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The Certificate
in Management Accounting may
be the answer to management
accountants who have been
seeking a meaningful way to
demonstrate their ability in and
understanding of accounting,
finance, economics and other
related topics important to their
responsibilities.
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The CMA does that! It's an
examination program which
focuses on the areas of knowledge
for success in management
accou nt i n g and financial
management.

Qualified candidates with acceptable educational and management
accounting experience earn the Certificate in Management Accounting by
successfully passing a five -part examination, held over a two and one half day
period. Candidates without management accounting experience have up to
seven years after completing the examination to satisfy this requirement.
The CMA program is a young program, but it has already received
enthusiastic support from business and academic circles. Several companies
have organized review courses for employees. Review courses open to the
public are also offered by universities and other organizations in many
communities.
Is the CMA for you? Only you can answer that. But if you are serious about a
future in management accounting and financial management, the Certificate
is a reliable measure of attainment and knowledge. It's a Certificate whose
time has come. Employers are increasingly
employees
to participate
in the p r otheir
gr am.C onsi oder
asking
about
it and encouraging
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For more information, please write or call:
Institute of Management Accounting
570 City Center Building
Ann Arbor, Michigan 48104
Telephone: (313) 662 -1986
The Certificate In Management Accounting
A program of the National Association of Accountants
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Taxation

Accounting for Taxes of Foreign Subsidiaries—
A Simplified Approach

15

By Rene C. Schlag
Accounting for taxes on foreign subsidiaries and affiliates is a complex, tedious process —
but important because the subsidiary's earnings often have a great impact on the overall
operations. Here's an attempt to cut through the jungle of tax laws and accounting principles with a simplified approach.

Income Taxes Do Make a Difference in C -V -P Analysis

20

By Wayne J. Morse and Imogene A. Posey
In large companies, accountants may be able to ignore the effect of income taxes in cost volume- profit analysis, but smaller companies may find that income taxes make a significant difference in short -range planning, as is demonstrated here.

State Taxation on the Corporate Partner

25

By Gerald M. Gabriel
Making an investment in a partnership can present many problems for the corporation
operating in a multistate environment. The determination of a corporation's distributable
share of partnership income for the calculation of its state income tax liability requires a
thorough knowledge of state tax laws and cases.

Keeping a Second Set of Books — Legally

30

By Peter J. Bongiorni and Frederic G. Eichhorn
Maintaining a second set of books is not necessarily a matter for the FBI: it may be just
good common sense, saving time and effort for the corporate accounting staff.
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and
Reporting

Management
Accounting
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In Defense of FAS No. 8

36

By Russell W. Willey
Top financial executives in multinational corporations gnash their teeth when the FASB
statement on accounting for foreign transactions is mentioned, but this vice president and
controller says it is "the best reasoned and most thorough pronouncement ever published!"

Applying Motivational Theory in Management Accounting

41

By Kenneth R. Earnest
Hypothesis: the use of market price transfer prices results in relatively higher levels of
work motivation for profit center managers. Expectancy theory is used here to demonstrate the truth of the statement.

How to Allocate the College Budget Objectively

45

By David R. Cismoski and Frederick Toepfer
Using the computer, the Colorado State University College of Engineering has developed
a formula budgeting process that can be used in allocating fiscal resources among departments.
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Are Multinational Liquidity Models W orth Their Cost?

51

By Robert L. Hunter, Gary M. Cunningham, and Thomas G. Evans
The many variables that must be included in models to allocate liquidity optimably cast
doubt on whether it is worth the cost to create them. An adequate information system used
by experienced financial managers should be just as efficient as a model in the allocation
of liquidity —and cost less, too.
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Marketing combined with accounting can produce dividends as illustrated in a series of
articles on marketing cost analysis in the January issue. Featured is a thought- provoking
interview with Hans G. Storr, vice president— finance and chief financial officer of Philip
Morris, Inc., whose marketing strategy has made it a $6 billion -plus corporation. In February, we focus on financial and accounting techniques in banks.... Also watch for the first
of a series of special features on the biggest financial and accounting rip -offs of our
generation. The columns, titled "Creative Accounting," are written by NAA member, Earl
K. Littrell.

FASB NO. 33 OR CATCH 33?
A one -day conference on this controversial and topical issue will be presented on
January 8, 1980. See details on page 56.
... Another service from NAA
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PRESIDENT'S PERSPECTIVE

MANAGEMENT
ACCOUNTING
Constant Dollar and Current Cost Information
The Financial Accounting Standards Board has taken a stand on inflation accounting requiring both constant dollar and current cost information from many corporations. The business sector should support
this position with a conscientious effort
even though the initial costs may be significant for some corporations and even
though some of the "new numbers" may
not appear to some corporate managers to
be in their organization's best short -run interest. Management accountants should
accept the challenge and this opportunity
to improve economic measurement and reporting.
The Board can hardly be faulted on
grounds of premature action. It took a reasoned position in a discussion memorandum favoring purchasing power adjustments almost five years ago —a procedure that is auditable and that
had been well developed many years earlier. It then listened patiently
to the reactions of the Securities & Exchange Commission and all the
other interested segments of its constituencies.
The conceptual appeal of current cost adjustments and the strong
favoring opinions heard from many sources justified including the procedure in the FASB's position, in spite of the many unresolved issues
with regard to its implementation. Purchasing power adjustments, or
constant dollar accounting as it is now called, has some serious shortcomings in the measurement of income for some corporations, but it
can be applied consistently for all corporations to provide a measurement of profit in terms of general purchasing power —in itself a significant supplement to historical cost based information. This concept
and procedure should be given serious consideration by our taxing
authorities in their policies and practices of the future.
The National Association of Accountants, through its Management
Accounting Practices Committee, which is now chaired by Herb Seiffert of Johnson & Johnson Corp., has provided several inputs to the
FASB during its deliberations on the subject of inflation accounting. It
favored definitive action of the FASB with regard to inflation accounting and showed some preference for current cost adjustments. It advised against allowing an option between this procedure and constant
dollar accounting. While it did not propose the requirement of both
methods, it is satisfying to me that the Board's position is significantly
in line with the MAP Committee's position.
The National Association of Accountants has been supportive of the
FASB since its inception. We will commit significant resources to the
educational effort necessary to implement this new accounting practice for external reporting of corporations. We will also view with great
interest the results reported by these new procedures and the reactions to them in order to assist in development of further refinements
that may be considered by the Board in the next several years.

fZZEn-17t

(ISSN 0025 -1690)

VOL. LXI NO. 6 DECEMBER 1979
Official Publication
of the
NATIONAL ASSOCIATION
OF ACCOUNTANTS
EXECUTIVE DIRECTOR
W. M. Young, Jr.
PUBLISHER
James D. Collier
EDITOR
Erwin S. Koval
MANAGING EDITOR
Robert F. Randall
TECHNICAL EDITOR
Morris Gartenberg
PRODUCTION ADMINISTRATOR
Stephen McCrea
FEATURE EDITOR
Kathy Williams
CONTRIBUTING EDITORS
Louis Bisgay
James Bulloch
Henry C. Lucas, Jr.
BUSINESS & CIRCULATION
MANAGER
Colin C. Campbell

ADVERTISING REPRESENTATIVES
New York 10022 —CC. Campbell, NAA, 919
Third Ave., (212) 754 -9785.
Chicago 60611 - James K. Millhouse, 919 N.
Michigan Ave., (312) 642 -6625.
Inglewood (Los Angeles) 90309 —Lee Clapp,
Box 4502, (213) 678 -8786.
MANAGEMENT ACCOUNTING (ISSN 0025 -1690)
is published monthly by the National Association of Accountants, 919 Third Ave., New
York, N.Y., 10022. Price $2,00 per copy. Single subscriptions available only to NAA members and libraries. Subscription rates, per
year: NAA members: $12.00 (included in annual dues); student members, $6.00 (included in annual dues); libraries, $20.00.
Second class postage paid at New York,
N.Y., and additional mailing offices. To ensure
uninterrupted mail service, send present address label and new address including ZIP
number to Membership Records Dept., NAA,
919 Third Ave., New York, N.Y., 10022. Allow
six weeks for change. POSTMASTER: Send
address changes to MANAGEMENT ACCOUNTING,
919 Third Ave., New York, N.Y. 10022.

Copyright © 1979 by the
National Association of Accountants

I

MANAGEMENT ACCOUNTING/ DECEMBER 1979

You can buy financial software
from a co ml,,Lpany that pretends to
speakyoumr1m"
% uage...
Lncial systems are
by data processing
ho don't really
ad accounting.
e different at
i & Dodge. Our softare designed by
,I and data process uent in Generally
iciples as well as
fficient, well the comprehensive
,ou need.
;e determination
!ople... by financial
'amiliar with coments and understand
lanning and control.
he reports you need,
1.

ig experts go to
that's flexible and
efficient systems
-art technology.
have been audited
;ing firms. Given top
•o Users' Survey.
,orld's most critical
installed in over 850
?ns of the Fortune
mpanies we talk to
;h us.
talk to us about:
ial Analysis,
d Asset Accounting,
;ing, Purchasing

Dodge.
kJ40MCCORMACK & DODGE CORPORATION

560 Hillside Avenue, Needham Heights. MA 02194. (617) 449 -4012
Atlanta (404) 997 -2797, Chicago (312) 893 -8788. Phoenix (602) 967 -9455, SanDiego (714) 565 -1668, Washington. D.C. (703) 734.0710
United Kingdom /Netherlands. RTZ Computer Services, London • Italy, General SystemsS.p.A., Milano, Torino- Australia/NewZealand. Adaps Software Ltd.. Melbourne. Sydney

Management
Accounting
Practices
Louis Bisgay, Editor

Inflation Accounting Is Here
After years of effort by accountants to develop
methods of reflecting the impact of price
changes on financial reporting, the Financial
Accounting Standards Board has issued an accounting standard that requires major companies to disclose the effects of changing prices
as supplementary information in their published
annual reports. FASB Statement No_ 33, "Financial Reporting and Changing Prices," calls
for information designed to measure the effects
of both general inflation and specific price
changes.
The standard applies to public enterprises
that have either (1) inventories and property,
plant and equipment (before deducting accumulated depreciation) amounting to more than
$125 million or (2) total assets amounting to
more than $1 billion (net of accumulated depreciation). No changes are to be made to primary
financial statements, which will continue to be
historical cost - based.
There are many users and preparers of financial reports who would like to see measurements made from year to year in units of the
same general purchasing power. Under FAS
No. 33, this information would be based on the
approach termed "constant dollar" accounting.
In addition, the FASB believes that users of financial reports need information about the impact of specific price changes on assets and
expenses. The statement therefore requires
disclosure based on measurement of certain
assets, cost of sales, and depreciation expense
using an approach called "current cost" accounting.
FAS No. 33 will be effective for fiscal years
ended on or after December 25, 1979. Because firms may experience some initial difficulty in developing current cost data, disclosure
of that information may be postponed to the
first annual report for a year ending on or after
6

December 25, 1980.
Interest likely will focus on "income from
continuing operations" reported on constant
dollar and current cost bases. Firms also will
have to report purchasing power gains or losses on net monetary items, current cost
amounts of inventory and property, plant and
equipment, and increases or decreases in
those current cost amounts net of inflation. A
five -year summary of selected data is included
among the requirements.
The American Institute of CPAs recently proposed an auditing standard that would provide
guidance to auditors regarding supplementary
financial information such as inflation- adjusted
data. The proposal specifies procedures that
are "less than an audit' but which would give
the auditor an understanding of how the supplemental data were prepared and whether
they are in accordance with FASB guidelines.
In its response to the original proposal (MAP,
July 1979), NAA's Management Accounting
Practices Committee agreed with the need for
supplemental disclosure of the distortions in
conventional financial reporting caused by
changing prices. The MAP Committee said that
the exposure draft's provisions for allowing current cost or constant dollar reporting was not
desirable and urged the Board to restrict the
requirements in a final statement to one method, preferably current cost. Believing that the
weight of evidence examined thus far has not
indicated clearly which method, or combinations thereof, best portray economic reality, the
FASB has initiated what promises to be an era
of interesting experimentation that should provide guidance in the evolution of accounting
standard - setting.
FASB on UK T ax Law Changes
FAS No. 31, "Accounting for Tax Benefits Related to UK Tax Legislation Concerning Stock
Relief," specifies how an enterprise subject to
U.S_ generally accepted accounting principles
should account for income taxes relating to recent changes in the United Kingdom tax law
concerning "stock relief," which permits an income tax deduction for increases in inventory.
The statement is substantially similar to the
proposed version which was described in last
month's column.
In Statement No. 32, "Specialized Accounting and Reporting Principles and Practices in
AICPA Statements of Position and Guides on
Accounting and Auditing Matters," the Board
specifies that, pending its review of the accounting principles contained in the SOPs and

Continued on page 12
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Management
Information
Systems
Henry C. Lucas, Jr., Editor
New York University

MIS: a Powerful, Unrecognized Tool
The information services area in organizations
today has a high level of power, but no one
seems to realize it! Perhaps the easiest condition leading to power for the casual observer to
see is high interdependence. If department A is
dependent on department B, then department
A can be influenced by B. The independent departments have power over those which depend on them since they can influence their
actions and performance.
If we examine a mature information services
department, we typically find a wide range of
computer applications cutting across a variety
of departments in the organization. Think for a
minute what would happen if the computer installation closed down completely. Certainly
there would be some systems that would not
be missed! However, there is a class of systems whose absence would be immediately noticed: those involved in transactions processing
and operational control application. For example, what would happen if an inventory control
or production scheduling system ceased to
function? How could a manufacturing firm continue to operate? What would happen if the
computers at an insurance company stopped
processing new policies, renewals, and claim
payments?
We would not miss managerial control systems like budgets for several weeks or months,
and it might take a year before the absence of
a strategic planning system was felt.
The critical nature of transactions systems
was demonstrated in England earlier this year.
In the United Kingdom, the Civil and Public
Service Association and the Society of Civil and
Public Servants conducted a selective strike
against the government (Datamation, June
1979). The union left certain, selected comput8

er systems unattended, those that manipulate
government money between various departments. It is estimated that during the period almost $3 billion in cash flow was frozen, In one
complex processing VAT repayments, more
than $800 million was held up and, as a result,
it could take a year to clear up the backlog.
Instead of having to pull out thousands of
workers, it was only necessary for the unions to
withdraw a few hundred strategically placed
programmers and operators from centers. (Key
computers such as those involved in health
and defense were not affected.) From the union standpoint, only a small number of workers
were on strike and they could receive full benefits since the rest of the membership was working and contributing to the strike fund. Was the
strike successful? The computer staffs netted a
25% pay increase plus other added benefits.
Of course, in the U.S. we do not have such a
union, but could the same thing happen here
some day?
More than a Cost - saving Device
If we agree that information systems are crucial
and that the information services department
has high levels of power, why is this fact not
recognized? First, the computer is viewed as a
cost- saving device; few firms view it as a way to
generate sales or profits. Traditionally service
functions, no matter how important, have not
been considered powerful. Service groups are
seen as crucial in a negative manner; when
something goes wrong and the service stops,
they become important.
Most users never see the total information
processing picture; they see only a few applications in their own areas of interest. The actual
number of applications is many times larger
than what is observed by any one user. Also,
the power of the information services unit is developed gradually as new applications are implemented, one at a time.
The manager of the computer function usually does not feel very powerful, either. He or she
sees the new applications under development
that are behind schedule and over budget or
old applications that need maintenance. It is
easy to forget the larger number of applications
affecting many areas in the organization that
operate on a routine basis with users who depend on the computer for service.
One way to become aware of the full extent
of computer dependence and usage is to develop a list of the applications in the firm's portfolio of computer systems. These applications
can be evaluated on the basis of their criticality
to the firm. What would happen if the application were discontinued? Are there significant
problems with any of these applications? Are
Continued on page 63
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Data Sheet
Robert F. Randall, Editor

SEC Faults U.S. Steel
On Pollution Cost Reporting
The SEC is serious about corporate reporting
of the costs of compliance with environmental
regulations. In the first enforcement action of
its type, the SEC ruled that U.S. Steel Corp.
failed to disclose adequately the costs and
risks of complying with federal, state, and local
environmental laws in its filings with the Securities & Exchange Commission from 1973 -77.
The SEC said that U.S. Steel's top management had been told at internal meetings in
1973 and 1975 that the costs of meeting antipollution standards could range from $1.5 billion to $2 billion. But, according to the Commission, it did not disclose the magnitude of the
costs either to the public or to the SEC; instead, it disclosed during 1973 -75 only what
the company had actually spent on pollution
control and what it expected to spend the following year. The figures reported were lower
than the actual projected costs. At the same
time, the SEC reminded other companies to
comply with disclosure requirements.

Petroleum Investment Analysts Say
RRA Data Would be Useful
Petroleum investment analysts believe that the
disclosure of reserve quantities, as required by
the SEC, would be useful, but do not believe
that an audit of reserve quantities and values
will increase significantly the value of that information. Moreover, analysts believe that RRA
should not be substituted for the historical cost
information presently included in financial
statements. These are the conclusions of a
survey conducted by Peat, Marwick, Mitchell &
Co. of 360 members of the National Assn. of
Petroleum Investment Analysts.

Millions Wasted on Government EDP
Inadequate planning and management control
10

have been primary causes of significant failure
in the design and development of large data
processing systems in the federal government,
the General Accounting Office reported to
Congress. In a review of three agencies —the
Department of the Army, the Veterans Administration, and the Bonneville Power Administration —the GAO noted that all three have serious
weaknesses in management control over system development, They do not have policies or
procedures addressing basic management
principles, procedures were incomplete, or their
procedures were not being followed, according
to the GAO. It recommended that a service
center be established to provide agencies with
managerial and technical system development
expertise.

Business /Accounting Briefs
William R. Gregory, managing partner of
Knight, Vale & Gregory, Tacoma - Seattle,
Wash., has been elected chairman of the
American Institute of CPAs. . . . Russell E.
Palmer, Jr., chief executive officer of Touche
Ross International and Touche Ross & Co.,
was named to serve as U.S. representative to
the governing council of the International Federation of Accountants (IFAC)... _ Thomas L.
Holton and Donald R. Sloan were elected
chairman and vice chairman, respectively, of
Peat, Marwick, Mitchell & Co_ Mr. Holton directs the firm's auditing practice for publicly held corporations. . . . New GAO study says
contrary to dire predictions, California's Proposition 13 did not have a material impact on local
government programs. Although it reduced local government property tax revenues by an
estimated $6 billion in fiscal year 1979, it had
only a minimal impact on local government operations. But, says the agency, the state's experience has been unique because state resources were available to cushion Proposition
13's impact and the economic climate in the
state is strong.... What's a corporate treasurer
to do when inflation is proceeding at more than
1 % a month? Make sure that idle cash balances during any particular month earn as
close to that 1 % as possible, according to William L. Silber, consulting economist for the National Assn. of Credit Management.... Comptrollers, not merchandisers, are calling the
shots in retailing today, according to Ben Gordon, publisher of Inside Retailing newsletter.
... Is direct costing making a comeback? Stan
Stec, NAA technical services manager, is receiving an increasing number of inquiries about
direct costing. The CEP Dept. has held eight
programs on it in 1978 -79.
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LetterS

TO THE EDITOR
fused because he thought I was connected with the IRS.
Second: Were I to present specific financial statements, they might not coincide with practical applications of accounting theory although serving well
the needs of some designated organization. For example, research for my articles involved traveling about 3,600
miles for visits to a dozen large and
small plants, none of which would be an
example to all.
Third: It has been my policy throughout more than five decades that accounting procedures should satisfy the
needs of the business managers and not
be a millstone around their necks, acknowledging that the proprietors are
the gainers or losers by their decisions.
Hence, I do not state specifically that
some practice is necessary. I try to call
attention to problems which are peculiar to unusual businesses.
James W. Jones, CPA
Baltimore, Md.

