefit in the
event ofdeath before retirement equal to 40%
of salary for 15 years.
3. Disability benefit equal to 40% of salary up to
a maximum benefit of $84,000 per year, payable during continuation of disability to a maximum age of 65 for accident or sickness. Full
benefits for normal retirement or death would
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continue to be funded and would be paid for 15
years upon the earlier date of reaching retirement age or death.

Tax Shelters and Insurance

The cost effectiveness of the illustrated benefit
package is shown in Tables 1 -3. It is important to
Flexibility in plan design is a significant advantage note that the salary continuation plans are, in fact,
because the benefits to be provided are totally at unfunded plans. However, key -man life insurance
the discretion of the employer. These selective is purchased on the selected executives to inforbenefits, for example, can be wrapped around mally fund the benefits. Furthermore, three statuqualified pension or profit - sharing plans, or they tory tax shelters combine to produce very favorcan be packaged specifically to attract or retain a able results from this informal method of funding.
single key employee or improve the compensation
The first tax shelter is a result of the employer package for an entire class of executives.
employee relationship. Benefits are deductible
Another use of supplemental benefit plans has when paid to the executive or his family as though
been as an estate planning tool for the owner of a they were salary under IRC 404(a).
closely held business. In one case, three key non The second tax shelter is in the tax -free nature
owner employees received substantial (but totally of life insurance proceeds under IRC 101(a). The
forfeitable) supplemental benefits to assure that key -man policy is held until death occurs, and the
their services would be retained by the business insurance proceeds are received totally income -tax
after the owner died, thus maintaining the busi- free.
ness value for his heirs. The variations of benefit
The third tax shelter results from the deductidesigns are limited only by executive and corpo- bility of policy loan interest under IRC 264(c).
rate needs and the imagination and creativity of Because key -man life insurance premiums are not
the practitioner.
tax deductible, the minimum number of premiums

Key advantages of the benefit plans are:
Corporate advantages
1. Ability to pick and choose participants
2. No ERISA participation and only minimal reporting requirements
3. Retention of control over deposits to fund the plan
4. Forfeitability and vesting are at the total discretion of the employer
5. Three statutory tax shelters are used to minimize the informal funding of the plan and enable
the corporation to recover all costs associated with the plan
b. Benefits are deductible when paid
Emplo� vee�advantages
1. No current reportable income results to a covered employee from a properly designed plan*
2. Employee gains a greater degree of financial security for himself and his family and receives an
economic benefit beyond his power to duplicate with an equivalent current raise or equivalent
use of current income
3. Benefits received are subject to the 50% maximum tax when received

The primary disadvantages of the plan are:
Corporate disadvantage
Becau se th e plan is n o n q ualified (thus the ability to pick and choose participants), there is no
in co m e tax d ed u ctio n fo r d eposits m ade to inform ally fund the plan prior to their payo ut.
Employee disadvantages
1. Fo r th e em p lo y ee to o btain the favorable tax results (no current reportable incom e), he or the
em p lo yer m ust cho o se b etween the following alternatives:
a. If the b enefits are to be nonforfeitable, then the em ployee must have only an unsecured claim
again st th e gen eral assets of the em ployer /corporation for the payment of the benefits.
b. If the b enefits are to be secured through specific funding, then the em ployee's salary continuatio n b enefits m u st b e subject to a substantial risk of forfeiture.
2. Th e p resen t valu e of th e benefit payout will be included in the employee's estate, thus producin g an estate tax liab ility with no offsetting liquidity created. This liquidity need, however, can
be co vered with in d ividual as well as group coverage.
*The recent Goldsmith case does pre sent a question conc erning the possibility that some reportable income may be
attributed to the employer for the death and disability portions of the package.
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Table 1
EFFECT ON BALANCE SHEET PRIOR TO DEATH OR RETIREMENT OF EXECUTIVE
End o f year:
1
2
3
Annual net after tax
outlay for
premium &
interest'
9,005 9,005

9,0051

Total annual loan
for both premium
($9,005) & net
interest borrowed
at4%

0

Gross cash value
increase per
ye ar "

930 6,900

Cumulative gross
cash value"

930 7,830 16,140

Cumulative loan

0

0

0

0

8,310

0

4

5

6

7

10

15

20

25

9,005

0

360

720

0

0

0

0

0

9,005

8,970

9,005

9,005 10,909

13,272

16,147

19,645

9,690 10,410 11,310 12,930

16,830

21,690

25,260

25,110 34,800 45,210 56,520 93,930 169,950 268,290 394,580
0

9,005 18,010 27,015 58,495 119,939 194,696 285,648

Assumes a 50% marginal combined state and federal corporate tax bracket
" Includes value of dividend additions -based on 1978 scale and not an estimate or guarantee of future results.
t Third and fourth deposits could be spread over third through seventh years if desired.
Note: values will be further enhanced It all premiums are paid. All values shown In the three tables relating to the cash values or death benefits of an
insurance policy used to provide funding are based on a life paid -up at age 65 policy with the Northwestern Mutual Life Insurance Company of Milwaukee.
Figures Include the value of paid -up dividend additions Dividends are those presently being paid (1978 scale) and are not guaranteed.

Table 2
EFFECT ON BALANCE SHEET ASSUMING DEATH OF EXECUTIVE PRIOR TO
RETIREMENT'

Tax -free income
from policy
proceeds'

If death occurs at end o f year
5
7
10
15

1

3

20

25

302,700

314,400

330,300

349,800

362,500

529,200

626,700

9,005

27,014

36,018

37,100

37,100

37,100

37,100

37,100

9,005

27,014

58,495

119,940

194,696

285,649

150,000

150,000

150,000

150,000

150,000

150,000

448,200

LESS:
Premiums & net
interest actually
pa i d "
Loans previously
incurred to pay
premiums & net
interest after tax
Net after -tax cash
outlay to pay
death benef it"
Net after -tax
balance sheet
cost (gain) t

0

150,000

0

150,000

(143,695) (137,386) (135,277) (135,686) (136,905) (141,160) (147,404) (153,951)

. : Li ne #5 - I me #1 - (li ne #2 i line #3 f line M4)
Assumes a 50% marginal federal and state corporate income tax bracket.
t Assuming that the corporation pays the first $10.000 ($20,000 before tax) to the executive's beneficiary at the time the executive dies and pays $10,000
at the bogmning of each succeding year until the entire $150,000 has been paid, then the corporation will have the use of the remaining funds unfit
paid. Over a 15 -year period and assuming an 8% gross rate of return and a combined 50% marginal tax bracket, the corporation would enjoy additional
net earnings of $42.000 from the death benefit funds.
Includes values of dividend additions -1978 dividend scale -riot an estimate guarantee of future results

are paid to tax - qualify the policy under IRC
264(c) and assure the deductibility of the policy
loan interest on loans to pay premiums, net interest, and the net cost of the retirement payout. The
combined effect of the above tax leverage is that
the required informal funding is minimized and
the corporation ultimately is able to recover all
net after -tax costs of the selective benefits.
A Cost /Benefit Analysis
Tables 1 -3 provide a cost/benefit analysis of a

$300,000 key -man life insurance policy, paid -up at
65, used to informally fund a supplemental benefit
for an age -40 male earning $50,000 a year. As
shown previously, this benefit will continue 40%
of his income, or $20,000 a year for 15 years
should he retire, become disabled or die, in addition to the other corporate benefits provided. This
is a fringe benefit package that will help attract
and retain most key executives,
Table I illustrates the balance -sheet effect prior
to the death or retirement of the executive of the

A supplemental
benefit plan not
only benefits
the top
executive -but
also his
company.

Table 3
EFFECT ON CORPORATE BALANCE SHEET ASSUMING
EMPLOYEE DIES AT AGE 80t AND ALL RETIREMENT
PAYMENTS HAVE BEEN MADE

"

'

Total gross death benefits to corporation less:
$20,000
Annual retirement payment
Annual after -tax cash outlay by Corporation
(50% tax bracket)
$10,000
Total alter -tax cash outlay for 15 yr's of retirement payout
(to be borrowed from cash value of funding policy)
Total premiums:
Paid
Borrowed
Total net interest:
Paid (50% bracket)
Borrowed (50% bracket) prior to retirement
Borrowed (50% bracket) during retirement
Total net after -tax cost associated with plan
Total after -tax profit to company
Value summary prior to death age 80:
Total cash value
Total loan

995,833 "

150,000
36,018
189,095
1,081
96,554
307,610
780,358
215,475
$812,202
$743,258

Note that death at an earlier age would produce a larger alter -tax profit to the corporation. Lite expectancy for a male age 40 is 76.
Includes value of dividend addition based on 1978 scale --not an estimate guarantee of future results.

$300,000 key -man policy used to informally fund
the plan. The degree ofemployee forfeitability will
determine the accounting treatment of the salary
continuation plan. If the benefits are nonforfeitable, the company may wish to book the present
value ofthe net cost ofthe retirement payout over
the employee's remaining working years. In many
cases the total effect is immaterial.
Once the requirements of IRC 264(c) are met in
the seventh year, a "0" outlay is obtained by borrowing the annual premium due as well as the net
after -tax cost of the interest. The corporation will
perform the administrative function of paying the
gross interest (@ 8 %), reducing its tax payments
by an appropriate amount, and then borrowing
the net interest cost from the life insurance company, thus producing the "0" net annual outlay.
Lines two and three show that a "0" outlay is
feasible since the annual internal growth in the
policy is more than adequate to cover the amount
borrowed each year. In other words, the gross
cash value increase per year in line three exceeds
the total net amount borrowed per year. This

growth rate produces a net equity in the policy.
For example, in the 15th year, the net equity is
$50,011 ($169,950 gross cash value less $119,939
cumulative loan) versus total funding deposits of
$37,100. Thus, the corporation has not lost the
use of deposits made to the life insurance company during the executive's working years.
Table 2 illustrates the balance -sheet effect if the
executive dies before retiring. Line one represents
the gross income tax -free proceeds received by the
employer from the insurance policy on the deceased executive's life. Dividends are left with the
insurance company to purchase paid -up additions,
thus accounting for the ever - increasing proceeds.
Line two represents the premiums and interest actually paid (all in the first seven years), and line
three illustrates the premiums and net interest
borrowed from the life insurance policy. Line four
represents the net after -tax cost of paying out the
$20,000 per year for 15 years ($150,000). Line five
shows the net after -tax gain to the corporation
after all direct costs of the plan are recovered. The
resulting gain will provide a "use value of money"
return on the initial deposits and, in most cases,
still will provide the corporation a profit.
Table 3 illustrates the results to the employer
corporation assuming the employee lives to retirement age 65 and for 15 more years, thus receiving
the full$300,000 of retirement payments prior to
his death at age 80. Naturally, the earlier the
death, the larger the economic gain, but even at
age 80 there is a substantial gain to reimburse the
corporation for all net after -tax costs plus a factor
for the use of money. It is important to note that
the employer holds the policy until the key man's
death to get maximum tax leverage and to avoid a
tax liability upon surrender.
Study the Benefit Plans Carefully
Based on the review of many attorneys, CPAs,
and an independent consulting firm, we have
found nonqualified supplemental plans to be a
very effective way to reverse the benefit discrimination that most executives face and which they
cannot afford to cope with using personal after -tax
dollars. In its variations, the plan can be valuable
to both closely held and public companies.
❑

Financial Leasing: What's the
Best Replacement Cycle?
A difference of two months in replacing leased equipment can
mean additional costs for a company, as demonstrated here.

Applying the Basic Model
The profitability principle discussed above can
be applied in making a decision among alternatives providing identical services. Such is the case
for the financial leasing of automobiles, where the
MANAGEMENTACCOUNTING/AUGUST 1979

Term 1. Co, the initial purchase cost of the
vehicle;
Term 2. The present worth of all annual costs,
less depreciation incurred for the
service;
Discrete form

Continuous form

N
I C (n) ( I + i)
1

S
4P,
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N
=

J

C (n) a

'n

In financial leasing, it is of paramount importance
to the lessee to dispose of the leased equipment at
the right time because this ultimately determines
the total operational cost to the company.
I will demonstrate here that present worth concepts can be applied in determining the optimum
replacement cycle for a leased automobile fleet.
Automobile leases give the lessee the privilege
of early cancellation of the lease contract —provided that the lessee agrees to pay the lessor for
any loss which the lessor may suffer because of his
inability to dispose of the vehicle at a price sufficiently high to liquidate his unrecovered principal
invested in the vehicle. A lease containing such a
clause is considered a financial lease.
The profitability model used here is merely a
modification of the basic economic equation for
discounting a series of future returns to obtain
their present worth. These future payments represent net revenues in the form of profits, depreciation deposits, and salvage items. A generalized
equation incorporating basic economic concepts
can be written to consider all variations as shown
in box on page 46.

services of the financial lease are expected to extend into the future long enough to require replacement of the automobile. Therefore, the basic
model rests on theoretical concepts of present
worth, which by modification of our equation,'
may be considered either in discrete steps or as a
continuous function. The model states that the
present worth of the costs for a service shall consist of:

n

By Joseph A. Loretucci

do

°

Term 3. The present worth of the resale value
after the terminal year N is reached
Discrete form
RV (N) (1 +i)

Continuous form
_ti

o

RV (N ) e "'

The two alternatives forms given for the components represent integer step, time interval compounding, and continuous compounding; either
method can be used. An analysis using continuous
functions (cost and resale functions), however,
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=

Present
worth of
all future
returns

Present worth of
future excess of
sales over costs
exclud. depreciation

Present worth of
salvage value,
land and working
capital

Present worth
of tax credits
for depreciation

A mathematical model of the above concept would look like this:

and solving for N, an optimum replacement period can be obtained,
To restate the above: when marginal cost is
equal to the average annual cost, the vehicle
should be replaced; not to do so would incur additional cost.
The Perpetual Series Model

Equation 1
P, = (1 —t)

N

N

E S
1 (1 +i)"

i
C
1 0 +i)°

When the service facility is renewed periodically, as is the case with a leased vehicle, the perpetual series model should be used. In conceptual
form, this is a perpetual renewal of the basic model, P cost, for a specified life after every N years.
In effect, this is the capitalized cost for the service.
This model, thus, gives the present worth of a
perpetual series of models, each of uniform life, N;
the present worth of each renewal is P cost as
stated in Equation 2.
Therefore:

N
+

t

I

D
+
1 (I +i)"

RV
N
(1 +0

x

Where
P = present worth of all future returns
S = the annual rate for any savings or credits per year
C = the annual rate of costs per year
D = annual depreciation
RV = a salvage or resale value
i
= annual interest rate
t
= annual tax rate
n — end -of -year age
N = total life or total periods

Equation 4
Pc a p = Pc os t

provides a more useful model when it is necessary
to perform certain mathematical operations which
are more difficult to handle with the discrete form.
By constructing a basic model using a modified
(continuous form) terms 1, 2 and 3, one finds that
the present worth of net costs, P cost is:
Equation 2

1(1 + i ) N

I +

i )IN

+

-

-

-

-

-

J

i)N

— I

This is the capitalized cost of the annual equivalent uniform cost, R cost.
The continuous function corresponding to this
equation is:

Equation 5
N

P cost = Co

(

i) N

(1 +
(I +

P cap = cost

+

+f

C(n) e''"

do — RV (N) e'

N

P cap = P cost e'

The instantaneous rate of change of present
worth of net cost is its slope or its differential with
respect to N. Since the objective is to reduce cost,
a minimum present worth is obtained mathematically by setting the derivative of the equation
above with respect to N equal to zero and solving
for the optimum, N. This calculation requires advanced calculus because the parameter, N, in the
limit of the integral is not the variable of integration, n. However, a resulting equality after simplification yields:

N

,N

0

=
—

l

(

e

P cost
I — e "`)

Note that the present worth factor for continuous compounding is:
'N

e
ie

—1
'N

which transposes the fourth equation into a fifth.
From the concept of capitalized cost as the capital equivalent to the annual costs at some interest
rate, i, it follows that the annual costs for a series
of renewals is merely the interest times the capitalized cost. Therefore, the annual costs for comparing such alternatives is:

Equation 3
Equation 6
d P cost = C (N) + i RV (N) —d RV (N) ,
d
d
at terminal period N

Note that the expression C(N) in this equation
is the same as C (n) in the second equation. It is
not an integrated function: N is used to designate
a terminal period, while n means any period. Each
of the terms in the third equation can be evaluated
from the corresponding values of the second equation.
By equating the second equation with the third
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Annual costs per year, R cost = i P cap = P cost
N)
a
where
a = (l — e "

Optimum Replacement Analysis
Because leased vehicles are renewed periodically, the perpetual series model can be used for the
replacement analysis. In this situation, there is
some optimum life for which the annual average
cost goes through a minimum. A basic economic
balance concept applies in replacement policies
MANAGEMENT ACCOUNTING /AUGUST 1979

for such continuous service. In general, vehicles
require more maintenance with age, which results
in greater costs each year. At the same time, the
annual capital recovery- decreases with age because amortization is spread over a greater period
of time. Thus, an economic balance is present to
give an optimum life, N.
By means of the basic model equation, a minimum present worth can be determined if the costs
C(n) and resale value RV can be approximated by
continuous functions. The relationship for costs
with continuous renewal, from equation 6:

regression program was perform ed. Th e results
sh o wed tim e as the dom inant factor.
PHASE II:
Since time was the dom inant factor, the replacement model Equation 7 and Equation 8,
based on theoretical concepts of present worth,
was used to obtain the optim um replacem ent cycle for leased vehicles.
Based on historical data, com puterized statistical methods (regression analysis) were used to
generate resale value and operating cost functions.
RV (N) _ $3620 — $1490 N + $211N'

Equation 7

C (n) _

$390 + $3298n — $570n'

P cap = P cost
is

Figure 1
THE OPTIMUM REPLACEMENT CYCLE

N

f

= Co + o C ( n) a '" do —➢RV➢(N)➢e''" = F,
g
0
v
v

is

Th e derivative o f th is eq uatio n when eq u ated to
zero yields th e m in im u m an n u al e q u ivalen t co st,
R cost.

g

Equation 8

g
c

d P can = R cost = i P cap = C (N)
dN
= i RV (N) — d rRV N = F :

m

8

dN

0
N

m

Note the similarity between Equation 8 and Equation 3.
This relationship states that the optimum age,
N, for any service at minimum costs occurs when
the annual costs for a perpetual series of renewals,
Equation 7, is equal to the annual costs for the Nth year plus the interest on the resale value for
that year minus the loss of resale value of the vehicle for that year, Equation 8. Because the derivative of the resale value function RV (N) is negative, its effect on R cost is positive.
NOTE: —

d RV (N) i

—

— RV (N)2

+ RV (N) ;

0 0
.x. U
0!
N
00
N

0
u O
➢
O
➢ 0
m o

m Nv

M
1°
c o
u!

aC

N

0

dN

The s olu tio n fo r N, th e o p t im u m replacem en t
period, will b e reco gn ized as a m argin al an aly sis;
at the optim u m y ear t h e an n u al c h an ge s (i P cap
= R ca p) eq u ivalen t to th e ca p it alized valu e (P
cast / a) a re j u st eq u a l to th e m a rgin al co s ts ( see
basic m odel an aly sis).
Application o f the Op tim um Replacem en t
Method
PHASE I:
To determ in e th e effect tim e an d m ileage h ave
on resale value and o peratin g co st, a com pu terized
sensitivity (cause- effect) analy sis using a step -wise
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S
0
N

g
■➢Denotes➢annual➢cost➢with➢continuous
renewal (capitalized value)

6
00

•➢Denotes➢minimum➢annual➢equivalent
cost (incremental costs)

0
v

➢

.50

1.00 1.50

2.00 2.50 3.00

l

3.50 4.00 4.50 5.00

N, Terms
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Given the average purchase cost of the sampled
vehicles, and the current prime rate (cost of capital), the aforementioned values were substituted
into Equation 7 and multiplying through by i gave
the following result:

For the lessee,
timing is all
important in
financial
leasing.