A Matter of Ethics
It was with extreme pleasure that I read
Mr. Gene Hymel's letter (April '79) re:
my article on "Rainbows, Catfish and
Other Cash Crops" September '79.
It was especially gratifying that he
was able to present some financial aspects of the operations which I did not
cover, for ethical reasons.
Although I have written numerous
articles on accounting aspects of unusual businesses, some of which have been
published in MANAGEMENT ACCOUNTING,it has been my practice to not disclose confidential financial data, aside
from the ethics of my profession.
First: By assuring my sources of my
distinct noninterest in their dollar figures I have been able to obtain much
cooperation for a close study of entire
operations. It is understandable that
owners do not take kindly to nosy persons, and I recall one proprietor of a
transportation outfit who bluntly re-
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without hand folding.
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Disagrees with Test
Having read the article titled "Improving Credit Collection Responses," (Aug.
'79) I was somewhat surprised that the
authors placed so much emphasis on delinquent credit customer responses in
determining the value of word processing investments. They concluded that
word processors were not cost justified
because the customer response was not
significantly increased by the higher
quality of the letters produced. The results of the computer - generated letters,
however, were not any better. According to the results, form letters and drop in envelopes produced the best response.
The issue then is not whether word
processing or computer - generated letters increase one's return, but rather
which method produces correspondence
in the most cost - efficient manner. A
study comparing the production costs of
Continued on page 14

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

We offer design and technical assistance for custom needs.
-

-

- -
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MANAGEMENT
ACCOUNTING
PRACTICES

because of a diversity in accounting
treatment that had existed with regard
to such involuntary conversions. Interpretation No. 30 is effective for fiscal
years beginning after 11/15/79.

Continued from page 6
Guides, they are to be considered
preferable accounting principles for
purposes of justifying a change in accounting principles as required by Accounting Principles Board Opinion No.
20, "Accounting Changes" (MAP, August 1979). FAS No. 32 was effective
October 31, 1979, with earlier application encouraged.
In accordance with Interpretation
No. 30, "Accounting for Involuntary
Conversions of Nonmonetary Assets
to Monetary Assets," firms whose assets such as buildings or equipment
are destroyed must recognize as gain
or loss the difference between the
cost of the assets and the amount of
any insurance or other proceeds,
even if the proceeds are used to replace the lost assets with similar assets. The Board had been asked to
clarify APB Opinion No. 29, "Accounting for Nonmonetary Transactions,"

MAP Comments on Pensions,
Other Issues
Comment letters by the MAP Committee were submitted as follows:
FASB— Accounting and Reporting
by Defined Benefit Pension Plans
FASB — Disclosure of Pension and
Other Post - Retirement Benefit Information
CASB — Allocation of Indirect Costs
(Proposed Standards 417, 418, and
419.)
Copies of these letters may be obtained without charge by writing to
Manager -MAP Development at the
NAA office.

CASB Rules on R &D
The

Cost

Accounting

Standards

Board issued Standard 420, "Accounting for Independent Research
and Development Costs and Bid and
Proposal Costs" (MAP, October
1979), for the purpose of achieving
consistency and uniformity in accumulating such costs and allocating
them to cost objectives based on
beneficial or causal relationships. The
Standard will be effective March 15,
1980_

SEC Requires Oil and Gas
Disclosures
Effective for fiscal years ending after
December 25, 1979, Form 10 -K reports of oil and gas producers will
have to include a supplemental summary of oil and gas producing activities based on reserve recognition accounting (RRA). Similar information
will be required in annual reports to
shareholders for years ending after
December 25, 1980. The RRA information need not be audited for years
ending before December 26, 1980.
The summary will present the current year's additions and revisions to
proved reserves of oil and gas as well
as the costs associated with the discovery and development of the reserves and all nonproductive costs.
Presentation of this supplemental
summary is expected to provide the
Securities & Exchange Commission
with the information and experience
necessary to decide whether RRA
should become the primary method of
accounting for activities of oil and gas
producing companies.

AICPA Committee Urges
Management Reports

At•A• Glance`Personal Planners
Balance your personal and professional life
without overtaxing yourself.
Figure out your day, week or month At• A• Glan ce.
SHEAFFEREATON

•

Sheaf fer Eaton Div si on of Textron Inc.

12

A special advisory committee of the
American Institute of CPAs recommended that corporate annual reports
include a section in which management acknowledges its responsibility
for the company's financial statements (MAP, June 1979). The advisory committee's report also urges that
management report on the composition and duties of the audit committee, the function of the independent
Continued on page 63
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OR
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PUT YOUR FUTURE IN GOLD
NOT TARES
• FOR INDIVIDUALS, JOINT OWNERS & CORPORATIONS
• NO RECAPTURE OR NOTES
• MINIMUM INVESTMENT $5000.00
• LEGAL & ACCOUNTING OPINIONS AVAILABLE
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The company hereby agrees to pay any Accountant, on a fully disclosed basis,
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LETTERS

Wheny9u
need the best,
for a
limited time.

Continued from page 11
letters generated on a computer versus a
word processor would provide more
meaningful information. Not only
would it answer the question of cost justification, it would also provide information on which method provided the
faster service for the collection agency's
clients.
I agree with the authors' statements
that "this type of study cannot be
viewed as entirely conclusive internally
much less externally, ... that the implications of the study are for companies
not to assume that traditional credit
theory is always valid and ... that effective collection results can be achieved
with an intensive campaign early in the
life cycle of delinquent accounts." I disagree with the criteria used to determine
whether word processing equipment is
cost- effective. As the authors stated,
"investments in new technology can
sometimes be overzealous," but so can
one's confidence in established computer technology.
Sue Patterson, Manager,
Corporate Word Processing Center
Wang Laboratories
Lowell, Mass.

Involved and Time- Consuming

accounl

You need an Accountemps professional. They're
trained accountants, bookkeepers, auditors and edp
experts who are ready at a moment's notice to take over
a job without missing a beat. And to finish it in the
shortest possible time. In short, to keep your temporary
problems temporary.
Accountemps specialists are available for a day, a
week or longer. Check the white pages for the Accountemps office nearest you,

A registered trademark of the Robert Hall organization.

World's largest temporary service specializing
exclusively in Accounting, Bookkeeping and
Data Processing emergencies.
Copyright 1979 Robert Halt
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The article (May '79) regarding pre -inventory procedures to cut costs is both
timely and valuable to those not cognizant of the exacting procedures involving the important and often understated
value of inventory planning.
The article loses some of the effect of
"savings of time and expenses," however, by stipulating a rather involved and
time - consuming method of pre - pricing
steel shapes —i.e., angles in a cost -perfoot basis.
Steel articles are purchased and logically, therefore, priced in two basic
ways of measurement: Price per hundredweight such as $22.50 CWT, or, in
the case of some items, in per hundred
feet such as $39.85 hundred feet, and in
some other items in per hundred square
feet such as $31.25 C SQ FT. Steel angles are priced per hundredweight and
Continued on page 63
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Accounting for Taxes of
Foreign Subsidiaries—
a Simplified Approach
Generally the earnings of foreign subsidiaries
are subject to taxation on three levels.

By Rene C. Schlag
Taxes on the earnings of foreign subsidiaries and
affiliates of U.S. -based multinational companies
can have a significant impact on the reported
earnings of the U.S. parent firm's overall operations. There are two difficulties which often hinder
the effectiveness and efficiency of the process
involved in determining these taxes. First, the
process involves tax concepts which are fairly
complex, especially for accountants whose responsibilities don't otherwise require a knowledge of
taxation. Second, the actual calculation can be
quite cumbersome and time consuming.
Presented here is a condensed approach for calculating taxes on the earnings offoreign subsidiaries and affiliates together with an explanation of
the more important tax concepts involved. The
treatment of state income and franchise taxes is
beyond the scope of this article. It should be noted, however, that the accounting rules for federal
income taxes apply to state taxes as well. A brief
review of the relevant accounting concepts is in
order to place the discussion of the tax concepts in
perspective.
There are a number of rules which govern accounting for income taxes for financial statement
purposes. The following three are particularly relevant to the problem of accounting for income
MANAGEMENT ACCOUNTING /DECEMBER 1979

taxes on the earnings of foreign subsidiaries and
affiliates:
• APB Opinion No. 11, Accounting for Income
Taxes —particularly as it relates to interperiod tax
allocation for timing differences.
• APB Opinion No. 23, Accounting for Income
Taxes — Special Areas —particularly as it relates to
accounting for taxes on the undistributed earnings
of foreign subsidiaries (ownership of more than
50 %).
• APB Opinion No. 24, Accounting for Income
Taxes —particularly as it relates to accounting for
taxes on the undistributed earnings offoreign affiliates (ownership of 50% or less).
Accounting Concepts—APB Opinion No. 11
A company's taxable income for a given period
may differ from its accounting income for the
same period. This situation occurs because the tax
law, which governs the calculation of taxable income, is not always consistent with generally accepted accounting principles. All of the differences between taxable income and accounting income
fall into two categories. They are either timing
differences or permanent differences.
A timing difference is an item of income or expense that enters into the determination of taxable
income in a period other than the one in which it

Rene C. Schlag is
manager —tax planning
at Marsh & McLennan
Companies, Inc. He
has an MBA degree
from Temple University
and an M.S. degree in
taxation from Pace
University. A CPA and a
holder of the CMA
certificate, he is a
member of the
Princeton Chapter
through which this
article was submitted.
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enters into the determination of accounting income. For example, assume a U.S. company has a
foreign subsidiary with earnings of $300,000 in a
particular period. While the $300,000 earnings
would be included in the parent company's accounting income for the same period as earned by
the subsidiary, it wouldn't be included in the parent company's taxable income until actually distributed to the parent. When a timing item, such
as the $300,000 earnings, is excluded from taxable
income in one period and then included in taxable
income in a later period, it is said to "turn
around" or "reverse ".
Permanent differences, by contrast, never turn
around. A permanent difference is an item of income or expense that is either included in accounting income but not taxable income or included in taxable income but not accounting income. For example, interest received on state
bonds is a permanent difference because it is not
subject to federal taxation. While such interest
would be included in accounting income, it would
not be included in taxable income.
APB No. I I requires comprehensive interperiod tax allocation with respect to timing differences. This means that the income tax expense shown
on the financial statements for a particular period
must include the tax effects of all items included
in the pretax accounting income for the period.
Thus, the income tax provision may include not
Table 1
INTERPERIOD TAX ALLOCATION
F in anc ial
p re s e ntatio n

To tal

1.00 0

1 ,0 0 0

$

Ne t inc om e

368

$

368

$

$

@

46%

—

230

$

(500)
500

300

$

800

—

1,00 0

30 0

$

300
(500)

$

Pretax inc om e

300
(500)
$

subsidiary'

—

—

—

—

200

Expe ns es

Tax provision

1 ,0 0 0

$

$

$

Op erating reve nue
Inte re st o n state bo nd s
Earnings of fo reign

Pro vis io n c alc ul atio n
C urre nt
Deferred

138

632

For ease of illustration it is assumed that there are no foreign income taxes on the foreign
earnings The effects of such taxes are discussed later

Table 2
UNDISTRIBUTED EARNINGS —TAX PROVISIONS

Total earnings included
in accounting income

$10 0,0 00
250,000

$

Portion distributed
Portion undistributed
and not Invested
Portion undistributed and
invested by subsidiary
in new plant

Parent's tax
provision Ca'46 %

_

Subsidiary's
ea rnings

46,000
115,000

deferred

provision
not required

150,000

$50 0,0 00

current

$16 1,0 00

Total provision

Again, it is assumed that there are no foreign income taxes on the foreign earnings.

16

only taxes which are currently payable but also
taxes whose payment is deferred until some future
period. See Table 1.
Notice that in Table 1 the tax provision for financial statement purposes includes both the current and deferred tax liabilities. This is because
under APB No. 11, the income tax expense shown
on the financial statements for the period must
include the tax effects of all items that enter into
the determination of pretax accounting income.
Since the foreign subsidiary earnings are included
in the pretax accounting income for the period,
the tax provision for the period includes the tax
effect of those earnings, even though the actual
payment will be deferred.
APB Opinion No. 23
Generally, the earnings of foreign subsidiaries
(ownership of more than 50 %) are included in the
pretax accounting income of the U.S. parent
through consolidation. However, only the portion
of those earnings actually distributed to the U.S.
parent would be included in the current taxable
income of the parent. The remaining portion
would be included in taxable income only as distributed in later years. Under APB No. 23 there is
a general presumption that all undistributed earnings of subsidiaries will be distributed to the parent company. As a result of this presumption, the
undistributed earnings of a foreign subsidiary
would be considered a timing difference subject to
the provisions of APB No. 11.
There is an exception to this general presumption. In certain circumstances the period of "reversal" or eventual distribution of part or all of
the subsidiary's undistributed earnings may be indefinite. Under these circumstances the general
presumption is overcome and the parent company
is not required to accrue income taxes with respect to such earnings. These earnings are treated,
in essence, as a permanent difference. Indefinite
reversal would be indicated where a subsidiary
has invested, or will invest, its undistributed earnings for some indefinite period as, for example, in
the case of an investment in a new plant.
Notice that in Table 2 no tax provision was required for the portion of the subsidiary's earnings
that were undistributed and invested by the subsidiary in a new plant. Had these earnings not
been invested by the subsidiary they would have
been (theoretically) available for distribution in
the future and the parent company would have
been required to provide for taxes on them. Interestingly, the U.S. parent can manage, to a certain
extent, its tax provision by directing the investment policies of its foreign subsidiaries.
APB Opinion No. 24
The earnings of foreign affiliates (ownership of
50% or less) are normally included in the pretax
MANAGEMENT ACCOUNTING /DECEMBER 1979

accounting income of the U.S. parent through the
equity method of accounting — except in some cases where the ownership is less than 20 %. As with
APB No. 23, there is a general presumption that
all undistributed earnings of affiliates will be distributed to the parent company. Again, as a result
of this presumption, the undistributed earnings of
a foreign affiliate would be treated as a timing difference subject to the provisions of APB No. 11.
Unlike APB No. 23, there is no exception to this
presumption. Therefore, the U.S. parent must
provide for taxes on all of the undistributed earnings of foreign affiliates. Table 3 summarizes the
requirements for accruing taxes on the earnings of
foreign subsidiaries and affiliates.
Given that the U.S. parent company must provide for taxes on both the distributed and undistributed earnings of its foreign subsidiaries and
affiliates, there remains the question of how to determine those taxes. The concepts in the following
discussion apply to both foreign subsidiaries and
affiliates. For convenience, the discussion refers
only to subsidiaries.

it mechanism. In order to illustrate the calculation
of the Level III taxes, the facts below are assumed:

How to Determine Taxes

Pretax earnings
Tax provision .........
® 46 %/40%

Level I— The earnings of the subsidiary may be
subject to income taxation in the foreign country where the subsidiary operates.
Level 11— There may be foreign withholding taxes on the earnings of the foreign subsidiary when those earnings are distributed to the U.S. parent company in
the form of dividends.
Level III—There may be U.S. federal and state
income taxes on the earnings that are
distributed to the U.S. parent.
All three levels of tax must be taken into account in calculating the appropriate tax provision
with respect to the earnings of foreign subsidiaries. Normally, the Level I tax is calculated by the
foreign subsidiary's accounting and tax personnel.
It may even be subject to independent audit if the
subsidiary is sufficiently large. Therefore, the Level I tax usually can be taken directly from the tax
provision on the subsidiary's financial statements.
It may be desirable, though, to test the reasonableness of this tax provision by comparing the effective tax rate against the appropriate foreign statutory rate. Although some computational work is
required to determine the Level I1 tax, it is fairly
straightforward: simply multiply the dividends
and undistributed earnings by the foreign withholding tax rate. The determination of the Level
III tax involves not only computational work but
also an understanding of the U.S. foreign tax credMANAGEMENT ACCOUNTING /DECEMBER 1979
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The separate company earnings of the U.S. parent and its foreign subsidiary would be:

460

400

540

600

$

........
Net income
............

U.S.
Foreign
company subsidiary
$1,000
$1,000

$

Generally, the earnings of foreign subsidiaries
are subject to taxation on three levels.

U.S, federal income tax rate ..
46%
Foreign income tax rate
40%
......
Foreign withholding tax rate. .
7%
Pretax earnings of U.S. parent
company, excluding earnings of foreign subsidiary
$1,000
...
Pretax earnings of 100% owned foreign subsidiary
$1,000 ...
No U.S. or foreign state income taxes
..............
No intercompany transactions
between the U.S. parent and
the foreign subsidiary other
than dividend payments...

Even though there are no intercompany transactions, the consolidated earnings would not be
determined by simply combining the results for
the two companies. The reason is that only the
Level I tax has been taken into account in deterTable 3
ACCRUING TAXES OF FOREIGN SUBSIDIARIES
Subsidiary
APB No. 23

Affiliate
APB No. 24

Portion of earnings
distributed

Accrue taxescurrent liability

Accrue taxes current liability

Portion of earnings not
distributed and not
permanently invested

Accrue taxesdeferred liability

Accrue taxes deferred Ilabillty

Portion of earnings not
distributed and permanently
invested -eg. new plant

Accrual of
taxes not
required

Accrue taxesdeferred
liability

mining the net income of the foreign subsidiary.
If, for example, the subsidiary were to distribute
the entire $600 of net income to its U.S. parent,
the U.S. company would receive only $558 because the $600 dividend would be subject to the
7% foreign withholding tax. This is the Level II
tax. Furthermore, the dividend would be subject
to the U.S. federal income tax. This is the Level
III tax.
In calculating the Level III tax, the U.S. company has t w o options. First, it could include the
$600 dividend in its taxable income and claim a
17

deduction for the $42 foreign withholding tax.
The resulting U.S. income tax, the Level III tax,
would be $257. Alternatively, the U.S. company
could calculate the Level III tax under the second
option and claim a credit for the foreign taxes instead of a deduction. Using this option, the U.S.
company could claim a "direct" credit for the foreign withholding taxes and an "indirect" credit
for the foreign income taxes paid by the foreign
subsidiary. With the second option (claiming a
Table 4
COMPARATIVE U.S. INCOME TAX ON
DIVIDEND FROM FOREIGN SUBSIDIARY
Credit
claimed

Deduction
claimed

60 0
400

—

$

600

$

Dividend
Gross -up
Deduction for foreign
withholding tax

—

(42)

460

$

$1.000

257

—

(42)

—

(400)
18
$

257

$

U S. tax 6 46%
Direct credit (foreign
withholding tax
Indirect credit (foreign
income tax)
Net U.S. tax on
foreign dividend

558

$

$

U.S taxable income

credit option, the discussion will focus on the Level III tax when the credit option is elected. If, in
our example, the subsidiary had distributed only
$200 instead of the entire $600 earnings, the tax
provision would include both current and deferred elements. Table 5 illustrates the calculation
of the U.S. income tax on the subsidiary's earnings in this situation.
When the U.S. parent company includes the
subsidiary's earnings in accounting income, it
must, under the accounting rules discussed earlier, accrue for the taxes on both the distributed
and undistributed portions.
It is now possible to show the full tax provision
that would be required with respect to the foreign
subsidiary's $1,000 pretax earnings. Table 6 summarizes the results. These results should be compared with the results obtained when the tax provision includes only the Level I tax.
At this point it should be relatively obvious that
the process of calculating the tax provision on the
earnings of foreign subsidiaries can be indeed
cumbersome when there are many foreign subsidiaries in many different countries with different tax
rates.
Condensed Calculation

credit instead of a deduction), the U.S. income tax
would only be $18.
When the credit option is claimed, the subsidiary is treated almost as though it were a branch.
In other words, the subsidiary's pretax earnings
out of which the dividend was paid are included in
the U.S. taxable income. The foreign income taxes
paid by the subsidiary, however, are allowed as a
credit against the resulting U.S. tax. The mechaTable 5
TAXES ON CURRENT AND DEFERRED ELEMENTS

1,000

333

$

46 0

153

$

40 0

$

133
$

400

Deferred
(undistributed)

$

$

Current
(dividend)
200

267
667
307

@

46%
U.S. tax
Direct c red it
(7% fo re ig n withho ld ing tax)
Ind ire ct cre dit
(F oreign inc om e tax)

$

$

$

Earnings of subsidiary
Grass -up
Taxab le inco me

Total
600

(1 4 )

(2 8 )

(133)

(2 67)

6

$

18

$

(40 0 )

$

Net U.S. tax on
foreign earnings
(Level III tax)

(4 2 )
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nism used to convert the dividend back to pretax
earnings is called the "gross -up." Essentially it
amounts to adding back the foreign income taxes
in order to get pretax earnings. Table 4 shows a
comparative calculation of the U.S. income tax,
the Level III tax, under the two options.
For most companies the credit option results in
the lower tax. Because most companies elect the
18

Following is a condensed procedure for calculating the taxes on the earnings of foreign subsidiaries and affiliates.
Assume the same facts as before. In addition,
assume the subsidiary pays a dividend of $200
leaving $400 undistributed and uninvested in any
permanent projects. The tax provision on the
earnings of the subsidiary would include the following;
• Foreign income tax on subsidiary's earnings
(Level I)
• Current foreign withholding tax on the dividend (Level II-- current)
• Deferred foreign withholding tax on the undistributed earnings (Level II —deferred)
• Current U.S. tax on the dividend (Level III —
current)
• Deferred U.S. tax on the undistributed earnings (Level III —deferred)
The calculation of these taxes would be done in
the following manner.
Foreign Income Tax (Level 1). As mentioned
Table 6
FULL TAX PROVISION
Pretax earnings foreign subsidiary
Tax provision
Foreign inc. tax C 40% (Level 1)
Foreign withholding tax (Level 11)
U.S. income tax (Level III)
Net income Incl. by U.S parent

$1.000
$4 0 0
42
18

460
540
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C u rre n t U. S . t ax . . . . . . . . . . . . . .
Deferred U.S. tax . . . . . . . . . . . . .

$ 6
$ 12

Total U.S. tax . . . . . . . . . . . . . . . .

$ 18

However, it is possible to use a much simpler procedure and still obtain the same result.
Condensed Procedure. The condensed procedure involves three steps:
1. Determine the income tax "rate differential"
using the following formula:
Rate differential =
U.S. Income tax rate — Foreign income tax rate
100%
— Foreign income tax rate
2. Determine the "adjusted rate differential" using the following formula:
Adjusted rate differential =
Rate differential — Foreign withholding rate
3. If the "adjusted rate differential" is zero or
negative there will be no U.S. income tax. If it
is positive, then determine the U.S. income tax
by multiplying the dividends and undistributed
earnings by the "adjusted rate differential."
Care should be exercised in selecting the foreign
income tax rate to be used in step one. The foreign
statutory rate will give reasonable results in most

MANAGEMENT ACCOUNTING /DECEMBER 1979

Table 7
FOREIGN WITHHOLDING TAXES
Undistributed
(Deferred)

$600
7%

$200
7%

$400
7%

42

14

28

$

Withholding tax

Dividend
(Current)

$

Earnings of subsidiary
Withholding rate

Total
Earnings

$

earlier, the foreign income tax can be taken directly from the subsidiary's financials. In this case the
tax is $400.
Foreign Withholding Tax (Level II). Calculation of the foreign withholding tax is straightforward. All that is required is to multiply the dividends and undistributed earnings by the foreign
withholding tax rate. The current withholding
rate for most countries can be obtained from a tax
service. In this example the withholding tax
would be as shown in Table 7.
U.S. Income Tax (Level III). Calculation of the
U.S. income tax requires the most work. One procedure would be to work through the calculation
shown in Table 5. The resulting U.S. income tax
would be:

cases but there can be situations where it will not
be appropriate. In these situations it would be
more appropriate to develop a rate based on the
relationship between the foreign subsidiary's foreign tax liability and its earnings and profits (a
U.S. tax concept). The best approach might be to
have the rates reviewed by tax personnel.
The calculation of the U.S. income tax using
this procedure is illustrated below. Notice that the
results are the same as those obtained in Table 5.
Condensed Calculation of U.S. Taxes
1. Rate differential
= 46% —40%
100%-40%
Rate differential
= 10%
= 10% — 7%
= 3%
UndisDividend
tributed
current
deferred
$200
$400

2. Adjusted rate differential
Adjusted rate differential
3.

Earnings
Adj u st ed
rate differential
U.S. tax

Total
earnings
$600
3%
$ 18

3%
$ 6

3%
$ 12

As the foreign operations of U.S. -based multinational companies expand, the taxes on those operations will become more significant. Obviously,
there is also potential for increased complexity in
the process of determining such taxes. Application
of the condensed procedure presented in this article should mitigate, in large part, this increased
complexity as well as enhance the overall effectiveness of the process.
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Income Taxes
Do Make a Difference
in C -V -P Analysis
Changes in marginal rates and differences in the ability to offset
product line losses against other profitable operations cause
income taxes to have a differential impact on short -range planning
in small and la rge businesses.

By W ayne J . Morse and Im ogene A. Posey

Wayne J. Morse is
associate professor of
accounting at the
University of
Tennessee and holds a
Ph.D. degree from
Michigan State
University. He is a CPA
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Knoxville Chapter
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article was submitted.
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Cost - volume -profit models are widely used as an
aid to short -range planning and decision making.
The basic model considers a single product, a constant sales mix, or a sales mix with a constant
mark -up, and is used to analyze the effect of volume on costs, revenues, and taxable income. In
recent years a number of researchers have extended the basic model to incorporate such factors as
opportunity costs, uncertainty, curvilinear cost
and revenue functions, and the time value of money. Yet, despite all of the pages devoted to this
topic in textbooks and journals, little attention has
been given to the effects of income taxes on cost volume -profit analysis and cash flow in small and
large businesses.
The omission of income taxes may not be a significant problem when a single product of a large,
multiple- product company is being analyzed. Under these circumstances all incremental contributions derived from the product being analyzed are
subject to a constant marginal tax rate. This is not
the situation faced by a small, single - product business. Shifts in a small business' marginal tax rate
should be given explicit consideration in cost -vol-

ume -profit a na ly s i s . Furthermore, a large profitable business may offset losses on one product
against the taxable income of other products or
prior years. These options may not be available to
a small business, Because of possible changes in
marginal tax rates and differences in the ability to
offset product line losses against other profitable
operations, it is important to recognize the differential impact of income taxes on short -range planning in small and large firms.
We incorporate here income taxes into the basic
cost- volume -profit (C -V -P) model to illustrate
their effect on the cash flow breakeven points of
large and small business. It will be shown that the
existence of income taxes changes the C -V -P model's cost function in a manner that is dependent on
the organization's ability to offset losses against
profitable operations and /or take advantage of the
operating loss carryback and carryforward provisions of the tax code. With changes in the marginal tax rate the cost functions will show additional
shifts. While such shifts in the cost function do
not affect the traditional accounting breakeven
point, they do affect such things as the sales volume necessary to attain a desired return on investment and the probability distribution of net inMANAGEMENT ACCOUNTING/ DECEMBER 1979

The Fundamental C -V -P Model
The basic C -V -P model includes linear revenue
and cost functions. The revenue function may be
represented as:
R =PQ
where,
R = Total revenues
P = Unit selling price
Q = Unit sales volume

Example 1
The ABC Company is a large, profitable business that performs C -V -P analysis for each of its
products. One of ABC's products, the widget,
sells for $10 /unit. Variable production and selling
costs total $6 /unit and fixed production and selling costs total $40,000. The breakeven unit sales
volume is 10,000 units [$40,000/($10 -$6)j. With
budgeted
bud
sales of 15,000 widgets,
the ABC comg
g
pany anticipates taxable income of $20,000.
[($10 -$6) 15,000)

$40,000
—

=

$20,000

These relationships are illustrated in Figure 1.
Ability to Offset Losses

and the cost function may be represented as:
T =F+VQ
where,
T = Total costs
F = Fixed costs
V = Variable costs per unit
Taxable income, Z, is the difference between revenues and costs (excluding taxes):
Z= (P —V)Q —F
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The traditional accounting breakeven unit sales
volume is found by setting Z equal to zero and
solving Equation 3 for Q.

Because there is neither a taxable income or a
tax deductible loss at the accounting breakeven
point, the incorporation of income taxes into the
analysis will not affect its value. However, the existence of income taxes may affect the amount of
net income or net loss at all other production and
sales volumes.
If C -V -P analysis is being performed for a single
product (or a group of products with a constant
sales mix) of a firm that can take advantage of the
loss offset or carryback provisions of the tax code,
income taxes will reduce both potential net income and potential net losses by changing the
slope and the vertical axis intercept of the cost
line. When the cost function, Equation 2, is modified to incorporate income taxes it becomes (assuming P
V):

;+

p

come that results from uncertain sales estimates.
The sales volume necessary to provide a break even cash flow will be considered after income tax
effects have been examined.

Breakeven sales volume =

F
(P — V)

T = (1 — tax rate) F + [V + (tax rate)
(P - V)JQ

The breakeven point is where the total number of
units sold multiplied by the unit contribution margin is equal to the fixed costs; or stated another
way, total revenues equal total expenses.

and Equation 3, for net income (not taxable income as taxes have been incorporated) becomes:
Z = (1 — tax rate) (P — V)Q — (1 — tax rate) F

Figure 1
BASIC C -V-P RELATIONSHIPS
FOR WIDGETS — NO TAXES
Revenues,
slope= $101uni

$2 50

20 0
Costs,
s"-se /unit

u
15 0
a
10 0

50

0 0

5

10

15

20

25

Unit production and sales volume
(000)

MANAGEMENTACCOUNTING/DECEMBER

The slope of the cost function has increased by
the amount ofthe tax rate times the unit contribution margin. Additionally, because of the tax reduction potential of fixed costs, their net impact
on net income or net loss is reduced to the complement of the tax rate (1 — tax rate).
Example 2
Assume the ABC Company is subject to marginal income taxes of 20% and that ABC has sufficient income from other operations to more than
offset any losses incurred on widgets. Under these
conditions, the breakeven unit sales volume for
widgets will not change. However, the planned
net income at the budgeted sales volume of15,000
units is reduced to $16,000:
(1 — 0.2) ($10 — $6)15,000 —
(1 — 0.2) $40,000 = $16,000.

19 7 9
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The effect of income taxes on widget operations is
illustrated in Figure 2A.
Inability to Offset Losses
If C -V -P analysis is being performed for a
small, single - product business that cannot take
advantage of the operating loss carryback' provi-

Figure 2
C -V-P RELATIONSHIPS FOR WIDGETS

Income taxes
do have a
significant
impact on
business
planning
models such as
C -V -P analysis.

— WITH INCOME TAXES
A:

Ability to offset losses, ABC Com pany
s2 5 0

Revenues,

g
°
a
a

slope =$10/unit
20 0
15 0

costs,
slope = s8.alunH

4
s

Z = (1 — tax rate,) (P — V)Q, + 0 — tax rate,)
(P — V) (Q, — Q,)— (1 — tax rate,) F

0
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as compared with Figure t
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Inability to offset losses, DEF Com pany
=2 50

Revenues,
slope = $101unit

°
o

200

0

a
8)

4

150

a
10 0

`
S

1st c o st se gment
slo pe =
s61uni

2nd c o st se gment
slope = s6.8 1unit

where,
Q, = the volume in units where taxable income
will be subject to the lowest tax rate, 1;
Q, = the volume in units where a portion of taxable income will be subject to a higher tax
rate, 2.
Example 4
Assume that the DEF Company still cannot assume that losses will be tax deductible, and that
the first $50,000 of taxable income will be taxed at
20% and that income in excess of $50,000 will be
taxed at 50 %. DEF's cost function will now have
two kinks as illustrated in Figure 3.
Cash Breakeven Point

50

00

If a firm has a minimum of available cash or is
concerned about the high interest rates of acquir5

10

15

20

25

Unit production and sales volume
(000)

sions of the tax code, there is a kink in the cost
function at the breakeven point. The shareholders
must absorb all losses and share taxable income
with the government. This is the typical situation
faced by new business with uncertain prospects.
In this case, the no tax cost function (Equation 2)
represents costs up to the breakeven sales volume
and the with tax cost function (Equation 5) represents costs beyond the breakeven sales volume.
Example 3
Assume the DEF Company was recently
formed to produce and sell widgets. Also assume
DEF's widget production costs are the same as
ABC's. Because of DEF's lack of previous income
and other profitable operations, and the uncertainty about DEF's ability to use operating loss carry22

For a small business or a Subchapter S corporation with an inability to offset losses the cost function will show additional kinks each time the marginal tax rate changes. As the taxable income
passes certain amounts, the marginal tax rate increases; therefore, the slope of the cost function
becomes steeper with each of these changes in
rate. When there are two marginal tax rates, such
as 20% on the first $50,000 and 50% on all additional income, the equation for net income becomes:

50

0

8:

Changes in the Marginal Tax Rate

Q

100
e

forwards, there is a kink in its cost function at the
breakeven point. While management can plan on
profits being subject to income taxes, it cannot assume that losses will be tax deductible in any year.
This kink in DEF's cost function is illustrated in
Figure 2B.

Figure 3
C -V-P RELATIONSHIPS FOR DEF COMPANY
WITH CHANGES IN MARGINAL TAX RATE
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This is 2,000 units lower than the regular break even unit sales volume in Examples 1 through 4.
Now consider the cash flow breakeven point of
a large, multiple - product company that can utilize
a loss to reduce cash payments for taxes on other
operations and /or file for a cash refund of previous tax payments.
Example 6
Assume the ABC Company has $8,000 of non cash expenses and other profitable operations taxable at 50% to offset losses against. The cash
breakeven unit sales volume will be:
$32,000 — 0.5($40,000)
(1 — 0.5)($10 — $6)

= 6,000 units.

The computation of the cash breakeven unit sales
volume for Example 6 may be verified as may be
seen in Table 1.
Examples 5 and 6 illustrate two points. First,
when noncash expenses exist, the cash breakeven
point is less than the income breakeven point. Second, a company which can take advantage of the
offset or carryback provisions of the tax code will
have a lower cash breakeven point on a given
product or operation than one that cannot.
Uncertainty in Sales Estimates
In recent years the effect of uncertainty in sales
estimates on C -V -P analysis has received considerable attention. When sales are normally distributed and cost estimates are certain, most authors
assume it is possible to make probability statements about profits and determine the standard
deviation, ( Q ) , of expected profits.
Example 7
Assume that in Example 1 the budgeted sales of
15,000 units is the expected value of a normal
probability distribution with a standard deviation
of 4,000 units. Under these circumstances, the expected taxable income is $20,000 and the standard
deviation of expected taxable income is $16,000,
[($10 — $6) 4,000]. Using the tables for a normal
MANAGEMENT ACCOUNTING /DECEMBER 1979

$20,000 ± 1.96 ($16,000)
The probability distribution of taxable income for
Example 4 is presented in Figure 4.
Table 1
VERIFYING THE BREAK -EVEN SALES VOLUME
Sales of widgets (6,000 ©$10)
Expenses:
Variable (6,000 9$6)
Fixed

$60,000
$36,000
40,0. 00_

Tax deductible loss
Add tax refund or offset @50%
Net income (loss)
Add expenses not requiring the use of cash
Net cash flow

76,000
$(16,000)
8,000
(8,000)
8,000
$

($40,000 — $8,000) / ($10 — $6) = 8,000 units

distribution, there is a 95% probability that taxable income will be in the range:

$

ing additional working capital, the firm may be
interested in the volume of sales that will cover all
cash expenses of the current period. This is the
cash breakeven point. The cash breakeven volume
will be higher for a small, single - product firm that
cannot offset losses against other profitable operations than for a large, multiple - product firm with
the ability to offset. First consider the situation
faced by a small single - product business.
Example 5
Assume that $8,000 of the $40,000 fixed expenses of the DEF Company is depreciation. In
the absence of taxes the cash flow breakeven unit
sales volume for widgets will be:

-0-

Figure 4
PROBABILITY DISTRIBUTION OF TAXABLE
INCOME

1.960
5(11, 360)

1.250
s0

$20, 000

1.960
$51. 360

Income Taxes and Ability to Offset Losses
Because income taxes reduce the magnitude of
both net income and net losses in an organization
that can offset losses against other taxable income
or take advantage of carrybacks, they reduce both
expected net income and the distribution of net
income without affecting the shape of the distribution. Hence, it is still possible to determine the
standard deviation of expected net income directly
from the standard deviation of sales.
Example 8
Assume the same facts as in Example 4, and a
20% income tax. The expected net income is now
$16,000, and the standard deviation of the expected net income is reduced to $12,800, [(1 — 0.2)
($10 — $6) (4,000)]. Using the tables for a normal
distribution, we find there is a 95% probability
that net income will be in the range:
$16,000 f 1.96 ($12,000)
The probability distribution of net income for Example 5 is presented in Figure 5A.
Income Tax and Inability to Offset Losses
If a firm cannot offset losses against profitable
23

A company that
can take
advantage of
the offset
provision will
have a
narrower
probability
distribution of
income for a
given product.

operations or take advantage of the operating loss
carryback and carryforward provisions of the tax
code, the resultant kink(s) in the cost curve will
cause the distribution of profits to be distorted at
the breakeven point. As a result, even if sales are
normally distributed, net income may not be. This
causes a divergence between the most likely and
the expected value of net income and makes the
computation of confidence intervals for expected
net income more complex.
Example 9
Assume that the DEF Company has previously
described distribution for widget sales. However,
DEF cannot offset losses on widget operations
against other taxable income or take advantage of
operating loss carrybacks and carryforwards. This
causes the distribution of income to be skewed to
the left as illustrated in Figure 5B. As a result, the
expected profit' is less than most likely income of
$16,000 and the distribution of income is larger
than it was in Example 4. For DEF the breakeven
unit sales volume is 1.25, [(15,000 — 10,000)
4,000], standard deviations from the expected
sales volume. Because the 95% probability interval for sales encloses an area of f 1.96 standard
deviations from the expected sales volume, it extends into the loss area. Consequently, the 95%
probability interval' for net income and loss is:
95%

probability
interval

$16,000 + 1.96 ($12,800)

— $41,088

$20,000 — 1.96 ($16,000)
= ($11,360)

Examples 8 and 9 illustrate that a company that
can take advantage of the offset or carryback provisions of the tax code will have a narrower probability distribution of income for a given product or
operation than one that cannot. Furthermore, the
expected profit of identical projects may vary depending on the ability of a firm to use the offset
and carryback provisions of the Code.
Incorporating Taxes into C-V-P Models
Income taxes have a significant impact on business planning models such as C -V -P analysis.
While they do not change the traditional accounting breakeven point, they do affect net income or
net loss and any related probability distributions.
The ease or difficulty of incorporating taxes into
C -V -P models depends on the particular tax cir-
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Figure 5
EFFECT OF TAXES ON DISTRIBUTION OF
NET INCOME
A:

$(9,088)

B:

Ability to o ffset losses ABC C om pany

so

$16,000

$41,068

Inability to offset losses: DEF Com pany

S(11,360) $0

$16,000

$41,088

cumstances of a firm. If the firm can offset losses
on a product line against other profitable operations or take advantage of operating loss carrybacks, taxes are easily incorporated into C -V -P
models. In this case they reduce the vertical axis
intercept and increase the slope of the cost line. If
the firm cannot offset losses against other profitable operations or take advantage of operating
loss carrybacks, the analysis is more complex. In
this case there is a kink in the cost line at the
breakeven point and at points of change in the
marginal tax rate. Taxes must be considered above
the breakeven sales volume and omitted below the
breakeven sales volume. Once the initial investment is made, the cash breakeven sales volume is
much lower for the firm that can offset losses
against other profitable operations than it is for a
firm that cannot do so. Taxes have a differential
impact on short-range planning in small and large
businesses.
❑
' Because cost - volumc -profit analysis is typically presented For a single year the
possibility of a tax loss carryforward is not considered in this paper. A carryforward
brings up the additional considerations of the time value of money and the uncertainty of the timing of taxable income For offsets.
The expected income is an average number and, as such. is influenced by extreme
values.
' This probability interval cannot be expressed the traditional way because the lower
limit extends into the loss area. Because the loss cannot be offset there are no tax
effects in the loss area. Hence, the no tax expected profit and standard deviation
($2(1,000 and $16.000 respectively) are used in determining the lower limit while the
with tax expected profit and standard deviation (S 16,000 and Sl2.800 respectively)
are used in the profit area.
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State Taxation
on the Corporate Partner
The states levying net income taxes have developed numerous
formulas to divide the partnership income of a corporation operating
within their borders.