F, = i 3418 +
1 —e'"
I

i

—e"'

390 (e"' " -1) + 3298
—i
— 570 (N2
-i

e'"

+ 2

iN ( —

(e

iN —1) +l )

i2

iN -1)
e'( —

+ 1) -

it

i (3620 — 1490 N + 211 N 2)
e'^ - 1

Substituting the same values into Equation 8
gave the following results:
F2

= (

F _ = (` t – F,)'
As F approached zero:
1. Optimum N = 1.84 years z 22 months
2. Annual average cost (i P cap = R
cap) = $3,140

-

390 + 3298 N — 570N2)

+

i (3620 — 1490N + 211N 2)
+( -1490 + 2 (211) N)

A computerized search program (one dimensional unconstrained optimization) was used to
minimize F:

A computer plot denoting:
F, = Annual cost with continuous renewal
F, = Minimum annual equivalent cost was
generated. See Figure 1.
Q.E.D. —The Replacement Cycle
Because time was the dominant factor, a replacement model based on theoretical concepts of
present worth was developed. The model presented an economic balance (annual cost vs. annual
capital recovery charge) which indicated an optimum replacement cycle of 22 months (see Figure)
as opposed to the prevailing 24 -month replacement policy. The additional two months reflects
an annual average cost (less depreciation) increase
of approximately $120 per vehicle.
❑
1

The depreciation term D can be eliminated since the rate is independent of time.
The tax term t and revenue term S can be eliminated since they pertain only to
present worth of future returns (profitability model).
2 The annual uniform amount for recovery of a present sum plus interest, i, on that
sum.

THE HIGH COST OF BEEF: HOW ONE COMPANY ACCOUNTS FOR IT
Continued from page 40
each animal type is compared with the total department allocation as a check figure. Then the
overhead expenses as allocated are posted to be
the master worksheet. Finally, the sum of the
costs of materials, labor, and overhead divided by
the net weight gives a cost - per -pound figure.
Improving Profits for Survival
Although the meat packing industry is in a very
tight profit squeeze, some companies have taken
the initiative to improve their lot by updating
packing plants and introducing new processed
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products. Others have developed joint ventures
with cattle - feeding companies to ensure a supply
of cattle for processing. Still others have introduced new management and cost accounting techniques such as the product costing concept described above.
Of course, there is no sure method for increasing profits. However, the system installed at Royal
Meats does disclose the flow of costs and where
the marginal products may be draining profits.
And in an industry with unemployment and low
profit margins, this may be, more than any other,
the most important step in improving profits for
meat packers.
❑
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SMALL COMPUTER SYSTEMS FOR
BUSINESS
by Gerald A. Silver
This long- needed introduction to small computers emphasizes practical aspects of use and
focuses on advantages to business of minicomputer technology. The author discusses
the full range of mini - computer hardware, software, languages and applications.
McGraw -Hill Book Co.
256 pp.

1978
$11.95

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

1978
$34.50

CAPITAL BUDGETING: PLANNING AND
CONTROL OF CAPITAL EXPENDITURES
by John Clark, Thomas Hindelang and
Robert Pritchard

NAA's Management Accounting Book Service
enables members to purchase books from a
number of major publishers at a 10% discount.
This month's special selections are summarized on this page. Orders accompanied by
payment may be sent on the form provided. For
foreign orders, please request pro forma invoice. (Prices guaranteed for 90 days only.)

a church's money efficiently, effectively and according to accepted accounting principles. Also
included are model church financial statements.
Prentice -Hall, Inc.
336 pp.

1978
$19.95

CONTEMPORARY CASH MANAGEMENT:
PRINCIPLES, PRACTICES, PERSPECTIVES
by Paul J. Beehler
This book is for financial managers who are interested in establishing a cash management
program for their companies and for systems
analysts who are responsible for the design
and implementation of automated cash management programs. It is an invaluable reference document for anyone working in the field,
whether the function is related to a formal cash
management department or imbedded in the
functions of the treasurer's department.

Filled with practical tips and money- saving
techniques, this guide examines capital expenditures from evaluating cash flows to determining taxes. It also reports on the latest, most
efficient budgeting techniques and analyses.

John Wiley & Sons
320 pp.

Prentice -Hall, Inc.
560 pp.

This handy reference stresses the interdependence of cost accounting and management in
today's business world. Featuring the most upto -date guidance available, the book covers indepth such subjects as the tax consequences
of key managerial decisions, handling price increases, the pros and cons of buy -or -lease decisions, how costs relate to financial reporting

1979
$22.00

HANDBOOK OF BUSINESS FORMULAS AND
CONTROLS
by Spencer A. Tucker
Formulas are provided for such diverse areas
as pricing, volume, product mix, productive capacity, profitability analyses, marketing and distribution. Detailed descriptions enable the reader to construct a personalized set of ratios for
his or her own business situation.
McGraw -Hill Book Co.
329 pp.

1979
$24.95

1978
$22.95

HANDBOOK OF COST ACCOUNTING
by Sidney Davidson and Roman L. Weil, eds

and decision making, the use of average costs
when making decisions and how costs should
be estimated and computer runs interpreted.
McGraw -Hill Book Co.
758 pp.

1978
$26.50

THE HANDBOOK OF GRAPHIC
PRESENTATION (2nd edition)
by Calvin F. Schmid and Stanton E. Schmid
A working manual for everyone concerned with
the clear presentation and interpretation of statistical data in graphic form. All the essential
theory and practice of graphic techniques are
given in sufficient detail to enable you to design
charts and execute all the basic graphic forms.
John Wiley & Sons
308 pp.

1979
$12.95

MODERN INTERNAL AUDIT ING: AN
OPERATIONAL APPROACH (3rd edition)
by Victor Z. Brink, James A. Cashin and
Herbert Witt
A set of complete conceptual and practical
tools for the internal auditor ranging from purchasing to production and marketing to computer operations. The book focuses on specific
areas of operational auditing for practical use.
Ronald Press
795 pp.

1973
$24.50

BUSINESS SYSTEMS HANDBOOK:
STRATEGIES FOR ADMINISTRATIVE
CONTROL
by J. W. Haslett
This comprehensive handbook illustrates how
a business can improve its profits by using
manual or electronic business systems as
means of control. It charts each of the 45 processes that form the six fundamental business
systems and explains techniques for improving
them.
McGraw -Hill Book Co.
480 pp.

1979
$19.95

NAA MANAGEMENT ACCOUNTING BOOK SERVICE
Please arrange to have the following literature sent to me:
Title
Price Ea,

Quantity

Total

RETURN -ON- INVESTMENT: STRATEGIES
FOR PROFIT
by Robert Rachlin
Explains why the ROI method of evaluation is
one of the most reliable, accurate measurement techniques available and shows how finance executives, managers, accountants and
comptrollers can use ROI strategies to monitor
production and maximize profitsPrentice-Hall, Inc.
128 pp.

1979
$12.95

COMPLETE HANDBOOK OF CHURCH
ACCOUNTING
by the Reverend Manfred Holck, Jr. with
Manfred Holck, Sr.
This comprehensive handbook by two CPAs
thoroughly explains how to control and manage
MANAGEMENT ACCOUNTING /AUGUST 1979

Member Acct No.
SHIP TO:

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

)

Subtotal . . . . . . . . . . . . . .
Add Postage and Handling:
--

—

S21book.4th Cl. Book Rate
(3 -6 wks. deliv.)
$3 /book. UPS (2 -3 wks. deliv.)

PAYMENT MUST ACCOMPANY ORDER

T OT A L . . . . .. ... .. .. $

Mail To: Ms. Ellen Shappe, Manager, Library Services
National Association of Accountants, 919 Third Ave., New York, N.Y. 10022
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Surrounded by past national presidents, James W Carlin, Piedmont
Winston -Salem president, accepts Presidents'Award.

The Winners:
Piedmont Winston - Salem,
Peninsula -Palo Alto. and
Hampton Roads
Binghamton wins J. Lee Nicholson Award, and Sangamon Valley
takes Stuart Cameron McLeod Society Trophy. For most progress,
Piedmont - Greensboro Chapter takes Carter Trophy and Daytona
Beach Area captures Keller Trophy.

Piedmont Winston -Salem Chapter under the leadership of James W. Carlin put it all together in
1978 -79 and won both the Presidents' Award and
the second -place Remington Rand Trophy.
Taking first place in the competition among the
larger NAA chapters, Peninsula -Palo Alto won its
second Stevenson Trophy. Frank Musso, Jr., was
the president of the chapter during 1978 -79.
Captained by Hartley F. Dewey, Hampton
Roads Chapter won the Warner Trophy for the
first time.
Taking second place in the Warner Trophy
competition was Binghamton Chapter led by President Robert W. Feyler. It won the J. Lee Nicholson Trophy for the first time. Sangamon Valley

so

also chalked up its first trophy, winning third
place and the Stuart Cameron McLeod Society
Trophy in the competition for the Stevenson Trophy. President Robert D. Jackson directed the
successful year.
Those chapters making the most progress were
the Piedmont- Greensboro Chapter in the Stevenson Trophy competition with President Jackson
W. Hogan, and the Daytona Beach Area Chapter
in the Warner Trophy competition with President
James H. Jacobs, Jr., directing the chapter. Piedmont- Greensboro advanced 119 places over a
three -year period to win the Carter Trophy. Daytona Beach Area advanced 73 places over a three year period, winning the Keller Trophy. This
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Frank Musso, Jr., of Peninsula -Palo Alto
Chapter proudly displays Stevenson Trophy.
Vice President Roy A. Bergquist is at right.
Florida chapter may be the fastest - moving chapter in the Association: it also won the Keller Trophy in 1977 -78.

President Clemens A. Erdahl (left) presents
Warner Trophy to Hartley F. Dewey,
Hampton Roads president. At right is Vice
President Tony Spagnol.

Lighting Fires
Excellence is no stranger to the men and women of Piedmont - Winston Salem Chapter. Since its
chartering in 1972, this chapter consistently has
been in the top 20 ranking of chapters.
What did Peninsula -Palo Alto do differently?
President Musso points to two major factors that
led to its victory. The chapter introduced a summer program featuring an all -day professional development meeting. It was well- attended and
helped keep the momentum going from the past
year. The other key element was a "super technical and professional development program," according to Mr. Musso. The chapter was able to
get top speakers, thereby assuring good attendance at the meetings.
"I lit a fire under a bunch of people and kept it
going all year long," says Hartley F. Dewey, the
winning president of Hampton Roads. He quickly
adds: "But I didn't do it alone." Although the
chapter has won six banners and the Carter Trophy, this year marked its first banner in 25 years.
Trophies and banners were presented to the
winning presidents during the Annual Conference
in Boston last June. Following is a list of the winning chapters and their presidents.

James W. Carlin accepts Remington Rand
Trophy from Vice President Kirtland Flynn, Jr.

Stevenson Trophy
1. Peninsula -Palo Alto, Frank Musso, Jr.
2. Piedmont Winston - Salem, James W. Carlin
3. Sangamon Valley, Robert D. Jackson
4. Spartanburg Area, Harold W. Rakes
5. Lansing- Jackson, John J. Cross
6. Orange County, Henry R. Anderson
MANAGEMENT ACCOUNTING /AUGUST 1979

Robert W. Feyler, Binghamton Chapter
president, is presented J. Lee Nicholson
Award. Earl E. Spulleris at right.
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President Erdahl and Vice President Edward M. Paluga
present Stuart Cameron McLeod Society Trophy to
Sangamon Valley President Robert D. Jackson.

7. Austin Area, Ray Riggs
Butler Area, William B. Johnston, III
9. Brooklyn - Queens, Jack J. Calcagno
10. Mohawk Valley, Joseph J. Jacobs
11. Cedar Rapids, Phyllis J. Weston
Northern Wisconsin, William G. Zorr
13. Hawaii, Kenneth J. Bentley
14. Erie, David M. Squeglia
15. Boise, Steve C. Purvis
16. Florida West Central, Dan R. Johnson
17. Charleston, Joseph D. Cordray, Jr.
18. Massachusetts North Shore, Stephen
Quattrocchi
19. Richmond, William L. Rock
20, Racine - Kenosha, Robert E. O'Brien, Jr.
21. Roanoke, Floyd A. Beams
22. Bridgeport, Donald H. Barry
23. Kansas City, Bruce E. Musgrave
24. Raleigh- Durham Area, Steven L. Feiner
25. Akron Summit, Sheldon W. Barlette, Jr.

A.

Warner Trophy
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.
11.
12.
13.
Piedmont - Greensboro President Jackson W. Hogan
accepts Carter Trophy. He is flanked by President Erdahl
(left) and Vice President Kirtland Flynn.

Hampton Roads, Hartley F. Dewey
Binghamton, Robert W. Feyler
North Texas, Pete A. Catalina, Sr.
Virginia Skyline, James G. Fox
LaCrosse - Winona Area, Ronald R. Bottin
San Joaquin Valley, S. Cherie Ottley
Texas Bay Area, L. Dean Rounds
Sheboygan Lakeshore, Richard C. Kleinfeldt
South Central Tennessee, Dan W. Tingle
Miami Valley Ohio, W. Peter Salzarulo
Owensboro Area, John W. Atkinson
Daytona Beach Area, James H. Jacobs, Jr.
Catawba Valley, Robert E. Bell, Jr.
North Georgia, Judith A. Weiss
15. Albuquerque, John H. Merrett
International Awards

In the international competition, Julio Isnard
led Rio de Janeiro to capture the Arthur B. Gun narson Award, and Baltazar N. Endriga directed
the Philippine Affiliate in the capture of the Rawn
Brinkley Award. Both awards are named after
former executive directors of the Association.
Public Relations Awards

Displaying Keller Trophy is Daytona Beach Area President
James H. Jacobs, Jr. He is flanked by President Erdahl and
Vice President James O. Ingle.
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Five chapters were honored for outstanding
public relations during 1978 -79. The chapters,
their presidents, and their public relations directors are: Akron Cascade, Karen M. Frey, Robert
S. Shapiro; Hawaii, Kenneth J. Bentley, Ruth Shiota; Los Angeles, Dan J. Lewis, Jr., Marjorie J.
Hulen; Richmond, W, L. Rock, Diane A. Perkins;
and Spartanburg Area, Harold W. Rakes, and
James W. Worthy. They were presented Public
Relations Recognition Awards. The winners were
chosen from a panel composed of members of the
New York Chapter of the Public Relations Society of America.
MANAGEMENT ACCOUNTING /AUGUST 1979
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Winners of 1978 -79Membership Achievement Awards posed for the
photographer just after presentations were made at the Annual Meeting in
Boston.

Membership Achievement Awards
With a 23% net gain in membership, Lansing Jackson led Stevenson Trophy chapters in membership growth. Roaring Fork Valley Colorado
racked up a 74% net gain in membership in the
Warner Trophy Chapters. The Membership
Round -up Award was presented to Orange County Chapter, which gained 86 members during the
year. France A filiate was the top international
group in membership gains during 1978 -79,

A

n

f

MEMBERSHIP ACHIEVEMENT AWARDS
CHAPTER
PRESIDENT
Stevenson Competition Chapters
1. Lansing - Jackson
J.J. Cross
2. Peninsula -Palo Alto F.T. Musso, Jr.
3. Boise
S.C. Purvis
4. Bridgeport
D.H. Barry
5. Montgomery —
Prince Georges
L.L. Harmon
6. Raleigh Durham
S.L. Feiner
7. Roanoke
F.A. Beams
8. Erie
D.M. Squeglia
9. Orange County
10. Peoria
11. Hawaii
12. Mass. North Shore

VP- MEMBERSHIP
L.R. Schrauben
W.F. Van Orsdol
T.D. Reynolds
P.E. Hanlon

H.P. Ridenour, Jr.
J.W. Gardner
E.M. Newman
D.T. Steinhauer,
Sr.
H.R. Anderson D.L. Weaver
C.J. Varley
Jack Rhodes
K.J. Bentley
M.Y. Miyai
S.A.
Quattrocchi
T.T. Riquier

13. Piedmont Winston Salem
J.W. Carlin
D.E. Milarn
14. Sangamon Valley
R.D, Jackson
A. Bachmann IV
15. Northern Wisconsin W.G. Zorr
R.A. Nackers
Warner Competition Chapters
1. Roaring Fork Valley
Colorado
C.W. Baker
J. La Framboise
2. Hampton Roads
H.F. Dewey
D.D. Fisher
3. La Crosse- Winona
R.R. Bottin
L.C. Hyslop
Area
4. North Texas
P.A. Catalina,
Sr.
T.G. Davis
5. Texas Bay Area
L.D. Rounds
R.A. Lowry
Gunnarson /Brinkley Competition Chapters
France Affiliate
J.C. Seali
P.R. Jousselin

MEMBERSHIP ROUND -UP AWARD
Orange County

Public Relations Recognition Award winners are,1.-r.,
J, Alex McArthur, Spartanburg Area; Vivian Satterwhite,
Richmond, Karen Frey, Akron Cascade; Theodore Lleb,
Public Relations Committee chairman; Kenneth Bentley,
Hawaii; Marjorie J. Hulen, Los Angeles.