By Gerald M. Gabriel
The complexity of complying with state income
tax laws increases substantially for a corporation
operating in a multistate environment at the time
it makes an investment in a partnership. The partnership entity in which it has invested is generally
not subject to state income taxes; therefore, the
corporate partner is required to include its distributable share ofpartnership income, calculated under one of several various methods, with other
corporate income in filing the corporation's state
income tax returns. Depending on the state law in
which the corporation is filing the return, the distributable share of partnership income would be
divided using one of the three generally accepted
methods often known and described as (1) separate accounting, (2) allocation and (3) formula apportionment.
The complex nature of these filing methods can
be better understood if we review the legislative
and case history for the separate issues and alternatives for the treatment of partnership income,
state taxation of multistate corporations, and allocation or apportionment.
Although a corporation or an individual usually is subject to state taxation on its net income, a
partnership generally is used as a conduit and is
not taxed in the same manner. Most states, howMANAGEMENTACCOUNTING/DECEMBER

1979

ever, have enacted legislation allowing the partner
to include the distributable share of partnership
income with all other taxable income.
Owners of partnership interests have never
challenged this method oftaxation effectively, nor
have they contested the concept in court.
Several states have questioned the distribution
of partnership income on taxpayers who attempted to use a partnership entity as a tool to reduce
the aggregate amount of tax liability to the partner by dividing the taxable income between several partners, generally family members. The court
in State Y. Hitchcock ruled that there must be a
partnership entity in "reality" and not just a device to divide the tax burden. One indicator used
in the Hitchcock case to determine the lack of reality or validity of the partnership entity was
whether the contribution of capital on behalf of
the minor partners was made in the form of a gift
"solely on the condition that the business would
continue." Another indicator, used by the New
York courts in Eaton v. State Board of Tax Commissioners, was whether or not a partner received
a distribution of the partnership assets upon termination of the entity. If in fact these attributes
are not present in the organization of a partnership, spreading the distributable shares of taxable
income to a number of taxpayers probably would
not be allowed.
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Tax Information Sources

State Taxation of Multistate Corporations
After it has been determined that a partnership
is a valid entity, each partner must include its distributable share ofpartnership income in calculating its state income tax liability. If the corporation
has business activities and is liable for taxes in
more than one state, the corporation's distributable share of partnership income must be included
in allocating or apportioning the amount of taxable income in each of the states. In Westby v.
Bekkedal, the partnership operated both within
and outside the state. The taxpayer in this case
was required to allocate his share of partnership
income to the State of Wisconsin in the proportion that the partnership earned the income in
Wisconsin. In essence, the court treated the partnership income as business income attributable to
the source in which it was earned.
A similar inclusion of a partner's share of the
partnership taxable income may require taxation
in the corporation's state of residency even though
the partnership does not operate within that state
and the corporate partner is taxable in other states
on its distributable share. These were the findings
in the Bechert v. Commissioner of Taxation and
Goldberg v. Gray. In these cases, as contrasted
with Westby, the partnership income was treated
as nonbusiness investment income, attributable to
the domicile of the partner.
In the case of a multistate corporate partner the
methods of dividing the income from both its own
operations and its distributable share of partner26

v.
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Westby v. Bekkedal, 172 Wis 114, 178 NW
451 (1920).
Commissioner of Taxation, 221
Bechert
Minn 65,21 NW2d 101.
v.

Taxation of
partnership
income of a
corpora Lion
has been
influenced both
by legislative
and judicial
actions.

TAX SERVICES
Commerce Clearing House:
Michigan Tax Reports
Kansas Tax Reports
California Tax Reports
Florida Tax Reports
Illinois Tax Reports
New York Tax Reports
Massachusetts Tax Reports
Iowa Tax Reports

Goldbert Gray, 70 ND 663, 297 NW 124
(1941).
Northwestern States Portland Cement Co.
v. Minnesota, 358 U.S. 450, 79 S.Ct. 357
(1959).
West Publishing Co. McColgan, 328 U.S.
823, 66 S.Ct. 1978.
Brown- Forman Distillers Corp. v. Collector
of Revenue, 101 So.2d 70, appeal dismissed and cert. denied, 359 U.S. 28.
Hans Rees' Sons, Inc. v. North Carolina ex
rel. Maxwell, 283 U.S. 123, 51 S.Ct. 385
(1931).
Norfolk and Western Railway Co, v. North
Carolina ex rel. Maxwell, 297 U.S. 682,
56 S.Ct. 625.
Butler Brothers McColgan, 315 U.S. 501,
62 S.Ct_ 701.
International Harvester Co. v. Evatt, 329
U.S. 416, 67 S.G. 444.
General Motors Corp. v. District of Columbia, 380 U.S. 553, 85 S.Ct. 2256 (1965).
v.

STATUTES
Public Law 86 -272, 15 USCS Sec. 381 -384

ship income may become quite complex because
each of the states in which it operates may use a
different method of allocation or apportionment
to calculate the tax liability as long as the tax is
nondiscriminatory. This doctrine was stated in
Northwestern States Portland Cement Co. v. Minnesota; Williams v. Stockham Valves and Fittings,
Inc. (Northwestern). The court said "net income
from the interstate operations ofa foreign corporation may be subjected to state taxation provided
the levy is not discriminatory and is properly apportioned to local activities within the taxing state
forming sufficient nexus to support the same." In
West Publishing Co. v. McColgan, the court made
a further distinction between taxation on the activity of interstate commerce and taxation on other net income of a company which engages in interstate commerce.
The court in Northwestern also stated that in
dealing with the commerce clause within the Constitution, "the taxpayers must show that the formula places a burden upon interstate commerce in
a constitutional sense."
Division of Income
Under the guidelines set forth in Northwestern
by the highest court in the nation, the state governments have the power to enact tax laws that
use numerous allocation and apportionment formulas. If the corporation feels that the formula is
discriminatory, it has the burden to prove that the
formula is neither fair nor equitable.
Although taxation on net income of interstate
MANAGEMENT ACCOUNTING /DECEMBER 1979

business activities by a state was given the green
light by the Supreme Court, the "nexus" or how
much or how little business activity must occur
within a state to subject a corporation to taxation
was not defined. Without this definition many corporate tax administrators felt uneasy. This was especially true because within one week after the
Northwestern decision, the Supreme Court denied
certiorari to a Kentucky distillery whose net income was taxed even though its only connection
with Louisiana was the presence of sales representatives within the state (Brown Forman Distillers Corp. v. Collector of Revenue.
As a result of this uneasiness, the business community requested the United States Congress to
enact the Interstate Taxation Act, 15 U.S.C.
§ §381 -384 (P.L. 86 -272). This law provides that a
state cannot tax the net income of a foreign corporation that earned the income through interstate
sales within the state, if the only business activity
was the solicitation of orders for sales of tangible
personal property which are subject to approval
from outside the state and which must be shipped
or delivered from a point outside the state.
This public law now gives a state a minimum
standard to use in determining the formula to segregate net income of a corporation that operates
within its border. Within this minimum standard
and their interpretations of the Supreme Court decision in Northwestern, the states levying net income taxes have developed numerous formulas to
divide income which can be classified in either one
or a combination of the three generally accepted
methods: separate accounting, allocation, and formula apportionment.
Separate Accounting
When several divisions of a multistate corporation or a partnership operate independent of the
divisions located in other states, the corporation
may be subject to separate accounting procedures.
These procedures, which generally must be approved by the state prior to filing a tax return,
require that the company maintain separate and
distinct accounting records for each of its divisions. With the accounting records maintained in
this format, the separate income statements for
those divisions operating within a state can be aggregated to determine the amount of taxable income for each state.
In those states which require prior authorization to use the specific method of accounting, the
taxpayer must prove that the allocation and apportionment formulas do not fairly represent the
extent of the business activities within that particular state. These provisions are generally provided
because the allocation of expenses between divisions often is made arbitrarily by the management
of a company, and the amount of profit or loss in
one division can be altered through the adjustMANAGEMENT ACCOUNTING/ DECEMBER 1979

ment of an intercompany transfer price which will
have no effect on the company as a whole. As you
can imagine, if prior approval were not received,
the state tax regulators and the corporate tax
managers continually would be disagreeing on
what prices to place on the intercompany transfer
of goods and services.
After a partnership has received permission to
calculate its state taxable income on a separate
accounting basis, the corporate partner would allocate its distributable share of partnership income derived from divisions operating within the
state to taxable income for that state. In addition,
if the corporate partner received permission to
calculate its state taxable income on a separate
accounting basis the corporation would include
the income from those divisions operating within
the state.
The amounts of taxable income attributable to
states in which a division of either the corporation
or the partnership operates are illustrated in Table
1. Both the corporation and partnership have prepared an income statement by division to be used
in calculating the tax liability for each of the three
states. The corporation in filing its state tax returns would include its distributable share of partnership income or loss with the taxable income of
the division operating within the taxing state. The
amounts shown in the total column of Table 1
would be used in calculating the tax liability for
each of the states.
Allocation
Many states require that specific allocation of
various types of income be made. Typically, the
receipt of nonbusiness income such as interest,
dividends, rents, capital gains and royalties is allocated and taxed to one state. Generally, income
on interest and dividends is allocated to the state
in which the corporation is a resident and oper-
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Table 1
DISTRIBUTION OF INCOME BY STATE
C or por ate income
Divisio n A

Division B

ILLINOIS

IDAHO

OREGON

Total

550

$-

$100
-

$100
150

(50)

(50)
75

Partnership income � ,� ,* '

Division A
Division B

_

11

Total income by state

N °�

$150

75
$75

$50

$275
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ates its principal place of business. Rental income
is usually allocated to the site of the property.
When the taxpayer has capital gains resulting
from the sale of property with a fixed and determinable location, the gain is generally taxed in the
state where the property is situated. Capital gains
on the sale of intangibles, however, generally are
taxed to the domicile of the owner.
Because of the specific allocation of income
from these types of nonbusiness activities the taxes collected by a state theoretically can be traced
to those activities. The connection can easily be
seen when rent collected on real property located
in the State of Michigan is attached to Michigan

Table 2
ALLOCATING INCOME TO EACH STATE
Partnership income

ILLINOIS

KANSAS

Corporate income
Real property
Personal property

;250
150
75

;400
100
50

;300
75
100

3 950
325
225

;475

;550

;475

;1,500

Total

Apportionment
The apportionment of income allows certain
fractions of taxable income to be assigned to the
various states through the use of a formula. As
ruled in the Northwestern case discussed earlier,
the apportionment formula must be fair and equitable to the taxpayer. The burden of proof is on
the taxpayer to prove the contrary. Evidence provided to the court must show that a state has applied formula to the profits of the corporation
that could not be attributed to the business activities within the legal jurisdiction of that state. Evidence of this type was used by the court in a
North Carolina case to upset the use of an apportionment which the state had applied to the corporation in Hans Rees' Sons, Incorporated v.
North Carolina ex ref. Maxwell. The Hans Rees
case is one of few in which the Supreme Court
held for the taxpayer by determining the apportionment formula not to be fair and equitable.
In subsequent cases, however, the United States
Supreme Court has ruled many times that the taxpayers have not proved oppression by the states in
application of the apportionment formula, such as
in the Norfolk and Western Railway Co. v. North
Carolina ex rel. Maxwell; Butler Brothers v.
McColgan; and International Harvester Co. v.
Evatt.
As the above decisions indicate, the United
States Supreme Court, although not ruling in favor of the taxpayer, has generally provided a
watchdog approach in reviewing cases involving
apportionment. The Court has generally ruled on
the appropriateness of an apportionment formula
instead of mandating a standard formula to be
used by all states. In General Motors Corporation
v. District of Columbia the court commented
"while the court has refrained from attempting to
define any single appropriate method of apportionment, it has sought to ensure that the methods
a

State taxable income

FLORIDA- L

and the tax liability on this income is attributed to
the state.
In preparing the state income tax returns for a
multistate corporate partner, the preparer would
include the total amount of the distributable share
of specifically allocated categories of partnership
income to the corporation's taxable income in the
state in which it is filing a tax return.
As an example, Table 2 presents a corporation
with various operating divisions and with taxable
income in three states. The corporation also has
an investment in a partnership which owns and
leases real estate and tangible personal property in
the same three states. The taxable income for each
of the states will be the aggregate amount of corporate income listed in Column A plus the
amount of partnership rental income included in
Columns A and B which is attributable to the
properties located within that state.

Table 3
INCOME APPORTIONED BY STATE
Dollars

ILLINOIS

IDAHO

OREGON

Sales
Payroll
Property

;1,500
100
200

;800
150
250

$900
75
100

Total
$3,200
325
550

Percentages

Sales
Payroll
Property

25%
46.1
45.5

114.1% 116.6%
38.0% 38.9%

%

%

Total
Average

46.9%
30.8
36.4

28.1%
23.1
16.1

100%
100
100

69.3%
23.1%

300%

500
;500
;500
38.0% 38.9%
23.1%
;195
190
;115

Calculation of New York apportionment

Sales
Sales
Payroll
Property

28

46.9%
46.9
30.8
36.4
161.0% + 4 = 40.25%

;

;

%

;

Income apportioned by state

Income
apportioned
Income

100.0%
500
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used display a modicum of reasonable relation to
corporate activities within the State."
Congress in not enacting legislation, like the
U.S. Supreme Court, also has refused to require
the use of the same formula by all states. Many of
the states, however, have adopted a standard
three - factor formula which was sanctioned in
General Motors Corporation v. District of Columbia when the Court stated, "The standard three factor formula can be justified as a rough, practical approximation of the distribution of either a
corporation's sources of income or the social costs
which it generates."
The standard three - factor formula is based on
the assumption that one -third of the net income of
a corporation is derived from each of the factors
consisting of sales, payroll and property. The percentage of activity or resource employed in each
state in relation to the amounts employed outside
the state for each of the three factors is weighted
equally to the percentage of the other two factors.
This weighted average is the single factor which is
then applied against net income of the corporation
in computing the net taxable income for a particular state.
In filing the income tax return in a state which
uses formula apportionment, the multistate corporation would be required to aggregate its distributable share of partnership income apportioned to
that state to the corporation's income which has
been apportioned to that state.
An example for the partnership showing the
breakdown of the three apportionment factors,
(sales, payroll and property) percentage calculation of each apportionment factor and the income
apportioned to each of the three states, is shown
in Table 3. Note that if the apportionment factor
were the same for all states, the corporation would
be taxed on only 100% of its net income. This is
not always the case since some states use different
formulas to calculate the percentage of income to
be apportioned to the state. Instead of using the
standard three - factor formula New York, Wisconsin and Florida use a four - factor formula that
counts sales twice along with the payroll and
property factors. As shown, if the Illinois location
were changed to New York, the percent apportioned would increase 2.25 to 40.25 % . Also, the
aggregate of the income taxed would result in taxation to the corporation in an amount greater
than 100% of its net distributable share of partnership income.
Unitary Concept
Generally, a corporation's distributable share of
partnership income is the only taxable income included in the state income tax return filed in a
state in which the investor corporation has no operating divisions. There are, however, several
states, particularly California, that take an aggresMANAGEMENT ACCOUNTING /DECEMBER 1979

sive approach and require that a corporation file a
tax return and pay income taxes on a unitary concept of dividing income.
Under the unitary concept, the total net income
of all corporations and partnership interests within a multicorporate structure is combined and apportioned through the application of unified apportionment factors. The unified apportionment
factor is calculated in a similar manner as the single company apportionment; however, the numerators and denominators of the three unitary factors include the combined amounts from all the
affiliated companies.
As Table 4 shows, the income from operating
divisions, which generally are not included in the
calculation of the amount of income apportioned
to a state, is subject to taxation when applying the
Continued on page 35

Table 4
CALCULATION OF CALIFORNIA TAXABLE INCOME
O the r

Calif ornia

To tal

Sale s

Co rpo ratio n A
Co rpo ratio n B
P artner ship C

$1,500
1,100

$
1,200

$1,500
1,100
1,200

$1,200

$3,800

$ -

$1,400

500
$ 500

$ 900
500
500
$1,900

$

$

$

350
250
300

$

900

$2,600

To tal sales
P ro p e rty

Corporation A
Corporation B
Partnership C
Total property

$ 900
500

P a yr ol l

Co rpo ratio n A
Co rporatio n B
P artner ship C
To tal payro ll

$

350
250

300

600

$ 300

C a l c u l a ti o n o f th e C a l i fo r n i a u n i ta r y a p p o rti o n m e n t fa c to r

Sales
Payroll
Property
Total of three factors
Average

Calif .

To tal

$1,200
300
500

$3,800
900
1,900

% C alif .

31.6%
33.3
26.3
91.2
30.4%

C a l c u l a ti o n o f n e t i n c o m e a p p o r ti o n e d to C a l i fo rn i a o n th e u n i ta r y b a s i s
Ne t i nc o m e

Corporation A
Corporation B
Partnership C
Total net income
Unitary % apportioned
Unitary income

$ 400
300
200
900
30.4%
$ 274

411
4
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Keeping a Second Set of
Books — Legally
The use of a dual purpose data base for preparing both financial
and tax statements allows the maintenance of an up -to -date set of
records with a minimum of wasted time and effort.
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Let's say that most public accountants' practice is
in accordance with generally accepted accounting
principles. So, when a client's tax return is prepared, the accountant produces a separate set of
reconciling schedules to adjust the financial net
income to taxable income. As the number of differences between the financial statements and the
tax return increases, the number of schedules he
needs to reconcile the situation also increases. In
some cases, the complexity of the detail schedules
results in tax reconciliation work papers larger
than the audit work papers. For example, the
Schedule M I— reconciliation of income per books
with income per return -- becomes unbearable and
it is the major task in preparing the 1120 tax return.
As accountants, we sometimes joke about maintaining a second set of books. We may even go so
far as envisioning two complete general ledgers
with two accounting staffs for these two sets of
books. In this article, we're going to put the joke
in black and white: we'll show how to keep a second set of books. We do this by maintaining, separately, only those accounts that are different from
the financial accounts in description or amount.
All of the remaining accounts take on a dual nature and are used in both sets of books; therefore,
they need not be duplicated, nor are they posted

twice when an entry affects both the financial
statements and the tax return.
The Dual Purpose Data Base
In our system, we will code each account by its
function, and we will use a worksheet (Table 1) to
illustrate this system. All the accounts, whether
they are used for financial statements or for tax
returns, are kept physically in the same general
ledger. This system can be used for manual and
mechanical systems as well as those that are computer- based. The Code 1 accounts are those accounts that are dual in nature; they appear in both
sets of books and are identical in account number,
account title, and amount. They can be either balance sheet or income statement accounts. These
dual accounts act as if they were debited or credited twice: once for the financial entry and once for
the tax entry.
The Financial Accounts
The Code 2 accounts are used for financial
statement purposes only. In other words, we create these accounts only when there is a difference
between financial and tax methods or classification. They are used for balance sheet as well as
income statement accounts. When we sort out
only the Code 1 and 2 accounts from the data
base, the trial balance for financial statements
emerges. For a general ledger maintained manualMANAGEMENT ACCOUNTING/ DECEMBER 1979
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W ORKSHEET TO SEPARATE THE DUAL DATA BASE
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• When the dual data base is balanced, the total amount of each Code 1 account must be doubled as these accounts are used
twice, once in the financial data base and once in the tax data base.

ly, a color co d in g has pro ven mo re p ractical as an
aid in simp lify in g clerical op eratio n s (Tab le 2).
This should p reven t p arts of fin an cial entries fro m
input into th e tax system and vice versa.