H.R. Anderson D.L. Weaver
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Arthur B. Gunnarson
A ward is displayed by Julio
Isnard, president of the Rio
De Janeiro Affiliate. Clark
H. Johnson, NAA vice
president, is at right.

On behalf of Philippine
Affiliate, National Director
Ismael Rodriguez -Poggi
holds Rawn Brinkley
Award. Vice President
Johnson assists in the
presentation.
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Top Authors Receive
oi � � Ybrand Awards
Alan P. Mayer- Sommer and Stephen J. Laycock win Lybrand Gold
Medal; Silver Medal is presented to Jack C. Bailes and Stephen A.
Wendell; William F. Bentz and Robert F. Lusch take Bronze Medal,

Alan P. May er- So m mer an d Stephen J. Laycock,
Montgomery- Prince Georges Chapter, have been
p resen ted Ly b ran d Go ld M edals for th eir article,
"Fin an cial Rep o rtin g: Let's Re place Co m pliance
with Co m p etitio n ." Voted the most outstanding
article of 1978 -79, it was pu b lished in the Decem -

ning m anuscripts, their aut hors, and the da te of
the issue in which the article was published if applicable. Som e articles were published under
slightly different titles.

be r 19 78 is s ue Of MANAG EMENT AC C OUN T ING.

George M. Blankenbeckler, Nashville, "A To ta l
Cash Managem ent System for a Municipality."
Douglas L. Bolen, Marion Area, "Ze r o Base
Budgeting."
Burton W. Brooks, Sout h Birmi ngham, and Edgar P. Melton, Austin Area. "Im pac t of GA AP on
the Profitability of Mortgage Bankers." Decem ber
1978.
Keith Bryant, Jr., Bi rmingham, "Ho w a R ent al
Apa rt m e nt Wa s Co nver ted t o a Co ndo m inium ."
July 1979.
Ja n e O . Burns, Indianapolis, and Kathleen J.
Bindon, Central Pennsylvania, "A C om pa riso n of
Long -Term Operating Leases Us in g Line ar P ro gram m ing and Sensitivity Analysis."
Michael J. Cerullo, Denver, " M I S : W h a t Can
Go Wrong ?" April 1979.
Frederick D.S. Choi, Hawaii. "Political Risk:
An Accoun ting Challenge." J une 1979.
David R. Cismoski, Colorado - Wyoming Border,
"Alloc ating the Co lle ge Budget by the Form ula
Meth od."
Kenneth C. Dennis, Evansville, "Hos pit als
Must A llocat e Bad Debts Prop erly." July 1979.
Kenneth R. Earnest, Mid- Missouri, "W o rk Mo -

Ja ck C . Bailes, S a lem Area, Step hen A. Wendell, Eugene- Springfield, an d Jam es F. Nielsen
(n o t a m em b e r o f N AA ) wr ot e th e se co nd m os t
distinguish ed manu script, "Capital Budgeting in
the Fo rest Pro d ucts In d u stry." They were presented Lyb rand Silver Medals for the article
wh ich was p u b lish ed in Ju ly .
Award ed Ly bran d Bro n ze Medals were William F. Ben tz an d Ro b ert F. Lusch, Oklahoma
City, fo r a m an u scr ip t, "A Com pre hen sive C ontrol System fo r Pro d u ct Pla nn in g an d C on tr ol."
Th e p ap er ten tatively is sch eduled for publication
in 1980.
Th e Ly b ran d Go ld , Silv er, a nd Bro nze M edals
are award ed to th e au th o rs o f the three outstanding man uscrip ts su bm itted through the inter ch ap t er co m p et itio n eac h y ea r. Th e aw ards were
establish ed to hon or William M. Lybrand, a
fo u n d er o f th e firm no w kno wn as Coopers & Lyb ran d , an d seco n d p res id en t of NAA. Only NAA
On ly NAA m em b ers a re eligib le for th e awards.
Au th o rs o f 26 o th er m an u scripts were presented Certificates of Merit at th e Annual Conference
in Bo ston , Ju n e 25. Follo win g is a list of the win54

Certificates of Merit
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Mr. Laycock
was acutely
aware of the
costs of
compliance
with
regulations.
John S. Billings (center), chairman of the Publications Committee, presents
Lybrand Medals to, I. -r., Jack Bailes, William Bentz, Alan P. Mayer- Sommer,
and Stephen Wendell.
tivation: an Overview for Management Accountants."
Jerry L. Ford, Delaware County Pennsylvania,
"How to Communicate with Management" (submitted through Minneapolis Viking Chapter).
March 1979.
Walter A. Hazelton, Rochester, "How to Cost
Labor Settlements." May 1979.
James A. Hendricks, Rockford, "Making EOQ
Operational."
Eugene A. Imhoff, Jr., Ann Arbor. "Opinion
No. 29: A New Valuation Method." March 1979.
Kentbourne A.W. McFarlane, Elmira Area,
"Tracking Inflation in Your Company." May
1979.
Glenn M. McQueary and Michael P, Risdon,
South Central Indiana, "One Multinational Corporation's Approach towards Compliance with
the Foreign Corrupt Practices Act of 1977."
Kenneth S. Most, Miami, "A New Method of
Accounting for Oil and Gas Producers." May
1979.
Edward H. Osborne, Parkersburg- Marietta, "A
Proposed Solution to the Auditor Independence
Dilemma."
Kailas J. Rao, Milwaukee, "The William's
Lock Method of Inventory Management," April
1979, and "An Accounting and Manufacturing
System for a Small Business."
James D. Suver, Colorado Springs - Pueblo, "Developing Budgetary Models for Greater Hospital
Efficiency." July 1979.
Roger Y.W. Tang, Omaha, and Robert H. Raymond, Nebraska Cornhusker, "Transfer Pricing —
Japanese vs. American Style." January 1979.
Steven J. Weinberg, Northwest Suburban Chica-

MANAGEMENT ACCOUNTING /AUGUST 1979

go, "Choosing an Accounting Software Package."
William J. Wucinich, Canton, "Planning a Financial Program for a Small Business."
Thomas T. Yamakawa, Tokyo Affiliate, "How
the Strong Yen Influenced Financial Reporting in
Japan."
The Writing Teams
The Lybrand Awards this year were all won by
author teams. The Gold Medal winners, for example: one author is a professor and the other, a
practitioner. Alan P. Mayer - Sommer, assistant
professor at the University of Maryland, collaborated with Stephen J. Laycock, director of accounting policies and procedures, Martin Marietta Corp. Their collaboration was nourished by the
Montgomery - Prince Georges Chapter.
From Prof. Mayer - Sommer's viewpoint, based
on classroom experience, accounting students are
paying too much attention to accounting rules
and standards. He believes there is a tendency of
students to lose sight of the fact that in accounting
and finance the key element ultimately has to be
sound judgment.
From his vantage point in industry, Mr. Laycock was acutely aware of the costs of compliance
with the rules and regulations spewed out by federal agencies and private organizations. The result: a natural collaboration on a thought- provoking article whose theme is that competition in the
marketplace should be allowed to determine what
is disclosed —not arbitrary rules. Both authors are
under no illusion that the Securities & Exchange
Commission or the Financial Accounting Standards Board will adopt this radical thesis, but
they felt it needed to be said.
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The value of
author teams
from academe
and industry
again was
demonstrated.

The three authors who wrote the manuscript
that won the Silver Medal again demonstrated the
value of author teams composed of individuals
with experience in academe and in industry. Jack
C. Bailes and James F. Nielsen are associate professors, of accounting and finance, respectively, at
Oregon State University. The third author, Steve
Wendell, is the controller of Bohemia, Inc., a
manufacturer of wood products in Eugene, Ore.
The article on capital budgeting in the forest
products industry grew out of their respective
backgrounds and the forest industry environment
of the area. Prof. Bailes was manuscript director
for Salem Area so the article was submitted
through that chapter, even though Mr. Wendell is
a member of the Eugene - Springfield Chapter. This
was the first time the three authors had collabo-

rated on an article and the first time any of them
had published in MANAGEMENT ACCOUNTING.
The Bronze Medal winners have found their
collaboration becoming more successful every
year. Last year William F. Bentz and Robert F.
Lusch, associate professors of business at the University of Oklahoma, won a Certificate of Merit
for their article, "A Variance Approach to Analyzing Changes in Return on Investment," published in the February 1979 issue. This year, they
improved on their record by taking third place in
the manuscript competition.
Prof. Bentz writes from his background in the
division of accounting at the university, while
Prof. Lusch has a different perspective as director
of the division of marketing. Their success thus
far could lead to more joint writing efforts.
❑

Lybrand Awards Committee
F

BAKER

BARKMAN

How are the Lybrand Medal winners chosen? Each year, the ten top manuscripts (including ties for tenth place) determined by
grades given them during the year, are reviewed by a special committee.
The authors' names are removed from the
manuscripts to eliminate any chance of bias,
and the judges make their choices independently. Their preferences are sent to the
NAA office and the final winners determined by collating all the responses. The author of the manuscript deemed the best is
awarded the Gold Medal; the second best,
the Silver Medal, and the manuscript judged
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CARROZZA

JOHNSON

third best receives the Bronze Medal.
The Lybrand Awards Committee of five
NAA members, who have all obtained the
Certificate in Management Accounting, are:
Donald W. Baker, corporate controller,
Southwire Co., Carrollton, Ga.; Fred E.
Miller, vice - president -- finance, Monitor
Labs, Inc., San Diego, Calif.; Arnold I.
Barkman, associate professor of accounting,
Texas Christian University, Fort Worth,
Tex.; Clark H. Johnson, corporate controller of Johnson & Johnson, New Brunswick,
N.J., and Joseph A. Carrozza, principal, Arthur Young & Co., Dallas, Tex.
❑
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MANAGEMENT
ACCOUNTING
PRACTICES

Continued from page 8
The FASB also released a proposed amendment to FAS No, 13, Estimates of Residual Values by Lessors and Lessees which, if adopted,
would specify that residual value is
the estimated fair value of leased
property at the end of a lease, based
on price levels and market conditions
when the lease is signed. The estimates therefore would not consider
possible future changes in the dollar's
general purchasing power or possible
future changes in specific market values. The differences in treatment are
significant because effects of changing prices that are included in an estimate of residual value could turn an
ordinary purchase option into a "bargain" purchase option, causing the
lessee to classify a lease as a capital
lease and possibly causing the lessor
to classify it as either a sales -type or
direct financing lease.