The Tax Accounts
We use the Code 3 and 4 accounts to identify
the tax -only accounts that are not dual in nature.
The Code 3 accounts include all nondual tax accounts for assets, liabilities, revenues, and expense, but only those revenue and expense accounts used to compute taxable income. We use
Code 4 to identify the Schedule M1 accounts, "the
recon cilia tio n o f in co m e p er b o o ks with in com e
per return" o f Fo rm 1120. Th ese Co d e 4 acco u n ts
would be revenu e and ex pen se acco u nts, in an accounting sen se, b u t are ex clud ed from tax able in com e. The P &L su mm ary (tax ) Co de 4 represen ts

line 1 of Schedule M 1, the net income per books.
To understand this dual system properly, the
user must remember we are making no attempt to
MANAGEMENT ACCOUNTING/ DECEMBER 1979

reconcile the financial P &L summary and the tax
P &L summary. These two accounting systems are
cut free of each other and are left to go their separate ways. The Schedule M1 becomes a reconciliation of the P &L summary tax with the taxable
income per tax books. The P &L summary tax is
"the net income per tax books" and includes in
total all items reportable on the tax return whether taxable or nontaxable. The terminology used on
the tax return says, to reconcile to "net income
per books." This does not mean net income as
shown on the financial statements prepared in accordance with GAAP. If the client were to maintain only a tax set of books, then this situation
would be impossible to reconcile.
In some advanced systems (we will not illustrate these in this article) additional P &L summaries are created and a Code 5 would be used.
(Code 5 would represent those revenue and expense accounts that isolate capital gains and losses. This would be necessary because different rates
31

can apply.) We maintain separate P &L summary
accounts for Code 3, 4, and 5 accounts so we can
calculate the monthly accruals for income tax expense with ease. In addition, we create separate
retained earnings accounts to show the amounts
generated from earnings and profits and the
amounts from other sources.

for the tax statements is necessary in this case, as
the life insurance expense is not deductible and
appears as an M1 adjustment. This means a Code
4 account must be used.
With Table 3 we present the accountant with an
unnerving experience. All entries recorded in a
classic accounting system are expected to balance.
But the entries made for the tax system do not
A Systems Overview
balance in every case under the dual system. A
Even though Table I seems to show a great deal review of Table 3 will explain this situation. Our
of duplication, in reality, the number of accounts first entry is a simple entry to record the purchase
set up is, in most cases, no more than 5 to 10% of of life insurance and is recorded in Code 1 acthe total accounts in use. In every system we have counts only. The second entry to the financial
used or set up, all entries into the Code 2, 3, and 4 statements eliminates the clearing account and
accounts have been handled through the general bridges the Code 1 and 2 accounts. Because we
journal. Figure 1 illustrates the general design of use all Code 1 accounts in both the tax and finanthis kind of system.
cial trial balances as shown in Table 1, we have, in
All input from the cash receipts, cash disburse- effect, entered the amount twice. Therefore, when
ments, voucher register, and sales journal, is input we make the entry to record the tax effect we need
into dual accounts only, Code 1. If the voucher make no reference to Code 1 accounts. This would
register system inputs an entry for the recording be similar to attempting to record information in
of life insurance on key executives, we would both the control account for accounts receivable
charge its payment into a clearing account. This and the detail for accounts receivable in the generprocess is illustrated in Table 3. A separate entry al ledger. The result in the dual system is to produce an unbalanced entry. This is why we post no
dual accounts (Code 1) in the tax statement enTable 2
tries. When we make an entry to the financial
CODING SYSTEM FOR THE DUAL DATA BASE
statements that bridges Code I and Code 2, the
No.
Color
tax entry that follows will be unbalanced.
Description
code
co de
When we make the entry for financial statePlain paper
Dual purpose accounts.
1.
ments, we also make the tax entry. This means
Financial statement balance
2.
Green
that little additional marginal time is necessary to
sheet and P &L accounts only.
maintain the tax books. Setup time to make both
Tax statement balance sheet and P &L acRed
3.
entries is held to a minimum.
counts exclusive of M1 adjustments.
Red & blue
Tax statement M1 adjustment accounts.
The judicial use of clearing accounts will pre4.
vent all books of original entry, other than the
general journal, from expanding beyond the dual
purpose accounts. The personnel who code the inFigure 1
put to books of original entry can be given a subSYSTEM OVERVIEW
set of the chart of accounts that include only dual
F . _ _- - - __ __T
accounts, Code 1. All clearing accounts are Code
Code t &2
code
I
l
input
3 & 4 Input
1, or dual accounts. In this way, the books of origTable 4
To u c h e r
II
inal
entry could not influence the nondual acregister
I
General
General
counts,
and these personnel would not have to
journal
journal
I
I
financial
taxes
know that the other accounts exist. The clearing
�
Check
accounts would be the staging area and the generregister
al journal would be the bridging device to bring
Col . 1
I
I
T abl e 1
information into the nondual accounts. Any
I
I
Dual data
amounts
shown in these clearing accounts will
Sales
I
General
base
also
act
as
a reminder to the chief accountant that
journal
I
ledger
trial balance
all
accounts
a
bridging
entry
is necessary.
I
� . _
I
I
Sort out
Sort out
An Illustration
Cash
I

receipts

I
I

accounts

Co de

&2

accounts

Code 1,3 &4

I
Code 1
input
I
L _ _ _

_

____J

Books of original entry
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Financial
trial
balance

Tax
trial
balance

Col .2

C ol. 3
Table 1

Table 1

Let's consider the following typical situation of
a trade -in of a like kind of capital asset after two
years of use, with a loss recognized for financial
statement purposes. The details for this transaction are given in Table 4. The invoice price of the
new asset is $20,000, with a trade -in allowance of
$1,500 for the old asset. The voucher register will
MANAGEMENT ACCOUNTING/ DECEMBER 1979

Table 3
ENTRIES TO BOOK LIFE INSURANCE EXPENSE
Voucher register entry
A cc. i
Code
Description

22 1

1

Soo

1

Post ref.

e� i

c'

i

Qcc2`.
c¢a

Debit

Credit

Zoa
i 200

,�

� �ro,�

,Iacvr

We are making
no attempt to
reconcile the
financial P &L

Financial statement entries /general journal)

/0

Boo
loo

Z
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'

"4&44aar6f-,
c� ¢aee� r

1 "

sum m ary and

the tax P &L
i2�

acct`

summary.

6uei
c�
/,Z OO

I

12,96:.

Tax statement entries (general journal)
� /�

GtLQIlJ� criN�
QCC O I M � Gl1� iCl

8G Y 7

#

0

/

40

"Note: No other credits or debits are made as all the other entries are made to dual purpose accounts which effectively is
debited or credited twice in the entry above.

record this invoice at the net price of $18,500 and
charge the property clearing account . The clearing account will be closed by the accountant when
the cost and accumulated depreciation of the old
asset is removed from the books.
The general rule for this situation is that gains
or losses on exchanges for tax purposes are not
recognized .' The losses for financial statement
purposes must be recognized if material .' Even if
this situation were a sale, rather than an exchange, these entries will not be identical, as the
deferred taxes must be adjusted . Failure to adjust
deferred taxes for assets that have not been fully
depreciated is by far the most common mistake
we have encountered . Only in rare circumstances,
when assets are fully depreciated and the cost basis is identical , will the tax and financial statement
entries for the sale of an asset be identical.
Continuing our illustration , the effect of the investment tax credit is recorded using the flow through method .' When the investment credit for
the new asset is booked , it is based on a five -year
useful life and the tax basis for the asset. We
should note, however, that the cost of the new
asset for financial statements is different than the
MANAGEMENT ACCOUNTING /DECEMBER 1979

basis for tax purposes. This means that the tax
basis includes both a permanent difference and a
timing difference.` Only the timing difference portion will create deferred taxes.
The Computerized System and the Balance Entry
The unbalanced entries we use for the tax statement entries generally create a problem for the
data processing department . To alleviate this, special programming is needed to test journal entries
that enter the system in an unbalanced state. Also,
special aggregation routines are needed to test balances in transaction and trial balance files (see the
special aggregation routine at the bottom of Table
1). We can avoid this problem by introducing a
dummy account that is used only to balance the
dual data base and the tax statement entries. This
account would never be used as an account in either financial or tax data bases.
The dual data base suspense account will cause
all tax entries to be balanced and so, no special
programming techniques will be necessary to control input . We have not introduced this technique
until now because the reader had to have a definite knowledge of which accounts would be in33

Table 4
DETAILED INFORMATION FOR TRADE -IN ILLUSTRATION
Financials

Taxes

$15,000

$15,000

1,000
5 years
6,000
straightline
50%
none

1,000
5 years
9,000
S.Y.D.

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

Assumed federal income tax rate
Salvage value

.

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

$

$

$

.

.

$

Original equipment cost
.. .claimed
. . . . . . . -flow
. . . . . . . . . . . . . . . . ..
Original investment credit
through method -10% rate
.. . . . . . . . . . . . . . . . . . . .
Useful life
.. .depreciation
.. . . .. . .. . .at..time
. . .. of
. ..sale
. . .. . . .. . . .. . . .. . .
Accumulated
.. . . . . . .. . . . . .
Depreciation method

50%
none

Depreciation schedule for asset traded

Total

$15,000

5,000
4,000
3,000
2,000
1,000

Deferred
taxes

(52,000)
1,000)
0
1,000
2,000

($1,000)
500
0
500
1,000

$15,000

0

)

3,000
3,000
3,000
3.000
3,000

Timing
diff.

(

$

1
2
3
4
5

SYD
tax

(

S /L
financial
$

Year

0

Depreciation schedule for asset acquired
Perm.
diff.

Timing
diff.

Deferred
taxes

($4,167)
2.533)
900)
733
2,367

$1,500
1,200
900
600
300

($2,667)
1,333)
0
1,333
2,667

($1,334)
667)
0
667
1,334

$20,000 $24,500 ($4,500) $4,500
(1)
(2)
(1)- -(2) =3 SYD

0
(3 +SYD)

$ 4,000 $ 8,167
4,000
6,533
4,000
4,900
4,000
3,267
4,000
1,633

(

Total
Jiff.

(

SYD
tax

(

1
2
3
4
5

S/L
fin.

(

Year

0

eluded in the dual data base suspense account and
which would not. The manual method of unbalanced entries clearly shows which accounts are
not needed twice. We are not saying that the computer method cannot be used in a manual way,
but in a practical sense it seems more cumbersome.
We have one additional problem to explain
when the balance entry is used. This is the change
made in the closing process. To do this we take
the dual data base from Table I and add account
599: the dual. data base suspense account (explained above) and account 999, the P &L summary suspense account. Both of these accounts are
listed as Code 9 so as to identify them easily. The
following technique is used in most computerized
accounting systems to close P &L accounts. First,
book the entry illustrated in account 520, period to -date earnings, and account 800, P &L summary. This entry causes all the balance sheet accounts (debits minus credits) as well as all the
P &L accounts to balance to zero. Then, most
computer systems take the P &L account balances
in the current general ledger, and store them in
the monthly history file, then add them to the
quarter -to -date file, and finally add them to the
year -to -date file. The last step is to zero all P &L
34

account balances in the general ledger file and go
on to process the next month's transactions.
If the balanced entry is used then the following
change will have to be made to the closing process. After the P &L summary accounts for both
the financial data base and the tax data base are
booked, which is a change by itself, the suspense
adjustment is made. This is done by totaling all
the Code 3 and 4 P &L accounts only. If the total
of the P &L summary accounts is a debit, the entry
is to debit the dual data base suspense account
and credit the P &L summary suspense account.
The reverse entry is made if the total of the P &L
accounts is a credit. The P &L summary entry
causes the financial and tax data bases individually to have their balance sheet and P &L statements
balanced to zero. This suspense adjustment entry
causes the dual data base to also have the same
zero balance for both the balance sheet and P &L
accounts even though this is a combined situation.
Account 999, the P &L summary suspense account only is used to test -check the balance in the
dual data base immediately after the entry is
made. It is never used for any purpose again. Account 599, the dual data base suspense account is
a balance sheet account that remains active as
long as any dual accounts exist. It never appears
in any statement. These closing entries are the
only adjustments needed to the computerized accounting system. If your computer system has a
combined trial balance and report generator system, then the programming changes needed
would depend on the individual system in use.
The system described above has a report generator that is separate from the trial balance file
maintenance system.
Advantages of the Dual System
The following advantages will help convince the
client and the staff accountants to adopt this system:
1. The -audit and tax trial will be much easier to
follow. All potential income tax differences will
be charged to clearing accounts. This will automatically flag the transaction for special attention. The accountant will have to close the
clearing account. Analysis time will decrease
because no special methods are necessary. The
same analysis used for financial statements is
used for tax purposes.
2. The client can handle the more routine clearing account closing entries, thus enabling the
accountant to perform the more complicated
and knowledgeable tasks. The client can also
maintain the property records. The process
used to reconcile them to both tax and financial
statements is identical.
3. With the client or staff accountant making the
clearing account closing entries throughout the
MANAGEMENT ACCOUNTING /DECEMBER 1979

year, the year -end rush is avoided. The client
will know what his tax situation is after each
closing. Year -end tax planning will be simplified and the omissions will be held to a minimum.
4. Cumbersome and complicated tax reconciliation workpapers will no longer be needed. All
the necessary information to prepare the tax
return will be included in its own general ledger. The tax return can be posted directly from
the trial balance or the general ledger.
5. Even though we have focused on a corporate
presentation of the dual system, we can easily
adapt it to a partnership format.
The dual purpose data base allows the mainte-

nance of an up -to -date set of tax records without a
great deal of wasted time and effort. No special
analysis is needed to handle complicated reconciliations. The dual purpose data base becomes the
easy way to maintain the "second set of books."
For those organizations subject to federal or state
regulation or both, this system can be expanded to
accommodate those accounts peculiar to such regulations. Companies such as public utilities easily
can maintain a "third set of books" for regulatory
reporting purposes.
❑
' Internal Revenue Code, Sec. 1301 and Treasury Department booklet, "Tax Guide
for Small Business." 1978.
' APB Opinion No. 29, "Accounting for Nonmontary Transactions," AICPA.
New York, N.Y., 1973.
' APB Opinion N o. 4, "Accounting for the investment Credit," AICPA, New
York, N.Y., 1964.
APB Opinion No. 11, "Accounting for Income Taxes," AICPA, New York, N.Y.,
1967.

STATE TAXATION ON THE CORPORATE PARTNER
Continued from page 29
unitary factors. When these operations are more
profitable, a greater amount ofincome is taxable
to the state.
If the corporate partner in the example was operating in Illinois instead of California and filed
the tax return in that state, partnership income
would have been apportioned to Illinois by the
partnership and the distributable share of partnership income would be allocated and included in
the Illinois tax return. No other corporate business activities would have been transacted in Illinois so there would be no other income apportioned or taxed in that state. Although a corporate
partner has never challenged the unitary concept,
it has been challenged by a subsidiary of Kenne cott Copper Corp, The California courts in this
case upheld a franchise tax assessment on the
Kennecott subsidiary determined under an apportionment factor applied to the combined net income of Kennecott unitary business. The company by appeal to the U.S. Supreme Court challenged the constitutionality of the assessment under both the commerce and due process clauses.
The Supreme Court rejected the taxpayer's appeal
for want of jurisdiction and dismissed the case.
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The various steps used to calculate California taxable income on the corporate partner are shown in
Table 4.
Expanding the Partnership over State Lines
In addition to these common methods of taxation discussed, several states have other variations
of taxing the corporate partner. One of these
states is Michigan where there is a levy placed on
the privilege of doing business within the state.
The tax known as the Single Business Tax, is
placed on all business entities, including partnerships which are not generally subject to income
taxes.
The tax paid in Michigan is unique. Iowa, for
example, with a more traditional fashion of taxing
income, uses a variation of apportioning the partnership income: a single factor apportionment formula based on sales to allocate income.
The examples presented here represent only a
sample of the complexities which arise for a corporate partner when complying with the many
state tax laws. As the business activities of either
the corporate partner or the partnership expand
over new state lines, the corporate tax administrator will have to become familiar with additional
methods of state taxation.
❑

There are three
generally
accepted
methods for
determining the
distributable
share of
partnership
income.
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In Defense of FAS No. 8
FAS No. 8 need not lead to uneconomic financing methods:
frequently, it is the person charged with financing operations
who is at fault.

By Russell W. Willey

ti 1
Russell W. Willey is
vice president and
controller of Beneficial
Corporation,
Wilmington, Del.

In March 1979, the Financial Accounting Standards Board appointed a 14- member task force to
determine how Statement No. 8, "Accounting for
the Translation of Foreign Currency Transactions
and Foreign Currency Financial Statements,"
should be rewritten. Although I am not one of the
14 selected, I feel it is my duty to suggest what
should be done. First I will summarize the criticisms leveled against FAS No. 8, then list various
suggested remedies, evaluate the criticisms and
suggested remedies and, by so doing, give my
views on this issue.
Criticisms of the Statement vary from those
with some possible merit to those which reflect
complete disregard for basic accounting precepts
and logical relationships. Critics, for example,
charge that FAS No. 8 distorts net income, causes
additional expense, is unrealistic, and is wrong in
principle.
Distorts Net Income
Because each critic points out different facets of
the same general criticism, coordinating the criticisms is difficult. They can be categorized, however, as shown below.
"Distorts r e al operating results and provides
misleading information" means that what is
"real" and what is misleading obviously depend
on what one uses as the benchmark. In many instances, procedures still considered proper by the
critics include methods permitted before FAS No.
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8 was enacted. Primary among such desired features was the practice of deferring unrealized foreign exchange gains and losses. The criticisms in
this category are broad enough, however, to include objections to such things as the rates specified for translation of certain items.
"Causes a yo -yo effect on income" obviously
relates to the fluctuation in exchange rates that
are possible under a system of flexible rates. Basic
to this criticism is the question of which rate or
method will supply the best value to use in financial statements for general use. Deferring unrealized gains and using the accumulated gains to absorb later losses (to the extent gains are available)
reduce the fluctuations in income arising from
fluctuation in foreign exchange rates.
"Mistakes profit margins and inventory costs"
is a broad criticism. FAS No. 8 based the selection
of the translation rate on a basis consistent with
the method followed in valuing an item in the local currency.
"Reflects a situation as though foreign operations were to be liquidated tomorrow." Presumably this criticism relates to the absence of freedom to maintain that a current exchange loss
probably would be reversed in the next accounting
period and thus should not be allowed to affect
income currently.
Causes Additional Expense
Avoiding nonproductive expenses is encouraged. Determining which expenditures are expected to be productive and when, however, is the key.
MANAGEMENT ACCOUNTING/ DECEMBER 1979

Hedging is expensive- -but so are executive salaries. is the executive responsible for causing his
employer to increase income enough to pay the
executive and his fringe benefits and still have a
substantial positive remainder? Is the executive
doing the job as well as or better than anyone else
could do it at like cost? Any expenditure can be
judged expensive or otherwise only when compared to what is accomplished by making the expenditure. If hedging avoids an exchange loss in
an amount equal to or in excess of the cost of the
protection afforded, the hedge is not expensive.
Putting oneself into a situation where a hedge is
called for but not executed is expensive.
Another criticism is that FAS No. 8 leads to
uneconomic change in financing methods. This
charge is difficult to demonstrate, at least regarding long -term debt, because FAS No. 8 has not
been in effect long enough for normal long -term
debt obligations to mature. This charge generally
is made by persons looking only at current interest rates in the several more likely currencies.
Also included in this broad criticism is the charge
sometimes made that a business may feel forced to
borrow in a particular currency in order to reduce
asset exposure even though the interest rate is substantially higher in such currency than in the borrower's domestic currency.
That it causes nonproductive work is another
criticism. It is difficult to determine what the critics have in mind when making this charge. In any
event, translations must be made. Possibly this
comment refers to efforts to reduce exchange exposure from an accounting view.
Is Unrealistic
One can argue that the same objections can be
stated in so many different ways that at first brush
they appear to be substantially different from reality. Part and parcel of this criticism is the belief
that FASB ignores the way multinational companies finance their foreign operations. The question
here is whether none, some or all multinationals
finance their foreign operations in ways that work
out best for them economically. My views will
surprise many people.
Wrong in Principle
Perhaps the meatiest criticisms relate to two
significant factors. First, immediate recognition of
translation gain and loss is improper. We now are
referring to unrealized gains and losses. This point
is basic and probably the criticism which has
greatest support among financial persons. The
feeling appears to be that until a situation is final,
it should have no effect on income. Prior to FAS
No. 8, unrealized gains and losses generally did
not flow through income.
Second, translating inventory at the historic
rate is wrong, according to some critics who argue
MANAGEMENT ACCOUNTING /DECEMBER 1979
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that inventory is a current asset and should be
translated at the current rate. By using current
rates the relationship between sales and cost of
goods sold remains substantially the same in both
local and foreign currency.
Several Remedies Are Suggested
Some critics point out only what they consider
wrong, while others indicate what is wrong and
what is needed to correct the problems. For this
as well as other reasons, the remedies suggested
do not dovetail in all cases with the criticisms.
PERMIT CHOICE
Some suggest that a choice in translation methods be allowed; however, if this were permitted,
corporations —and accounting —would be back
where they were before the standard. For some
people, this would be a desirable outcome.
CHANGE IN RATE TO BE USED
There are several suggested methods for changing rates of translation.
1. Don't use the end -of- period rate for translating
balance sheet items. Because the current rate
has fluctuated significantly in the past, a substantial impact on earnings is expected. The
critics say that, regardless of how proper its use
is in theory, companies should use some sort of
average rate, thereby eliminating much fluctuation in values.
2. Use a single rate for translating balance sheet
items. One critic suggests using the current rate
for all balance sheet items, and a substantial
number of other persons agree. This method
would reduce fluctuation because, if all items
were denominated in the same foreign currency, the gains and losses would tend to be offset
between the assets and liabilities.
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Instead of
complaining
about FAS No.
8, the critic
should
appreciate it for
focusing
attention on
exchange
exposure.

3. Allow a limited choice in translation rates
used. One commentator suggests using either
historic cost in dollars or the dollar equivalent
of historic cost in the foreign currency. This
critic obviously has the balance sheet accounts
in mind because the two possibilities lead to the
same translated figure. This method also would
reduce fluctuation.
4. Translate all inventory at the current rate. This
critic would translate all inventory at the current rate regardless of the valuation basis in the
foreign currency.
CHANGE IN RECOGNIZING GAIN OR LOSS
As indicated, the timing and degree of recognition of gain and loss undoubtedly are the most
troublesome requirements of FAS No. 8. Problem- solving suggestions in this area vary more
widely than in any other.
1. Treat the exchange gain or loss as an extraordinary item in the income statement. This idea is
a relatively moderate change from the FASB
requirement. One probably can make a plausible case for its inclusion in the income statement if not for the desire to classify the gain or
loss as extraordinary.
2. Spread the gain or loss over the life of a longterm loan, which would be done on an amount outstanding basis. This method was adopted by
the Canadian Institute of Chartered Accountants (CICA) late in 1978 when its pronouncement on foreign exchange translations was
published for adoption at the beginning of
1979. This method obviously reduces fluctuation in exchange gain and loss.
3. Defer certain types of gains and losses. This
recommendation by itself is not adequate. It
could suggest deferring translation gains and
losses, defer (by spreading) the gain or loss on
long -term debt, or take a number of other
forms, including a judgment factor on which
items to defer.
4. Defer unrealized gains and losses for a certain
period, at least until it can be determined
whether the change in exchange rate is "permanent or temporary." This method has been
described sufficiently.
5. Exclude the unrealized gains and losses from
the income statement. Some critics suggest that
this can be done by taking the gain or loss directly to retained earnings. Others suggest an
intermediate step of taking the gain or loss to a
new statement that would reflect unrealized
gains and losses on foreign exchange, on investments, and similar information.
Other remedies also have been set forth, but in
many instances the remedy proposed is nothing
more than a reversal of the criticism.
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What's Wrong with the Remedies?
Putting Unrealized Gains and Losses through
Income. A few decades ago, accountants considered conservatism in preparing financial statements a virtue and extreme conservatism an extraordinary virtue. This view has diminished
somewhat. Over the years, however, conservative
treatment in the balance sheet has not been conservative on the income statement. Take inventory
for example. If it was valued at cost or market,
whichever is lower, on a first -in, first -out basis —
the common method in use —the balance sheet
valuation was conservative because the inventory
valuation was below either market or cost. This
method follows the old axiom of not anticipating
profits but providing for losses (generally, reduced
profits).
Too many accountants and other financial executives seem to believe that fluctuations in exchange rates occur primarily to make their lives
more difficult. They seem to think the fluctuation
in exchange rates should be ignored — partially,
completely or selectively. Few businesses, however, ignore changes in domestic prices. If costs of
purchased or manufactured goods go up, they
raise selling prices. Doesn't it seem a little strange
to pay close attention to and act quickly upon
changes in domestic values and prices yet ignore
changes in foreign currency values?
What appears to be an anomaly is not caused
by FAS No. 8 but results from the failure of accounting in highly developed nations to adjust in
financial statements for the changing value of a
nation's domestic currency. Until companies are
forced to reflect this in financial statements, they
will not speak truth. This failure of financial statements largely is responsible for distortions in financial statements caused_ by FAS No. 8. There
are, however, causes other than that of not reflecting the changed value of the domestic currency in
the financial statements. Even so, they primarily
are tied in with failure to adjust for the changing
value of the currency. In this context it is hardly
surprising that a need for a new conceptual framework of accounting has been recognized.
Whether a gain or loss is realized or unrealized
should have little or no bearing on whether or not
the item should be reflected in the income statement. At the end of an accounting period a value
is what it is —not what it was or what it may become at some future time. Why should next year
be burdened or benefited by what happened this
year?
That foreign exchange rates tend to reflect, usually rather precisely, the difference in the worth of
any two currencies is a problem to many persons.
The difference in worth reflects primarily, if not
exclusively, the variation in the degrees of inflation in the two currencies. Thus it is easy to see
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what happens when domestic accounts do not adjust for the changing value ofthe domestic currency but foreign -item values, through translation by
use of the appropriate exchange rate, truly reflect
current values.
What happens in one year should be reflected
only in that year so that other years will not be
benefited or penalized improperly. Unrealized exchange gains and losses, therefore, as well as realized ones, should flow properly through current
income.
Defer Unrealized Gains and Losses for a Certain
Period. The advocates of this method suggest that
the gain or loss should be deferred until it can be
determined whether the change in exchange rate
is permanent or temporary. Even if we knew
whether the rate change were permanent or temporary, however, there is no justifiable basis for
deferring recognition. The direction of the next
rate movement also would have no bearing. Today's values need to be reflected today.
Defer Certain Types of Gains and Losses One
suggestion fits into this category. The claim has
been made that real estate purchased with the proceeds of a long -term debt obligation should not be
translated at a rate different from that used for the
long -term debt. On the surface this suggestion appears so reasonable and proper as to need no defense. On examination, however, one can see that
it is incorrect to use the same rate for translating
the two items because they are parts oftwo separate cycles. The asset probably has a life quite different from that of the debt. The real estate will
decline or increase in value rapidly or slowly in
terms of the local currency, or it can retain the
same value. The debt is in a different cycle. It is
created and later paid off. In a recent book I developed four cycles in an attempt to set forth an
adequate means of indicating when a gain or loss
becomes realized.
Perhaps a more interesting aspect of this dual cycle event (purchase of real estate) relates to economic exposure vs. accounting exposure. One of
the charges made against FAS No. 8 is that it
ignores the question of whether the exposure and
subsequent gain or loss is real, i.e., an economic
gain or loss as contrasted with an artificial one
resulting from an arbitrary accounting rule. Real
estate is in a different realm from long -term debt.
Economically, the real estate, except for physical
depreciation and obsolesence, would tend to
maintain its original value in terms ofthe currency in which it is denominated, adjusted for the
changing value in real terms ofthe currency. The
real estate could be expected to retain its value in
terms of other currencies as well.
On the other hand, the long -term debt, being a
monetary liability, takes on a different real value
as the worth of the currency in which it is payable
varies. The results, thus, is a gain or loss in both
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an economic and accounting sense. In this situation, the economic and accounting effect are the
same. Consequently, FAS No. 8 is correct in holding that the debt is translated at the current rate
and the real estate at the historic rate.
Spread Gain or Loss over Life of Long -Term
Loan. This method, adopted by CICA, constitutes
the primary difference between CICA's and
FASB's pronouncements. This method reduces
the effect in a fluctuating rate situation, but does
the desirable end justify a very questionable
means? One must admit that it is most unusual to
amortize over a long period an item whose base is
likely to change during each accounting period for
a reason other than the amount of amortization.
The practice of amortizing the accumulated gain
or loss, as it changes, over the remaining life of the
debt is not difficult to accomplish, yet it is not
simple. Writers have pointed out some of the
questions and problems already, even though the
CICA sanctioned the method only recently.'
Because the method doesn't recognize the value
of the liability as it changes and spreads more or
less evenly something that does not lend itself to
pre - planning, it is not an acceptable method.
Treat Gain or Loss as an Extraordinary Item.
This suggestion contains one desirable feature. It
would enable the exchange gain or loss to be reflected after related income tax effect. On the other hand, such treatment would imply two things
which obviously are untrue —that the gain or loss
is unusual and that it is not closely attached to
normal operations. For these reasons, I cannot
recommend it.
Don't Use End-of-Period Rate for Balance Sheet
Items. This method may reduce what otherwise
may be extreme fluctuation in translating, the balance sheet items to which the current rate applies.
It also tries to accomplish a desirable end by a
devious means. According to FAS No. 8, monetary items that are valued au courant should be
translated at the current rate.
Use a Single Rate for Translating Balance Sheet
Items Many suggestions for change appear based
upon falacious reasoning, as is this one. Presumably this suggestion is made for simplicity and to
decrease fluctuation. The practice of not translating at all and adding the various currencies together as though they were the same is even simpler. As long as there is more than one basis for
valuing balance sheet items in the local currency
(historic cost, current or near - current cost, market value, and the like), more than one form ofthe
exchange rate is necessary to arrive at a meaningful translated value. Applying the current or any
other single rate to current items and to those now
calling for the historic rate would give values that
don't measure anything. Thus, this is an unacceptable procedure. Further, it does not accomplish
what its advocates think it will.

Failure to
reflect
changing values
is largely
responsible for
distortions
caused by
fA5 No. 8.
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Hedging and Financing
Two criticisms warrant further discussion.
Hedging is expensive. One can argue that hedging
is or can be expensive, but that is no basis for
faulting FAS No. 8. The statement did not make
hedging more expensive. In fact, it may have
made it less so. FAS No. 8 has not caused business persons to do anything they should not have
been doing before that statement became
effective.' Once exchange rates became flexible
(which I think preferable), it became desirable to
consider carefully whether and how exchange exposure should be hedged. Hedging is expensive
only in those instances in which the possibility of
an unfavorable movement in the exchange rate is
substantial or worse. Without hedging, the exchange loss easily could be greater than the cost of
the hedge. FAS No. 8 did not make operating in a
community of foreign currencies more difficult —
but it did spotlight areas where managers were not
in the habit of using available, affordable means to
reduce exchange exposure substantially and, thus,
exchange loss.
40

FAS No. 8 leads to uneconomic change in financing methods. Substantially what was just said
can be repeated. FAS No. 8 need not lead to uneconomic methods of financing. It is likely to do
the reverse. Frequently the person charged with
financing an enterprise's operations, rather than
FAS No. 8, is at fault!
Often a business person is unwilling to borrow
in a currency in which his business has an asset
exposure because the interest rate on borrowing in
that currency is higher than in his own or some
other currency. Such a business person fails to realize that the interest rate in the one currency is
higher because there is expectation of a rate of
inflation higher than in his domestic currency. In
this situation, the higher interest cost probably
will be offset by an exchange gain (in terms of the
parent's currency) when the debt is repaid at maturity. If the gain on the debt should match the
additional interest expense, there is no net cost (in
the parent's currency), and the business person
has completely or partially reduced his exposure.'
An additional advantage is that the higher interest cost is spread more or less equally over the
term of the debt. Because the debt liability is a
monetary item, which calls for translation at the
current rate, the unrealized gain (if it comes
about) is reflected in the income statement
throughout the period of debt. This, too, probably
will be evened out to a degree, and possibilities
exist for the business person to improve other borrowing and hedging practices. The critic, instead
of complaining about FAS No. 8, should appreciate it for making him more aware of the importance of paying adequate attention to exchange
exposure. Perhaps FAS No. 8 eventually will lead
him to the water, and I hope he will drink.
FAS No. 8 Is Best Pronouncement
In evaluating the criticisms, I am not suggesting
that FAS No. 8 is perfect or immune from legitimate criticism. Although parts of it as it now exists are flawed, its faults are neither glaring nor
significant.
Accountants should re- examine FAS No. 8,
considering my evaluation of remedies and other
views. Although FAS No. 8 has received more
criticism than any other pronouncement issued by
an authoritative accounting body, this statement
is the best reasoned and most thorough pronouncement ever published!
0
I General Accountng— Section 1650, C1C.4 Handbook, - Translatinn
Foreign
Currency Transactions and Foreign Currency Financial Statements," September
1978.
2 See Russell W. Willey,Foreign Exchange:The Accounting. Economics, and Can tml. Nopoly Press. Inc., Wilmington. Delaware, 1977, in which four types of cycles
are developed and a path is followed in a detailed manner to point up relevant
distinctions in various types of situations and transactions.
3 See Peter D Jackson and Michael B. Meagher, "Translating the New Foreign
Currency Recommendations," CAmagazine. December 1978.
4 See Russell W. W illey, "Foreign Currency Translation on the Shelf;' CAmagazine. April 1979.
5 There may he a further advantage. If a subsidiary borrows in its currency (in
which the parent has an assn exposure). the subsidiary obviously will get a tax
deduction for the interest expense. If the exchange gain materializes (in the parent's
currency of account). such gain will not be taxable.
or

Any
expenditure
must be judged
in terms of
what is
accomplished
by making it.

Allow a Limited Choice in Translation Rate to
Be Used. One major defect in accounting principles and practices is the sanctioning of too much
choice as to what financial statements reflect. Various operations should be accounted for so as to
achieve maximum comparability consistent with
reality. Allowing limited choice in selecting the
form of rate to be used in translating could only
mean the sanctioning of limited abuse. We have
no need for that!
Translate All Inventory at the Current Rate. If
inventory is valued at market price, translation at
the current rate is proper and prescribed by the
FASB. Most inventory, however, is not priced at
market value. FASB again is correct in saying
that inventory valued at historic cost must be
translated at the historic rate.
Critics point out that in a period of fluctuating
money values, use of the historic rate disrupts the
relationship of selling price to cost of goods sold.
This is an undesirable situation. Clearly the culprit is not the FASB translation method but, rather, the fact that inventory is not valued at its true
worth— market value. In an environment in
which the value of a currency fluctuates and the
necessity to translate (a domestic operation) is absent, there is the same disruption as to the sales cost relationship even in the single currency. This
method possesses no merit.
Allow Freer Choice of Translation Methods. I
disdain the idea of more freedom in selecting
translation rates and procedures. The purpose of
FAS No, 8 was to give direction, consistency, and
logic to the process of translation. With the magnitude of accounting questions and problems, this
is no time to take a backward step!
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Applying Motivational Theory in
Management Accounting
If a theory of motivation cannot be actually applied to problems,
then management accountants will not use it.

By Kenneth R. Earnest
Why has so little attention been devoted in the
literature to objective and analytical evaluations
of relationships between work motivation and alternative man agemen t acco u ntin g tech n iq u es?
The discipline has not developed a theory of
work m otivatio n to an y g reat ex te n t b e cau se th e
earliest theories of wo rk mo tivation ad van ced
were found to b e in tu itively ap p ealin g b u t qu ite
awkward to ap p ly and b ecau se th ere were serio u s
questions regard ing th e validity o f these early theories. Much o f th e su p p o r t, an d resu ltin g accep tance, of these th eories was based o n th eir intuitive
appea l. To m an y th is su p p o rt was less th an co n vincing, and , un derstand ab ly , man agemen t accountan ts were reluctan t to ex p en d mu ch effort
studying an d ap ply in g qu estio nable theories.
More re cently , th is v alid it y p ro b lem h as b eco m e
even m ore severe fo r th e earliest theories. Maslow's popular th eory o f m o tivatio n can b e u sed to
illustrate these p oin ts.
Maslow's hierarchy -of -n eeds ap proach to work
motivation was th e first fo rm ally - stated th eory o f
work
motivatio n
to
receive
wid espread
acceptance.' Accord in g to Maslo w, essen tially all
human needs can b e classified as belon gin g to on e
of five "basic need " catego ries. Fu rth erm o re,
MANAGEMENT ACCOUNTING/ DECEMBER 1979

th ese "basic needs" are arranged in a hierarchy of
influence:
Level
Higher

Lower

Basic Need
Self - actualization
Esteem
Love
Safety
Physiological

Th e relative deprivation of any given "basic need"
cau s es the re lat ive dom ina nce of an ind ividua l's
mo tivation by that "basic nee d" ove r a ll higher
ord er needs. Fo r exam ple, all a starving man
wan ts a nd ca n th ink a bo ut is food. In addition,
th e gratification of any "basic need" activates the
influence on motivation of the next higher order
need.
To understand why m anagerial accountants often have ignored Maslow's widely - accepted theory , we m ust look a step b eyond its sim plistic app earance and intuitive appeal. Can we apply it to
th e question of w h et he r o r not market transfer
p rices inc rease work motivation of profit center
managers? We might, for exam ple, ask the following: Ho w ca n we u se M aslow's the ory to select
between market -based and cost -based transfer
prices? Or we might ask, how can we use the theo-
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Expectancy Theory
A theory of work motivation frequently referred to as "expectancy theory" possesses the
best combination of intuitive appeal, empirical
support, and ease of application to management
accounting problems. The theory appears in its
more popular form in Figure l.' Intrinsic rewards
are those that are mediated within the individual,
such as feelings of satisfaction or competence. On
the other hand, extrinsic rewards are those that
are mediated outside of the individual, such as
pay, promotion, or peer recognition.
Figure 1
EXPECTANCY THEORY: THE EQUATION
n
M = IVI, + PI (Iva +

(P2i EVi))
i =1

(i

where
M
IV b
IVa
EVi
Pi
P li

=
=
=
=
=
=

motivation to work
intrinsic valence associated with goal directed behavior
intrinsic valence associated with work goal accomplishment
extrinsic valances associated with work goal accomplishment
path instrumentality of behavior for work goal attainment
path instrumentality of work goal for extrinsic valences