CASB Issues Two Proposals
The Cost Accounting Standards
Board has given notice that it will hold
its Third Evaluation Conference on
November 1, 1979 at the Sheraton
Inn and International Conference
Center in Reston, Va. Its purpose is to
provide the Board with direct input
from interested parties concerning
their evaluations of the effectiveness
of the Board's promulgations- The
conference will encompass CASB
standards and interpretations in effect
for at least one year prior to the meeting. Standards through No. 415 thus
will be covered. Requests for further
information should be directed to Mr.
Arthur Schoenhaut, Executive Secretary, CASB, 441 G Street, N.W.,
Washington, D.C. 20548.
Also released by the CASB were
proposed Standard No. 422, Accounting for Independent Research and
Development Costs and Bid and Proposal Costs, and proposed revisions
to Parts 331 and 332 of Contract CovMANAGEMENT ACCOUNTING /AUGUST 1979

erage and to Part 351 concerning Disclosure Statement requirements. The
"IR &D and B &P" proposal is a revision of a proposed standard that originally was published July 28, 1978. After reviewing the responses to the
earlier publication, the Board decided
that it should be modified in certain
respects and republished for further
comments, The proposed revisions to
Contract Coverage and Disclosure
Statement regulations affect the
treatment of increased costs paid by
the government under firm fixed price
contracts as well as for the purpose
of removing obsolete material and improving clarity. Comments on the proposed revision of the regulations are
due by August 31.

Bill on Municipal Disclosure
Introduced
Senator Harrison A. Williams (D -N.J.)
has introduced a bill (S.1236) titled
State and Local Government Accounting and Financial Reporting
Standards Act of 1979 which is intended to standardize the accounting
and financial reporting practices of
state and local governments. The
proposed legislation would create two
entities:
e A State and Local Government Accounting and Financial Reporting
Council composed of the Secretary of
the Treasury, the Comptroller General
of the United States, and the Chairman of the SEC, or their designees.
to A nonprofit Institute for State and
Local Government Accounting and Financial Reporting Standards composed of 11 members —one representative of the federal government,
three from state governments, two
from local governments, two from the
public accounting profession, one
from the financial analyst profession,
and two from the general public.
Members of the "Institute" would
be selected by the "Council" for
terms of from two to four years. The
Council also would establish the bylaws governing the operations of the
Institute. In the process of promulgating accounting and reporting standards, the Institute would consider existing practices and procedures and
Continued on page 64

SIDNEY SHERWIN,
Counsel to his own
profession for 30 years
AUT HOR OF:
"Debtors' Fr Creditors';
Rights & Remedies"
"How To Collect A Money
Judgment"
"What To Do When Your Bills
Exceed Your Paycheck"

Announces his availability
to the financial community
in matters involving collections, money judgments, commerical law,
insolvency & bankruptcy
matters.
LAW OFFICES AT
12340 83rd Avenue
Kew Gardens, NY 11415 Suite (1141
PHONE: (212) 291 -2229 OR (212) 261 -7444

Simultaneous Compounding
and Discounting
Tables and Uses
Joe Lavely and Paul Ruckman,
Indiana University and Purdue
University
Inflation- adjusted tables
for instant determinatio n of
rates -of- growth - yields to
maturity o n bonds and
purchasing po wer o f f uture
cash f lo ws.
736 pp.
ISBN 0- 669. 02810 -x
$59.95
Changement
Understanding and M anaging
Business Change
edited by Peter H. Burgher,
Arthur Yo ung & Company
304 pp.
ISBN 0.669- 02569 -0
$15.95
The Public Accounting
Profession
Problems and Prospects
Stanley Charles Abraham
320 pp.
ISBN 0. 669. 01616 -3
$18.00
No shipping charges on
prepaid orders.
Lexington Books
D C Heath and Company
125 Spring Street
Lexmglon. MA02173
I I I 1 I I 1 (6171862 665012 121 924 6460
Cell our toll-free number
180014289292

Please write for our cata
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In the

L i b r a r y B R I E F REVIEWS OF NEW PUBLICATIONS

Modern Accounting and Auditing
Forms
Paul J Wendell, Warren, Gorham and
Lamont, Inc., 210 South St., Boston,
MA 02111, 1978, 760 pp. —A comprehensive collection of tested accounting
and auditing forms and procedures for
professionals who wish to start, expand
or improve any accounting or auditing
function.
Business Cycles and Forecasting
Carl A. Darsten and Lloyd M. Valentine, South - Western Publishing Co.,
5101 Madison Rd., Cincinnati, OH
45227, 1978, 475 pp. —The authors survey techniques that may be used to analyze current economic conditions and to
forecast future levels of activity. They
also provide the background needed by
business people to understand the factors which contribute to economic
growth and stability.
Pharmacy Business Management
Bruce H. Wooley, Arthur W. Gatenberg
and Ed ward S. Brady, Symposia Specialists, 1460 NE 129 St., Miami, FL

33161, 1977, 210 pp.— Designed as a basic overview of major concepts in business management as applied to the practicing pharmacist. Among subjects covered are sound financial management
concepts, selection, understanding and
evaluation of financial records, and personnel management.
Practical Accounting Systems and
Procedures
Martin F. Towles, Prentice -Hall, Inc.,
Englewood Cliffs, NJ 07632, 1978, 251
pp. —This reference work provides explicit techniques for the practical solution of newly developed accounting
problems that confront professionals. It
is particularly useful to those who seek
procedures, systems and tools for coping with new requirements.

Any book reviewed here is available from the
NAA Library. Members may borrow books for a
two -week loan period by mail, telephone or persona/ visit. Address Ms. Ellen Shappe, Manager, Library Services, NAA, 919 Third Avenue,
New )1 ork, N. Y. 10022 —(212) 754 -9736.

Jovanovich Inc., 757 Third Ave., New
York, NY 10017, 500 pp.—Contains all
the promulgated and many of the non promulgated accounting principles in
use today. Each promulgated pronouncement is thoroughly reviewed in a
comprehensive format that is easy to assimilate and understand. An important
feature of this guide is its readability.
Illustrations are used generously to
demonstrate the applicability of specific
concepts and principles.
Multinational Business Finance
2nd ed., David K. Eiteman and Arthur
J. Stonehill, Addison- Wesley Publishing
Co. Inc., Jacob Way, Reading, MA
01867, 1979, 610 pp.— Persons who are
or will be charged with the responsibility for making financial decisions for
multinational firms should use this book
to develop managerial knowledge and
skills. The material on working capital
management, the role of international
banks, use of the capital asset pricing
model in the foreign- exchange decision
and cost of capital, and the measurement of political risk has been expanded
in this edition.
A Deskbook of Business Management
Terms
Leon A. Wortman, AMACOM, 135
West 50th St., New York, NY 10020,
1979, 615 pp.—The author responds to
the problems of specialized terminology
in accounting, finance, economics, law,
marketing, transportation, data processing and other business "dialects" by
providing translations of over 4,000
words, phrases, expressions and abbreviations.

1979 Comprehensive GAAP Guide

Minicomputers: Low -Cost Computer
Power for Management

Martin A. Miller, CPA, Harcourt Brace

Donald P. Kenney, AMACOM, 135
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West 50th St., New York, NY 10020,
1978, 269 pp.— Directed to persons in
business who are charged with the responsibility and decision - making authority for the area of data processing
and who possess inadequate knowledge
to recognize the promise of the low -cost
technology of minicomputers. The book
was written to fulfill the need to coordinate modern computer philosophy with
established management principles.
The CPA and Computer Fraud
Charles R. Wagner, Lexington Books,
125 Spring St., Lexington, MA 02173,
1979, 157pp. —The author tries to clarify the role and responsibility of the
CPA in detecting computer fraud. He
makes recommendations in areas of auditing evolution, how shareholders and
the public view detection, and the impact of changes in internal control and
auditing standards.
Auditing: Integrated Concepts and
Procedures
Donald H. Taylor and G. William Glezen, John Wiley & Sons, 605 Third Ave.,
New York, NY 10016, 1979, 790 pp.—
The authors use a versatile format that
emphasizes the environment in which
auditors perform their tasks and that
concentrates on statistical sampling and
EDP. The authors further strengthen
this versatility by designing several procedures which integrate conceptual and
procedural approaches and auditing
throughout the book.
The Stock Options Manual
Gary Gastineau, McGraw -Hill Book Co.,
1221 Ave. of the Americas, New York,
NY 10036, 1979, 389 pp.—This guide
contains important information for virtually anyone involved with managing
investments, A partial list of the topics
includes over- the - counter options markets and how they work, risk /reward
characteristics of option strategies, risk/
return tradeoff, evaluation of option
contracts, tax treatment of option transactions, and tax - saving opportunities.
All topics are presented in easily understood language.
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WATER TOWER
HYRTT HOUSE
WED /THU