There actually are two levels of outcomes which
are important in the theory. First level outcomes
are the direct result of an individual engaging in a
certain behavior, and amount to specific levels of
output or performance, such as assembling a certain number of widgets or achieving a certain level
of profits. The perceived probability of a certain
behavior resulting in a certain first level outcome
is represented by P, in the model.
Second level outcomes are those that depend to
some extent on the occurrence of specific first level outcomes. These are primarily extrinsic outcomes, such as receiving a bonus or a promotion.
The value of these outcomes to the individual is
represented by EV, in the model. The perceived
probability that a specific first level outcome will
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be followed by a specific second level outcome is
represented by P, in the model. It is interesting to
note that the achievement of first level outcomes is
directly rewarding only to the extent that goal accomplishment is found to be rewarding. A manager places no direct value other than positive internal satisfactions on the achievement of a profit
goal. The manager is really after those second level outcomes which he values and which are dependent in some part on the achievement of a first
level outcome — whether he will receive them or
not.
Thus, an individual may find work itself to be
rewarding, IV in the model. Viewing oneself as a
productive member of society can be rewarding,
and some types of activities are found to be more
rewarding to an individual than others. This is
largely what "job enrichment" is all about. An
individual may also find that goal accomplishment
is rewarding, IV in the model. Positive feelings of
achievement and competence may follow the
achievement of goals. The individual also may believe that the achievement of certain first level
outcomes will improve his chances of receiving
valued second level outcomes, such as a pay raise.
The individual combines the values placed on
the items discussed above with perceived probabilities of their occurrence. The perceived probability
of a certain behavior, such as working Saturday
mornings, leading to a certain first level outcome,
such as meeting a profit goal, is considered. The
individual will have little motivation to engage in
a specific behavior if this probability, P, in the
model, is perceived to be near zero. The individual
also considers the probabilities that certain first
level outcomes will be followed by certain second
level outcomes. The individual will have little motivation to try to achieve certain first level outcomes if it is perceived that their achievement will
not improve his chances of receiving any valued
second level outcomes.
Thus, an individual engages in a specific work related behavior because he may gain some satisfaction from engaging in productive behavior, experience some rewarding feelings following the act
of accomplishing some goal, and improve his
chances of being the recipient of valued second
level outcomes. In order to evaluate an individual's tendency to engage in a particular level of a
particular activity, or a behavior, we must evaluate the righthand side of the expression for each
competing, alternative behavior and make a comparison. The individual engages in that particular
behavior for which his motivation is highest. For
example, an employee might want to both work
and play golf tomorrow afternoon. If after evaluating the righthand side of the expression for both
behaviors we find that the value is greater for
working, we know that the employee will spend
tomorrow afternoon working. It should be pointa

ry to evaluate alternative performance reporting
procedures? The answers are very elusive indeed.
Furthermore, much empirical research into Maslow's theory during the last decade has cast very
serious doubt on the validity of the theory.' The
theory has been found to be awkward to apply,
difficult to test, and lacking of any empirical support.
Similar evaluations directed at several other
more recent theories of work motivation, such as
dual- factor theory or equity theory, lead to very
similar conclusions.' Most theories simply do not
meet the needs of management accountants; however, a recently - popularized theory meets these
needs better than any other theory of work motivation and appears to hold promise for management accountants.
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ed out that the righthand side of the expression
must be evaluated from the employee's system of
values and perceptions rather than that of someone else.
Management accountants should find the expectancy theory approach to work motivation appealing for two reasons. First, motivation is perceived in a quantitative form, and comparisons
are called for. Accountants are experienced at
measuring and comparing quantitative values,
and, accordingly, they should be able to work
with expectancy theory better than the other theories available, such as Maslow's. Second, expectancy theory enjoys as much or more empirical
support as any theory ofwork motivation.
Expectancy Theory Applied
Organizational behavioralists contend that performance is a direct function ofseveral variables.
Motivation is one of the variables, accounting procedure is not. It should then be possible to explain
the influence of alternative accounting procedures
on performance by explaining their influence on
variables such as motivation.
We can use the expectancy model ofmotivation
to evaluate alternative management accounting
techniques by examining the effects of the alternative techniques under consideration on the independent variables in the model. It should be
pointed out that, due to the complex nature ofthe
model and the difficulties encountered when attempting to measure psychological concepts, the
determination of the net effect on motivation resulting from a change in accounting techniques
can be potentially difficult. However, evaluations
can lead to reasonable straightforward indications
ofwhether the net effect ofa change is positive or
negative whenever only one independent variable
clearly is affected or the effects on all potentially affected independent variables affect motivation in
the same direction.
Although the setting of transfer prices has received much attention in accounting literature, it
is essentially an unresolved issue. Furthermore,
numerous and rather general and ambiguous references have been made to the likelihood that alternative transfer pricing methods have significant
influences on work motivation.' Accordingly, let's
use transfer prices as our guinea pig to illustrate
how the expectancy model of work motivation
can be used to analyze accounting problems.
Suppose that a profit center produces and sells
only one product, and that this product is used by
both another profit center within the organization
and external customers. It sells for $10 per unit in
the external market and has a variable cost of $5
per unit. The product requires .1 hour ofmachine
processing time, and fixed costs for the profit center total $1,000 per week. There are no other
costs. In addition, let us assume that the profit
MANAGEMENT ACCOUNTING /DECEMBER 1979

center has a limiting capacity of one machine
which can process the product one at a time. Finally, assume that the product deteriorates rapidly and that, accordingly, production each week is
geared to meet that week's demand ... but only
that week's demand.
Demand for the product for four successive
weeks is indicated in Table 1. It should be noted
that, at a level of operations of 40 hours per week,
the profit center will be unable to meet the total
demand for its product. Thus, we will also assume
that, in order to protect its quality image, the
company's directives require that all internal demand be supplied internally whenever possible.
Three popular transfer pricing techniques: incremental cost, opportunity cost, and market
price will be compared in this example. Thus, the
periodic profit often used as a summary measure
of performance can be computed for each week
once the decision has been made on which transfer pricing method is to be used. For example, if
an incremental cost transfer price is to be used,
the profit computation for the second period is as
follows:

When market
price transfer
prices are used,
there is a clear
relationship
between
effort and
performance.

P = (250 X $5) + (150 X $10) — (400 X $5)
— $1,000 = — $250
The corresponding computation assuming the use
of opportunity cost transfer prices is as follows:
P = (250 X $5) + (50 X $5) + (150 X $10)
— (400 X $5) — $1,000 = $0
The complete profit summary appears in Table 2.
Table 1
PRODUCT DEMAND IN UNITS
Per iod
Source
of demand

1

2

3

4

Internal
External

200
250

25 0
20 0

50
400

300
150

Total

450

450

450

450

Tab le 2

PERIODIC PROFIT IN DOLLARS
Transfer price
Inc remental cost
Opportuni ty c ost
Market pri ce

1
0

25 0
1. 00 0

Per iod
2

(250)
0

1.000

3
750

4
(500)

1. 00 0

( 2501

1,000

1.000

A close look at Table 2 reveals an interesting
aspect of transfer pricing. All values in the table
concern reported performance for identical levels
of output —and presumably effort —for the profit
center. Reading the table horizontally gives the
reported performance for equal levels of output
when using a given transfer pricing method con43
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price transfer prices are used. Thus, transfer pricing procedures appear to affect two important independent variables in the expectancy model of
work motivation, and the effect on each results in
a prediction of higher levels of work motivation
for profit center managers when market price
transfer prices are used than when either incremental cost or opportunity cost methods are used.
Why It Is Useful
Useful conceptual frameworks can bring greater degrees of continuity to the management accounting literature. The expectancy model of
work motivation is the most suitable framework
of work motivation available for the evaluation of
management accounting procedures. This model
has been used to support a rather commonly held
but relatively unsupported view —that the use of
market price transfer prices results in relatively
higher levels of work motivation for profit center
managers. Analyses similar to the one presented
here should be used in discussions of other managerial accounting problems, such as those relating
to budgeting or feedback. Under this technique,
motivational considerations can be evaluated
much more explicitly and discussions on one particular issue will have more definite correlation
with those of others.
0

or

A. H. Maslow, "A Theory of Human Motivation," Psychological Review. July
1943.
'For example, see M. H. Wahba and L. G. Bridwell, "Maslow Reconsidered: A
Review of Research on the Need Hierarchy Theory," Organizational Behavior and
Human Performance. April 1976, or D. T. Hall and K. E. Nougaim, "An Examination of Maslow's Need Hierarchy in an Organizational Setting." Orpnizarional
Behavior and Human Performance. February 1969.
'For example, see R. J. House and L. A. Wigdor, "Herzberg's Dual - Factor Theory
of Job Satisfaction and Motivation: A Review of the Evidence and a Criticism,"
Personnel Psychology. Winter 1%7, and L. K. Waters and C. W. W aters, "An
Empirical Test of Five Versions of the Two - Factor Theory of Job Satisfaction,"
Organizarian.1 Behavior and Human Performance. February 1972.
'This form of the model was developed by R. J, House, " A Path Goal Theory
Leader Elrectiveness." Administrative Science Quarterly, September 197 t.
' For example, we Charles T. Horngren, "Motivation and Coordination in Management Control Systems." M A N A a e M E N T Ac co u NT INO , May 1967, and N. Dopuch
and D.F. Drake, "Accounting Implications of a Mathematical Programming Approach to the Transfer Price Problem." Journal ojAccounting Research, Spring
r

Do accounting
procedures
influence
motivation —
and, thus,
performance?

sistently. Note there is a significant degree of
ambiguity in the relationship between output and
reported performance when using either incremental cost or opportunity cost alternatives. Only
when market price transfer prices are used do we
find a clear and stable relationship between effort
and performance as indicated by profits. The example used here admittedly is oversimplified, but
it is not evident how changing any of the assumptions or complicating the example in any way will
completely eliminate the greater ambiguity found
when using either the incremental cost or the opportunity cost techniques, as compared to using
the market price method.
The implications of this finding can be evaluated within an expectancy theory context. First, the
ambiguity relates to P, in the model. Perceptions
that specific behaviors will lead to the attainment
of specific levels of performance will be less subject to ambiguity when using market price transfer
prices. Moreover, ambiguity in path -goal relationships results in lower perceptions of the instrumentalities of the paths for the attainment of the
goals.6 Specifically, this means that perceptions of
P, in the model will be lower when either incremental cost or opportunity cost methods are used
than when market price methods are used. This
conclusion agrees with what many have argued is
one reason why market price transfer prices
should be used —the use of market price will result in higher levels of work motivation on the
part of profit center managers —but have been relatively unable to support.
Furthermore, ambiguity in a task is negatively
valent.1 This means that the valence of goal -directed behavior, IV b in the model, will be lower
when using either the incremental cost or the opportunity cost alternatives as compared to using
the market price alternative. This also indicates
that work motivation will be highest when market

R. J. House, Op. Cie
' 1. R. Rizzo, R. 1. House and S. E. Lirtzman, "Role Conflict and Ambiguity in
Complex Organizations" Administrative Science Quarterly, June 1970.
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How to Allocate the College
Budget Objectively
Allocation decisions probably should not be based solely on
objective data, but hard figures serve as a starting point in the
budgeting process in this nonprofit organization.

By David R. Cismoski and Frederick Toepfer
Decisions on the allocation of fiscal resources are
needed not only in industry and government but
in universities as well. In the university budgeting
process the allocation of available funding from
the college to its component departments is the
responsibility of the college dean whose decisions
are dependent on the availability of accurate and
objective departmental data of a comparative nature, but strongly influenced by such subjective
factors as salesmanship, ingenuity of the departmental administration, and his or her own experience and intuition.
A totally objective formula allocation scheme
does not determine the final allocation —nor
should it. A formula budgeting process, such as
the one described here, should be considered as a
means of providing a sound allocation base as a
center of operation for the fluid and subjective
components of the process.
Strong departmental viewpoints vying for contention can be strengthened or deflated by accurate comparable statistics. This type of data generally is not available, thus increasing the likelihood
that decisions will be made on a subjective basis.
Hence, accurate, timely, comparative departmental data transformed by formula into monetary
units offers a strong guide in the budget allocation
MANAGEMENTACCOUNTING/DECEMBER
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process. We will show how a sound, objective allocation can be achieved by selecting a few, relevant comparative data variables. Objective decision making is thus enhanced without negating
the subjective aspects of the process.

.24

Three Primary Missions
A university has three principal missions: instruction, research, and service. The first two missions often are measured quantitatively in various
terms (curricula, teaching load, number of students, number of research awards, research volume, publications and citations, indirect cost
earnings) while the service function is more personal in nature. Service activity can include the
number of response calls, tours provided, people
serviced, membership on committees, talks given
and consultations. This data is difficult to evaluate
in terms of importance and statistical reliability.
Statistics on instruction and research functions
are often maintained in a predefined university
data base while service information is compiled on
a need basis according to the desires of the user.
Accordingly, the allocation of fiscal resources is
predicated primarily upon measurements in the
instruction and research functions.
In the allocation of its fiscal year budget, the
College of Engineering at Colorado State University has developed a formula budgeting process.

David R. Cismoski is a
CPA and assistant to
the director of the
Colorado State
University Experiment
Station. He has a
B.B.A. degree in
accounting and an
MBA degree in
management from the
University of
Wisconsin— Madison.
A member of the
Colorado- Wyoming
Chapter (through which
this article was
submitted), he received
a Certificate of Merit for
this article.
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Colorado State Model
We will look at the model in four parts: first,
deriving the instructional and research bases; second, general program operation; third, reviewing
test results; and last, the results from multiple interactions showing the strategies that the Heads of
Department A through E would most likely follow. The programming language is FORTRAN V
which operates on a Control Data, CYBER 172
mainframe under the control of a NOS 1, 2 operating system. Access is via a desk type terminal
with decision output routed to a designated line
printer.
The dean has two types of funds to work with
in distributing the college budget: instruction denoted by Fund X, and research denoted by Funds
Y and Z. From the X, Y, Z beginning balances,
the dean deducts fixed costs. This includes the dean's operating budget, department heads' salaries,
sabbatical monies and special cost areas such as
Engineering Science, Environmental Engineering,
Engineering Research Center, and the Department B Library. Decisions to improve programs
in certain areas, or start new programs, can be-

come part of the dean's operating budget. Fixed
costs can be deducted directly from the beginning
fund balances or apportioned between the funds
according to the ratio of their beginning balances.
The dean has an option to consider the Engineering Research Center and the department B
library costs as variable rather than fixed. If the
variable option (allocation method) is selected, a
previously defined
of their costs is
deducted from the beginning fund balances when
the allocation program is applied to the bases.
This portion thus becomes part of the research
allocation process. Table 1 shows how the instructional and research bases could be derived. We
have selected the fixed allocation method so all of
the Engineering Research Center and department
B library costs are deducted from the beginning
fund balances.
not

portion

Frederick Toepfer is a
research associate and
manager of computer
operations in the
Department of
Atmospheric Science
at Colorado State
University. He has an
M.S. degree in
atmospheric science
from Colorado State
University and an M.S.
in mathematics and
physics from the
University of Miami, Fla.

This process uses actual comparative instructional
and research department data in determining a
variety of possible department allocations. The
process is computerized to work interactively
from a stored data base containing information on
instructional student credit hour production and
research indirect cost earnings. The formula budgeting model contains a number of variables
which department heads can change in order to
maximize their department allocation. The dean
will input other variables producing still another
budget distribution. The final allocation will be.
worked out at the college level with department
head input. The key point is that real data, in a
variable and computerized form, has been used by
all parties to influence the final allocation.

General Program Operation
The formula allocation process involves two of
the university's principal missions: instruction and
research. The driving formula for instruction is
based on student credit hour production (SCHP).
This is the product of the number of students enrolled in each course multiplied by the credit value for that course. SCHP is accumulated by department. The driving formula for research is
based on indirect cost earnings. This is the dollar
value of university operating costs which is reimbursed by the federal government in the departmental research effort. Each formula will operate
on its respective allocation base with the results
summarized by department. The formulae do not
interact with one another but operate independently in generating the final allocation by department.
Instructional Formula Allocation Using SCHP
Determining the composition of the instructional allocation formula is a user responsibility as

Table 1
DERIVING THE INSTRUCTION AND RESEARCH BASES
Instruction
Fund X
$2,421,471

44,546
30,965
-0-00
364,115
26,241

0
94,450
-0-059,108
0

$2,024,121

74,942

42,670

Totals
$3,158,508
244,000
169,611
115,700
34,000
4,000
423,223
26,241
$2,141,733,1

$2.024,121
fund Z)
$117,612
=

+

Instruction base (fund X)
Research base (fund Y

=

Bases to be allocated

-01

199,454
138,646
21,250
34,000
4,000
-0-0-

$

Deduct fixed costs
Dean's budget
Dep't heads' salaries
Sabbatical monies
Engineering science
Environmental engineering
Engineering research center
Dep't B library facility

$

Beginning f und balance

Research
Fund Y
Fund Z
$540,809
$196,228

*These three totals add to $2,337,595 and eventually will be allocated to the five departments according to the variable values selected and the method of
allocation used
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there are many variables which can be adjusted.
The basic formula is:
SCHP (1, J, K)
#F TE S TUD (1) X #SC HRS / # M OS
#F TE F AC
FTE STUD FTE FAC
X [WF (i)]
where,
I
indexes four instructional levels (undergraduate lower and upper, graduate I and advanced),
J
indexes four instructional types (lecture, laboratory, recitation, individual instruction),
and,
K
indexes five departments (departments AE).
Contained in the instructional formula are the
following user options:
1. SCHP (I, J, K) can include or exclude videotape lecture credits (SURGE) which are earned
by off campus students.
2. The denominator has three variables:
a.
# FTE STUD
# FTE FAC (1)

b.

This represents a HEGIS Code' taxonomy
for which Colorado educators have assigned values for the suggested number of
full -time equivalent students taught by one
full -time equivalent faculty member. A
value is assigned to each of the four instructional levels.
#SC HRS
rt c ai uLi
A full -time student at CSU would generate
30 student credit hours, so this variable
equals 30.

C.

# MOS
FTE FAC
A full -time academic faculty member at

CSU would require nine month salary support, so this variable equals nine.
3. Instructional type weighting factors WF(j) can
be assigned by the program user. This is an
internal college weight affecting lecture, laboratory, recitation, and individual instruction
credits. The higher the weight, the more importance that type of credit is given.
The values defined above convert departmental
SCHP into departmental formula faculty man
months (FFMM). FFMM are then used in a five step process to derive the departmental instructional allocation.
Step 1- Formula faculty man months X average
faculty salary per month (fixed input to
program) = faculty dollars.
Step 2- Faculty dollars are normalized to actual
faculty dollars available to the college excluding the fixed salary amount for the
department heads.
Step 3- Actual salaries are allocated to departments according to the ratio of department normalized faculty dollars to the
total. This method allows for the average
faculty salary by department to generate
adequate funding.
Step 4 -The remainder of the instructional dollars in the form of support (operating)
monies are then allocated to the departments according to the ratio of department formula funding man months.
Step 5- Faculty dollars and support dollars are
carried to the final allocation schedule.

Departmental
viewpoints
can be
strengthened or deflated -by
accurate
comparable
statistics.

Research Formula Allocation
Using Indirect Cost Earnings
Indirect cost earnings are considered as a
"gross" value unless adjusted for either one or
both of the following conditions, at which time
earnings are referred to as "net."
1. A reduction of the indirect cost earnings cred-

Table 2
TEST RESULTS

Instr. salaries
Instr support
Research support
Preliminary total
Add: Dept, head sal
Dept. B library
,t Total budget

Dept A
$148,129
38,745
24,341
$211,215
28,766

Dept C
$711,017
164,400
43,173
$918,590
47,575

Dept D
$282,991
69,896
15.74
$368,630
34,298

Dept E
$226,855
55,812
8,125
$290,792
34,852

- -$239,981

Dept B
$268,722
57,554
26,230
$352,506
24,120
26,241
$402,867

$966,165

$402,928

$325,644

10.27

17.23

41.33

17.24

13.93

Percentage
Dean /engineering research center

Totals
$1,637,714
386,407
117,612
$2,141 ,733
169,611
26,241
$2,337,585
100.00
820,923
$3,158,508

* Department bod pet totals appe ar in the first row . first col umn in T able 3.
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ited to the department as a result of the university returning a dollar portion back to the department's budget, and /or
2. Intracollege adjustments among departments.
The ratio of either "gross" or "net" indirect
cost earnings by department to the total
"gross" or "net" earnings is used to allocate the
research base. Department totals are carried to
the final allocation summary. A program option
allows the user to specify which six -month periods (July - December and /or January-June) are
included in the indirect cost earnings total.
Test Results
Table 2 shows the results of a sample run that
considers the base values determined in Table 1,
and assigns values to the program variables.
A.

Base Values
Instruction (Fund X) = $2,024,121
Research (Funds Y + Z) = 117,612
(Note that the sum of these base values is
distributed by department under the heading
Preliminary total in Table 2.)
B. Program Variable Values- Instruction
SURGE credits are included in SCHP.