Zero Base Budgeting
N

Flexible Budgeting and
Performance Reporting

MON /TUE
Financial Accounting
Standards Review

THU /FRI
Accounting for Planning and
Control of Not for Profit
Organizations

Marketing Fundamentals for
the Management Accountant

Modern Budgeting Methods
for Local Governments and
Nonprofit Institutions
Managing by Objectives for
the Financial Manager
®

MON /TUE /WED
Data❑Processing❑—❑Concepts
and Information Systems
Design
AVED
Price Level and Current
Cost Accounting
Time Management

I Name

I
I
I City, State, Zip Code

I

Retail Financial Control
Systems
Corporate Income Tax
Principles & Planning
Economic Evaluation of
Capital Expenditures
Fundamentals of Management Information Systems
Design

I Please register me for the following Courses:
I Print or type complete name of each Course
II 1

to gether with yo ur check to :

New Y o r k, N. Y. 1 00 22

Co mpany
Street A ddress

I
Principal Product or Service
I Firm's
❑ ❑NAA❑Member❑(Chapter)

Registration Information
To register for any Course listed, fill
out and return the registration form

I Natio nal A sso ciatio n o f A cco untants
919 T hir d A venue
A t t : CEP Registrar
0 1

Social Security No.

Divisio n, Plant o r Off ice

❑ CMA❑Holder❑(Cert.#

Management Accounting
for Banks

Accredited by the Council for Noncollegiate Continuing Education

(Please type or print)

Title

WED /THU /FRI

PPN ❑

Operational Auditing

MON/TUE
Developing and Using
Standard Costs

26

�

tJA'p` N a r`A

I

I
Business Phone
(Account No.)

I

)

❑ Nonmember

Dates

Location

I
I
Fee

$

I

(212) 754 -9758
Fees
Members
1 day course
$1 25

No nm e mb e rs '
$150

2 day course
250
300
3 day course
375
425
The fee for NAA Courses includes daily
luncheons, refreshments, and all
technical materials.
"Nonmembers: The differential
per Course for nonmembers may be
applied to NAA membership; or it
may be applied against the dues of
an NAA member of the same firm
(organization). The differential may
be used anytime af ter the Co urse is
co mpleted and bef o re June 30, 1981.

People in the News
Lighthiser Appointed National Director
E.C. Lighthiser has been appointed national director to complete the term of
James A. Falcone, who has resigned_
The one -year appointment will expire
June 30, 1980. Mr. Lighthiser, a past
president of Pittsburgh Chapter, is assistant controller at the Aluminum
Company of America in Pittsburgh.
The appointment was made by NAA
President Clemens A. Erdahl, before he
left office.

DAVID

K. WALTER, Cinnaminson,
N.J., has been named corporate controller, Consolidated Chemex Corp. He is a
member of North Penn Chapter.

controller of S &T Industries, Inc. .. .
K . SCOTT VICK has been promoted to
manager of general accounting, Commonwealth Life Insurance Co.

PATRICK I. HIGGINS, Colorado Springs,
Co lo ., is now sales m anager at Business
Mach in es, Inc. He is a m em ber of Colo-

JOHN OLSEN, Madison, has been pro-

rado Springs - Pueblo Chapter.
PHILLIP B. THOMPSON, Dayton, has

joined Hobart Corp., as manager, inventory planning.
RICHARD G. LUSE, Des Moines, has

been named controller for Younkers,
Inc.
Two Detroit members have been named
at Am erican Natural Service Co. MARK
S. JOHNSON recently was promoted to

manager —corporate accounting, and
LIGHTHISEB
Pittsburgh

COU LAM
Dallas

Coulam Heads NACM
Ellen B. Coulam, vice president /finance
of Airsco, Inc., Dallas, Tex., has been
elected president of the 43,000- member
National Assn. of Credit Management.
A past national vice president of NAA,
Mrs. Coulam served as chairman of the
Committee on Socio- Economic Programs, 1978 -79, and on the Executive
Committee. She is a member of the Dallas Chapter.
Promotions and New Positions
F.L. LINDBERG, Atlanta, Ga., has been
elected assistant secretary of Atlantic
American Corp. He is also assistant
treasurer. Mr. Lindberg is a member of
Atlanta North Chapter.
WILLIAM G. ADAMS, Baltimore, has

been promoted to controller, the
McCormick /All Portions Food Service,
a division of McCormick & Co. . . .
DENNIS J. MORRISON has been promoted to assistan t co ntroller, th e Gro c ery
Products Div., McCo rm ick & Co . He is
a mem ber of Salinas Valley- Monterey

Peninsula Chapter.
TOMMY R. STROUD, Belton, Tex., is
controller for Rockwool Industries. He
is a member of Central Texas.
60

LAWRENCE A. RIBITS was nam ed senior accou ntant — special projects.
LEROY J. SHERMAN, Dubuque, Iowa,

recently was promoted to vice president— finance, A.Y. McDonald Mfg.
Co. He is a member of Dubuque TriState Chapter.
LAWRENCE L. MANN, Eden, N.C., was
elected treasurer of Fieldcrest Mills,
In c. H e is a mem ber of Piedmont -

Greensboro Chapter.
THOMAS J. KUHR, Greenwich, Conn.,

has been appointed director of accounting for Pechiney Ugine Kuhlmann
Corp. He is a member of Westchester
Chapter.
DENIS J. KEAVENY, Hershey, Pa., was
ap po in ted vice president, finance and
ad m in istration, Hershey
Chocolate,
Hersh ey Foods Corp.
WILLIAM W. VANN, Houston, was
elected to the new post of vice president,
finance, of Anderson Clayton & Co. He
is a past president of the chapter.
CAROLE J. POINDEXTER, Jacksonville,

recently was appointed to controller at
Baker Bros., Inc.
WAYNE L. OAK, Lancaster, is now

manager of management information
services, advertising and marketing
services department, Armstrong Cork
Co.
P.M. JACKSON, Louisville, is now the

moted to divisional controller at Wick
Building Systems, Agricultural Div.
DENNIS E. JACOBSEN, Melrose Park,

Ill., is now financial marketing manager
with Alberto Culver. He is a member of
Fox River valley.
HAROLD B. ALLENBERG and WILLIAM
R. OGLESBY, Memphis, have been pro-

moted to audit managers at Seidman &
Seidman.
KENNETH J. KORDUS, Milwaukee, was

promoted to cost accounting manager
at FMC Corp. —Power Control Div....
GORDON L. SIERAKOWSKI was promoted to senior vice president, Hoffm an,
York, Baker and Jo hnson, Inc.
RAYMOND J. SIMONEK, Montgomery,

Ill., has been promoted to treasurer and
assistant secretary, and EUGENE C.
KLUBER was promoted to controller
and assistant secretary at Aurora Industries, Inc. Both are members of Fox River Valley Chapter and Mr. Simonek is a
past chapter president.
MICHAEL C. HOPPER, Nashville, was

promoted to vice president at Third National Bank.
DANIEL CICH, Niagara Falls, N.Y., has
been prom oted to m anager, accounting,
for the corporate planning and developm ent grou p of Carb orun dum C o. H e is
a m em ber of the Niagara Chapter.
RAYMOND SLATTERY, North Lake, Ill.,
has been prom oted to vice president and
treasurer of Office Electron ics, In c. H e
is a m ember of Fox River Valley.
RONALD J. COMITO, Philadelphia, has

been appointed assistant vice president
of the Fidelity Bank. He is a member of
Delaware County Pennsylvania Chapter.
. . . JOHN P. WAREHAM has been
named president of Norden Laboratories, a subsidiary of SmithKline Corp.
He is a member of Valley Forge Chapter.
RICHARD P. CARDONE, Phoenix, has
been promoted to department head and
MANAGEMENT ACCOUNTING /AUGUST 1979
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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
2 Accountants
Special Order Dept.
■
919 Third Avenue
New York, N.Y. 10022
(212) 754 -9768

manager of the Investment Accounting
Department , First National Bank of Arizona.

ANT HO NY J . GIR LUS , 1110wa.

C HA RLES

ST EPHEN

W . MASC ENA, Providence
Chapter president , has been promoted
to vice president of Robert Half, Inc.

J O SE PH R . GLAC KIN , La n ca s te r .

Area, 1971.

ST EVE G . G O MB KOT 0, Wichita.

B I L L D . PARKER ,

J AMES D . HE NKHA US, R a c i ne , Wis . ,

W IL LIA M E . HASSELL, B i r m i n g h a m .

has been promoted to assistant controller— manufacturing, J.I. Case Co. Construction Equipment Div.

F R E D B . HAUGHT ON,

Italy.

A LVIN E . MASON,

NAT HAN FIS HER ,

AR T HUR

G.

Baltimore.

GR E EN ,

Columbus past

Tulsa; Wabash

Valley past president.
MR S. J ENNY HODGE , P o m o n a

J E F F RE Y D . W ILLIA M S, Roc he s te r , ha s

past president.

been elected vice president of finance for
John B. Pike & Son, Inc.

J AM ES R . HOO VE R, Loui s v il le .

HAR R Y J. S C HMIDT,

Rolling Meadows,
Ill., recently was promoted to vice president -controller and elected to the board
of directors of Spotnails, division of
Swingline. He is a member of Northwest
Surburban Chicago.

L.

VANN
Houston

JOSEPH

C. BABOS, South Bend, Ind.,
has been promoted to vice president and

HORDERN ,

Va ll e y

Member -at-

Large, Australia.
WILL IAM C . KI LS H AW, E lm ira Ar ea .
F R E D C . KL AR MA N, E lm ira Ar ea .

L. R. LEIGHTON, Ft. Lauderdale.
Piedmont -High Point.
W A R R E N E. LONG, Trenton, past national director, 1971 -73.

A. G . LIN D LE Y ,

DUNC AN

MANN
Piedmont - Greensboro

OLSON,

A.

MAC G REG OR,

No rth er n

C AT HE RINE

RAY R . MCDONOUGH, Northern Wisconsin.
GE O R G E W . M C LE A N , Los Angelei
M I C H A E L L . M I T C H E L L , Detroit.
D A V I D M . M U R R A Y , Orange Coast California, past national director, 1970 -72.
MAx E. PEABODY, Muskegon.
ST ANLEY I . ROSS, Long Island- Nassau.
EDW ARD SC HMIDT, J R. , Illowa.
J OHN W . SCHOONENBERG, M i l w a u k e e

presiden t.

district sales accounting supervisor,
Kraft Dairy Group.

W ILLI A M J . SLOAN, N o r t h e r n W i s c o n -

L . S H E AR E R ,

Reading past

48, New York, 1961.

BENJ AMIN C . T E LFE N D, J R. , 51, D e H.

THOMAS,

ham, 1973.

BERNA RD J . WHIT BR EA D, 65, Sy r a cu s e

past president, 1944. ELA.

ing
chang
your
address?
To insure
uninterrupted

Emeritus Life Associates
W . C . B E N J A M I N , Pomona Valley.
ROBERT O . BERGER , J R. , Cleveland,
national director, 1968 -70. Stuart Cameron McLeod Society.
R O B ER T
BI S S E T ,
Macomb County Michigan.
SC IR E D . BUE LL, Mt. Rainier.

P A U L E . T HEIS, R o a n o k e .
C LY D E H. T HIE LE N , Cincinnati.

and other NAA
mailings, please
return this
coupon at least
four weeks prior

J A ME S R . C A N A V A N , B o st on .

MA RT IN W . A MA DO R , Ph o e n i x , 1970.

JAMES J. C ANNO N ,

RUD OLF G. B OE HM , 57 , M as s ac h us e tt s

GE OR GE A . E RB EC K, Mt . R a i n i e r .
C ESARE F ELIC ET T A ,

62

Member -at- Large,
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North Shore, 1957.
R. E. BRIGGS, 85, Bridgeport, 1973.
HO LLAN D

K . BYRNE, 65 , Lou is v ill e ,

1956. ELA.
L. F. HORENT, 53, Providence, 1970.
JESSE M. HOWELL, 55, Lima, 1961.
C. T. HUNT, 28, Charlotte Gold, 1978.
C. V. JAMES, 68, Delaware, 1970.
RAYMOND A. Liss, 59, Chicago, 1966.

o

,d

In Mem o riam

1951. Emeritus Life Associate.

D
c21

rn

to mo ving .

EMME T T E. ALL EN, 80, Ak r o n S u m m i t ,

Richmond,

1953.

service on

M. R. YONTZ, Peoria past president.

38, B i r m i n g -

J AMES W . WEST , J R. , 6 4 ,

sin past president.
C.R. SURRATT, Piedmont- Greensboro,

RODNEY P. T HORESON , S t. P aul.

Pr ov ide n ce ,

1941. ELA.

WILLIA M

ROB ER T D . C AP ELLA , Sy r a cu s e , i s no w

North Shore past president.
RO B E R T P . D ULUD E , Merrimack Valley past president. SCMS.

46, St. Louis, 1970.
1947.

SPIRIT O, 7 3 ,

C . R . S Q UER i,

troit, 1956.

past president.

HA RO LD W . CORNISH, Mas s a ch us e t ts

Scottsdale

ita past president , 1941. ELA.
HOM ER E. RUEG ER , Ann Arbor past
president, 1958.
PA UL S. SAYLOR , 61 , Akron Cascade,
1959.
J . ED WARD SC HON BRUN, 4 9 , Brooklyn Queens, 1973.
GE OR GE C . SCOTT, Lansing- Jackson,
ELA. Stuart Cameron McLeod Society.
SID N EY D . SILVERMAN , 56, Brooklyn Queens, 1967.

Wisconsin.

con tro ller at Ra co . He is a m em b er o f
Michiana Ch ap ter.

Hampton Roads.
GEO RGE W . C ARVER , St. Paul past
president. SCMS.
F R E D W . C O N S T A N S , Columbus.

51 ,

ROB ER T A. PA T T EN , 70, B oston ,

C HA RLE S A . M C C LE LLA N D, Sa b i n e .

LEO N AR D

J.

C HARLES W. ROSS DUT C HER , 80, W ich-

president.

BRUC E

JR., 58, Pittsburgh,

1957. ELA.

MAIL TO:
National
Association of
Accountants
919 Third Avenue
New York, N.Y.
10022
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Established in 1922

I Z 3
National Acceptance Company of America
Bankers Bldg., 105 W est Adams St., Chicago, Illinois 60603
•
•
•
•

Accounts Receivable
Inventory Loans
Equipment Loans
Equipment Leasing and Financing

•
•
•
•

Sale-Lease Back
Re- Financing
Money for Mergers and Acquisitions
Factoring

REGIONAL OFFICES:
Atlanta�•�Baltimore
Charlotte • Chicago
Dallas • Denver
Houston

Los Angeles • St. Louis
San Antonio • San Jose
Southfield (Detroit) • Tampa
Westlake (Cleveland)

MANAGEMENT
INFORMATION
SYSTEMS

MANAGEMENT
ACCOUNTING
PRACTICES

Continued from page 6

Continued from page 57

7. Participation in systems analysis
and design. One of the key creative
activities in a modern organization is
the design of new information systems. We create an abstraction into a
set of computer programs and procedures. The task of systems analysis
and design is too important to be left
to the computer staff! Instead, it is important for users to become knowledgeable enough to guide and participate in a design team.
While this list may seem too extensive, our experience has shown that
managers can quickly become capable of dealing with these issues. The
importance of systems to the organization and its managers and the concomitant large investment in systems
easily justify the managerial time required to manage information processing in the organization effectively.

consult with the FASB, the Comptroller General, the National Council on
Governmental Accounting, and other
local, state, and federal governmental

F ,

agencies.
Commission Proposes Changes
to 10 -K and 10-Q Requirements
The SEC has proposed for comment
amendments to allow relief from portions of the reporting requirements of
annual and quarterly reports filed with
the Commission by an issuer whose
equity securities are owned by a single person which is a reporting company under the Securities and Exchange Act of 1934. Proposed revisions to Form 10 -0 would delete
schedules of Increase or Decrease in
Amount of Securities Outstanding and
Submission of Matters to a Vote of
Security Holders. The proposed dele-

tions as to the 10 -K are more extensive if certain other information has
been provided.

How the FASB Will Deal
With AICPA Guides and SOPS
The FASB would treat the specialized
accounting and reporting practices indicated in most AICPA Industry Accounting Guides, Industry Audit
Guides, and Statements of Position
as preferable accounting practice for
the purpose of deciding whether a
change in accounting principle is appropriate, pending FASB pronouncements on these matters. This is the
gist of proposed statement just issued
by the Board. Under existing accounting pronouncements, a change in accounting principle may be made only
when the newly- adopted principle is
preferable in the circumstances. The
FASB plans to extract the principles
and practices and issue them as
statements, after following due process procedures. The current proposal
would affect the status of the Guides
and SOPs in the interim.

up to

35%
It Of
Excess travel expense may be yo ur
company's costliest cash drain. Our
seminars show how to lower air, hotel
and car rental co sts, prevent fraud
and waste —and much more!
NYC
911314
ATL
912021
TAMPA 912425

Plfi
10!15.16
ROCH1NV
STAM
{CT ;0/25,26
10129.30

HART(CTI ;1115.16
PHILA
11129,30
NYC
1213.4

805
NYC

MIAMI
BALI
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PHN%

10/4.5
10111.12

1111.2
11!8.9

1110.11
111415

For brochure T, call or write-

MANAGEMENT ALTERNATIVES
132 E. 45th St.. N.Y . N.Y 10017
(212) 867 -9084

PATROL
ORAL
Wh en wr i t i n g o r c al l i n g
a n a d ve r t i s e r ,
say you saw i t i n

MANAGEMENT
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"Johnson, you'll fake to his left with the new budget
proposal. Hodges ... you'll guard Bixby with the cost deficit, and
when you're in position, 1 Yl let go with the financial report. "
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The revolving door
v s 1 6

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

R

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

ROBERT N

LF

D accounting, financial and edp personnel specialists
ALBUQUERQUE • A LLENTOW N • ATL ANTA • BALTIMO RE • BIRMINGHAM • BOSTON • BUFFALO • CHICAG O • CINCINNATI
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TAMPA • W ASHINGTON, D.C. • W ILMINGTON
CANADA: CALGARY • TORONTO • VANCOUVER • GREAT BRITAIN: BIRMINGHAM • LONDON