1. Undergraduate lower division SCHP =
2. Undergraduate upper division SCHP =
3. Graduate I SCHP
=
4. Advanced graduate SCHP
=

19
13
8
7

# SC HRS - 3 0
FTE STUD
College weighting factors WF(J)
# MOS
_
FTE FAC

9

1. Lecture
= 1.00
2. Laboratory
= 1.00
3. Recitation
= .50
4. Individual instruction
= 2.00
C. Program Variable Values- Research
"Gross ": indirect cost earnings are used.
D. Program Variable Values- Instruction and
research data are accumulated over the last
12 months (July 77 -June 78).
The allocation method is fixed.
(Note that the time period and allocation
method must be the same for both instruction and research allocation processes.)
Multiple Interactions
What if an administrator changes three of the
college weighting factors, WFtn, in the instruction
formula; allows for a choice of gross or net indi-

#F TE S TUD
#F TE F AC (I)

Table 3
MULTIPLE INTERACTIONS

Run

1
2
3

Selected program variables
Indirect
WF
Period
cost
L R
earnings
E AE
T B C I
Last
12

7
8
9

Last
24

13
14
15
16
17
18

Last
36

Dept. C

Dept. D

Dept. E

Alloc ation
Method

Alloc ation
Method

Alloc ation
Method

Fixed

Variable

Fixed

Variable

Fixed

Variable

Fixed

Variable

Fixed

Variable

1. 1. .5 2.
1. 2. .5 1.
2. 1. .5 1.

239,981 264,138
224,053 248,209
212,755 236,912

402,867 411,578
314,928 323,640
294,780 303,492

966,165 932,075
1,031.93 0 997.840
1,026,698 992,608

402,928
413,790
434,942

407,351 325.644 322,443
418.213 352,884 349,683
439.365 363,410 365.208

Net

1. 1. .5 2.
1. 2. .5 1.
2. 1. .5 1.

240,039 264,301 402,001 409,126
224,110 248.373 314,062 321,187
212.812 237.076 293,915 301,039

964,665 927,824
1,030,430 993,589
1.025,198 988,357

403,389
414,282
435,404

408,659 327,491 327,675
419,521 354,731 354,915
440,673 370,256 370,440

Gross

1. 1. .5 2.
1. 2. .5 1.
2. 1 ..5 1.

221,663 242.659 421.995 432.141
207,402 228,398 334,740 344,885
195.522 216,517 314,211 324,356

949.944 917,405
1,017,172 984,634
1,013,137 980,599

415,879 419,821 328,104
422,478 426,420 355,793
440,647 444,590 374,068

325,559
353,248
371,523

Net

1. 1..5 2 .
1. 2. -5 1.
2. 1 ..5 1 .

222,503 245,038 420,061 426,661
208,241 230,777 332.806 339,406
196,362 218.896 312,277 318,877

948,340 912,862
1,015,569 980,090
1,011.533 976,055

416,574 421,790 330,107
423,173 428,389 357,796
441,342 446,559 376,071

331,234
358,923
377,198

Gross

1. 1 ..5 2 .
1. 2. .5 1.
2. 1.65 1.

219.446 241.860 403,749 413,279
205,544 227,958 328,622 338,152
194,079 216,493 1 312,343 321.873

942,664 906,566 427,680 431,190 344,046 344,690
1,001,125 965,027 436,388 439,898 365,906 366,550
991, 557 955,459 A5ZftUJ
381,725 382,368

1. 1 ..5 2 .
1. 2. .5 1.
2. 1 ..5 1.

219,798 242,856
205,896 228,954
194,431 217,489

mos.

10
11
12

Dept. B
Allocation
Method

Gross

mas.

4
5
6

Dept. A
Allocation
Method

mos.
Net

404,261 414,787
329,154 339,660
312,875 323,381

940,547
999,008
989,441

900,570
959,031
949,463

427,439
436,147
457,640

430,507 345,520
439,215 367,380
460,709 383,198

348,865
370,725
386,543

992.507 956,670 1428,221

Eighteen -run average normalized:
Maximum department allocation:

48

213.591 236.495 347 ,2 03 355 ,9 73

432,459 356 ,0 63 355 ,9 88

Closest value to normalized average:
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Table 4
MAXIMIZING AND AVERAGING THE DEPARTMENT ALLOCATION
Department
Selected program variables
and their values

A

C

8

D

E

Max

Avg

Max

Avg Max

Avg

Max

Avg

Max

Avg

Time period in months
Indirect cost (net or gross)
SCHP
Lecture weight
Laboratory weight
Recitation weight
Individual
instruction weights

12
N
1.0
1.0
.5

12
G
2.0
1.0
.5

24
G
1.0
1.0
.5

24
G
1.0
2.0
.5

12
G
1.0
2.0
.5

36
G
2.0
1.0
.5

36
G
2.0
1.0
.5

36
G
1.0
1.0
.5

36
N
2.0
1.0
.5

24
G
1.0
2.0
.5

2.0

1.0

2.0

1.0 1.0

1.0

1.0

2.0

1.0

1.0

Variable costs allocated

Yes

Yes

Yes

Yes No

No

Yes

Yes

No

No

15

15

13

18

8

Department head's
optimum run is ...

3

#

4

7

8

3

Table 5
COMPARING ACTUAL TO FORMULA ALLOCATIONS
Formula
Actual
% Variance

$236,495
$236.045
-.002

$355,973
$370,182
+.040

rect cost earnings; calculates the results over three
separate time periods; and wants a comparison between the fixed and variable allocation methods?
With all other program variables remaining constant, Table 3 assembles multiple interaction data
in matrix form according to the administrative
changes. Eighteen program runs assign formula
allocation totals to each department. It is from
such a summary that college department heads
would plan their strategies. It is important to
study Table 3 carefully. The figures underlined in
each column represent the best allocation under
the fixed and variable method for that department. The boxed -in figure represents an allocation
closest to the 18 -run average normalized to dollars available for the best method. This allocation
is the result of assigning values to the selected program variables. Let's look at Department D in
Table 3. Maximum allocation under the fixed
method is $457,881; under the variable method
$461,392. With multiple interactions, the best
normalized average is $431,190 under the variable
column. Thus, the department head could select
the variable values indicated in runs 13 or 15 depending on his strategy. Table 4 summarizes how
the department heads' selection of variable values
would differ in their attempt to maximize or average their budget allocation.
Final Allocation
After all administrative inputs have been made,
the actual allocation is made based on the comparative data, justification put forth during the
budgeting process, and the dean's understanding
of the college fiscal status. Table 5 shows how the
actual fiscal year '79 allocations compared to the
formula allocations that were computed in the
MANAGEMENT ACCOUNTING /DECEMBER 1979

$956.670
$918,239
-.040

$432,459
$451,272
+ .044

$355,988
$361,847
+ .016

Formula
budgeting
provides insight
and interaction
in the college
budgeting
process.

$2.337,585
$2,337,585
0.0

previous sections of this article. The formula data
used as a comparison is the normalized 18 -run
average derived in Table 3.
Why the Variances?
What could explain the variances between formula and actual allocations? First, the allocation
program has a major weakness in that it considers
only two important factors in the allocation process, student credit hour production, and indirect
cost earnings. Other research, instruction, and
service measures of productivity have not been included in the formulae. Second, sample values
were assigned to program variables in arriving at
the run averages in Table 3. A different combination of values would generate different allocations.
The formula budget totals, however, are a good
approximation and test of the final allocation. It
lends credibility to the college allocation process
by comparing actual distributions to a formula
method, and provides a mechanism to input statistical data into future distributions. It allows for
that "all important" interaction process in budgeting.
Decision making on the allocation of fiscal resources can be assisted through the formula budgeting technique. Using the computer as a tool in
the budgeting process, the college dean and the
various department heads can interact with instruction and research data bases. Using only student credit hour production (SCHP) and indirect
cost earnings as the formula statistics will limit
the allocation process. Other factors such as service activities, research volume, publication and citation indices could therefore be considered in developing this formula budgeting method. Formula
budgeting is not a true tested method of fiscal allo49

cations. Rather, its value rests in the insight it
provides and the interaction it allows in the budgeting process. Departmental data can be analyzed objectively without eliminating the subjec-

tive decision- making process.

❑

1 Data published by the National Center for Educational Slatisucs— Higher Educa.
tion General Information Survey. The HEGIS code is a statistical value for the full time equivalent students per full -time equivalent instructional faculty by instructional level and within an educational discipline.

Donald G. Eder (1903 -79)
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Donald G. Eder, NAA president, 1961 -62, died
on October 4.
Mr. Eder joined the Association in 1938, affiliating with the Youngstown Chapter in the year it
was founded. He served in several chapter posts
and was elected president of the chapter for 194243. This local service was followed by a term as
national director, 1948 -49, and as national vice
president, 1957 -58.
After his term as vice president, he expressed
his thanks for the benefits he had received as a
result of his service. "Whether my efforts helped is
a moot question, however, I have received many
benefits from the pleasant duties assigned to me:
new friendships have been made, a further understanding of the Association and its problems, and
a firm resolve to contribute to the further advancement of the Association in any way possible." A few years later members gave him another
chance to serve in a high post, this time as president.
Donald Eder was born in Stoneboro, Pa., where
he attended the local high school. Later he attended Spencerian Business College in Cleveland and

Y.M.C.A. Business College (now Youngstown
College) in Youngstown, Ohio.
Most of his business career was spent with the
Youngstown Steel Door Co., which he joined in
1944 as plant accountant and office manager. He
retired in 1969 as division controller of the company's Railroad Division. He also was employed
by the Chandler Motor Car Co., Youngstown
Municipal Railway Co., and Youngstown Sheet &
Tube Co.
He was active in various community functions,
including the Chamber of Commerce, Community Chest, Red Cross and Legal Aid Society. He
also was a member of the Stuart Cameron
McLeod Society.
Even though he was retired, Past President
Don Eder still demonstrated a continuing interest
in NAA activities, He attended several annual
conferences and local chapter functions. (The
name of the chapter recently was changed to the
Greater Youngstown Area Chapter.)
Don Eder had many friends in the Association
which he served so well. Those who knew him
will miss his loyalty and dedication.
❑
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Are Multinational
Liquidity Models
Worth Their Cost?
There is a need to develop models which support
an information system rather than those which produce
optimal allocation decisions.

By Robert L. Hunter, Gary M. Cunningham,
and Thomas G. Evans
As multinational corporations (MNCs) have increased the scope and complexity of their operations, the need for liquidity management systems
has become increasingly apparent. The aftermath
of FAS No. 8 on foreign currency translation and
subsequent studies on foreign exchange risk management indicate that MNCs are increasingly
seeking to use these systems to control and use
corporate funds effectively throughout the world.
Other goals may be to control reported foreign
exchange gains and losses, maximize liquid assets
held at the home office, and minimize taxes.
The conditions which affect liquidity management are complex and constantly changing: exchange rates float, interest rates fluctuate, and
many taxation procedures apply to earnings no
matter where collected or distributed. The task is
to design a fully integrated liquidity management
system flexible enough to meet the conditions of
the international operating environment.
Intuitively, a centralized liquidity management
system for MNCs would seem to be a fruitful area
to apply operations research modeling techniques.
Recent studies by Robbins and Stobaugh,' and
Shapiro,' among others, have been devoted to this
end. There is no indication, though, that MNCs
are adopting such models in large numbers. A
MANAGEMENTACCOUNTING/DECEMBER
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1974 survey by Dallenbach' showed that an estimated 74% of the companies surveyed were
aware of optimization models for international
cash management. However, only 12% had made
a formal analysis to adopt such models, and only
7% had one in use! Furthermore, Evans, Folks,
and Jilling' found that 93.9% of the respondents
to a question on this issue stated that they have
not attempted to develop formal mathematical
forecasting models for exchange rates. This is additional evidence of the very limited acceptability
of formal mathematical models in multinationals
today.
Based on these results we can anticipate the arguments that the proper model has not been developed and that someone will eventually develop
one with the scope and flexibility to permit implementation. In this article, though, we develop a
counter argument. By examining liquidity allocation devices and other factors related to models
themselves, we question whether mathematical optimization models can ever achieve the returns expected.

Robert L. Hunter is a
staff accountant with
the Charlotte, N.C.,
office of Deloitte,
Haskins & Sells and
holds a master of
accountancy degree
from Virginia
Polytechnic Institute
and State University,

Liquidity Allocation Devices
MNCs realize significant operating advantages— including that of liquidity allocation —over
domestic enterprises through their ability to tap
differences among countries through a network of
operating subdivisions in these countries.' The dis51
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cussions in the literature of liquidity allocation devices have not always given adequate attention to
such factors as bounds on their use and limitations imposed by host country environments.
Some of the major devices to allocate liquidity
over the network are discussed below in order to
determine inputs that would be required in an
allocation model. Many of the inputs, such as exchange rates, tax rates, and interest rates, are obvious and are not mentioned further. Instead, attention is given to those factors which have not
always been adequately covered in model
formulation.6
TRANSFER PRICES
In terms of volume, the transfer price device is
the primary method of allocating liquidity in
MNCs. This device is highly flexible because it
can be used to transfer cash and reduce exchange
risk. From another viewpoint, transfer prices are
also useful exchange risk management tools. According to Jilling and Folks,' exchange risk management attempts to incorporate potential exchange rate changes into both the operational and
long -range planning processes of the multinational. A wide range of conceptually defensible transfer prices exists between a lower bound of marginal cost and an upper bound of fair market price.
The use of this device is limited by production and
storage levels in the transferring and receiving
countries. However, MNCs have the ability to adjust these levels to some extent to meet liquidity
allocation needs. As a result, interactions between
a liquidity allocation model and the production
planning system would be required.
Transfer prices also can be used by MNCs to
lower taxes by shifting taxable income between
countries. However, a tax reduction goal may
conflict with liquidity allocation goals because a
transfer of cash virtually always requires a shift of
taxable income, and vice versa. For example, the
transfer of cash from a weak currency country to
a stronger currency country may also cause a corresponding shift of taxable income to a higher tax
country. This tax consequence is an indirect cost
of the device, and an allocation model would be
required to make an optimal trade -off between allocation benefits and tax benefits.
Until fairly recently, MNCs usually had considerable freedom in setting transfer prices. However, government tax authorities increasingly have
applied restrictions on the use of this device and
have even imputed transfer prices for tax purposes. Protracted negotiations may be required with
the result that the transfer price to be used for tax
purposes would not be known at the time a model
is run. Also, tax authorities of the two governments involved may impute different transfer
prices for the same transfer. As a result, the model
may have to recognize transfer prices to determine

tax effects that differ from those used to determine
the cash transfer.
In addition to tax consequences, other factors
at times limit the transfer price device. Monetary
authorities of some countries monitor transfer
prices in order to control the outflow of cash. In
order to use the transfer price device to allocate
liquidity, concessions may be necessary in other
operating areas. Also, as discussed by Cunningham,' transfer prices affect the externally reported
financial statements of operating subdivisions of
MNCs. Because of the potential adverse effect on
reported profits, concessions may be necessary to
host country shareholders and creditors. Liquidity
allocation models must necessarily recognize these
additional limitations and costs of concessions.
As part of their FASB- sponsored study on the
impact of FAS No. 8 on foreign exchange risk
management, Evans, Folks, and Jilling asked executives of 156 MNCs to indicate their overall use
of 21 exchange risk management techniques and
to evaluate the usefulness of each. The results
from this study provide evidence of the decline in
the use of transfer prices: only 28.8% of the respondents indicated that they use transfer prices
in exchange risk management, and transfer prices
were only given a satisfaction rating in the lower middle range.
INTRASYSTEM ACCOUNTS RECEIVABLE
AND PAYABLE
Although not a major means of transferring
large quantities of cash between countries, intrasystem accounts can often be used to allocate
liquidity. By denominating accounts in hard currency, MNCs reduce exchange risk, and by accelerating or deferring payments, liquid assets can be
concentrated temporarily in countries where need
exists. The FAS No. 8 study found that_ 71.2% of
the firms surveyed indicated that they used the
technique of leading and lagging intracompany receivables and payables. This was the fifth most
popular exchange risk management technique and
it was given a high satisfaction rating. However, a
much smaller number of firms (only 41.7 %) indicated that they used the practice of netting exposure with exposures in other currencies, and this
also received a low satisfaction rating.
The volume of sales between operating subdivisions sets a bound on the use of this device. Thus,
interaction of a liquidity allocation model with
other operating systems is required. The amount
of the transfer price also sets a bound on the use of
intrasystem accounts and may require the model
to make trade -offs. A major constraint on the acceleration of payments is controls imposed by
monetary authorities of host countries from time
to time. In countries with chronically weak currencies, MNCs may be required to establish standard policies for payment of intrasystem accounts
MANAGEMENT ACCOUNTING /DECEMBER 1979

that are acceptable to the authorities. Customary
payment terms in some areas, such as in the European Economic Community, also limit the flexibility of this device.
Even though limitations may at times effectively eliminate the use of intrasystem accounts as a
means to allocate liquidity, inputs to a model
would still be required. Intrasystem account payments require the payment of cash, and these payments may affect the use of other devices. Also,
the currency denomination of the accounts affects
exchange exposure which may require other devices for protection.
DIVIDENDS
When operating subdivisions declare and pay
dividends, cash is transferred from a host country
to the parent company in the home country (or to
a regional holding company in a third country
with essentially the same effect). The Evans,
Folks, and Jilling study found that the acceleration or deceleration of subsidiary dividend payments was the second most frequently used exchange risk management technique (used by
82.7 %) and that this technique was rated fourth
in overall satisfaction.
When an operating subdivision is new or expanding, it is generally preferable to retain earnings locally. Once the subdivision is established
and profitable, though, dividend payments can be
used to transfer large quantities of cash to be reallocated by the parent company. Therefore, one
input to an allocation model would be the development stage of the operating subdivision. Most
governments monitor dividend payments of operating subdivisions of MNCs and object if the multinational corporation appears to be milking its
local operation. Therefore, MNCs tend to establish dividend policies acceptable to the governments. These policies represent constraints which
must be recognized in a model.
A major cost of this device to be recognized in a
model is the amount of dividends that must be
paid to host country shareholders of the operating
subdivision when dividends are paid to the parent
company. Also, local shareholders may demand
dividends when a cash transfer to the parent company is not beneficial, thus requiring a model constraint. In lieu of such dividends, though, the
MNC may be able to make concessions to local
shareholders. The cost of the concessions must be
entered into the model in order for it to make an
optimal trade -off.
INTRASYSTEM DEBT
Loans from the home office to an operating subdivision, and from one operating subdivision to
another, are often effective liquidity allocation devices in MNCs. Cash can be transferred by the
loan itself and by setting the interest rate. By esMANAGEMENT ACCOUNTING /DECEMBER 1979

tablishing repayment terms, liquidity can be concentrated in needed locations; by setting the currency denomination of the debt, exchange risk can
be reduced. Also, interest payments do not require
corresponding payments to local shareholders.
Evans, Folks, and Jilling found that the practice
of rescheduling intracompany debt payments was
used by 58.8% of the firms surveyed and given a
middle satisfaction rating.
Host country governments, particularly in developing countries, tend to look favorably on intrasystem debt as a means to finance local operations of MNCs because limited local capital
sources are left to developing local enterprises.
Governments are also more inclined to permit interest payments on bona fide intrasystem debt
than other allocation devices. However, host
country governments typically require the MNC
to -have a sufficient equity investment in a local
subdivision to demonstrate a continuing commitment to support its operations. Therefore, the equity -debt ratio of the MNC's investment in an operating subdivision would be required as an input
to an allocation model. Host country governments
also look unfavorably on intrasystem debt which
is a disguised equity investment designed primarily to provide tax and liquidity allocation advantages to the MNC. Although interest rates and
repayment terms can be varied, they must fall
within limits which are sufficient to maintain the
legitimacy of the debt. These limits also provide
constraints required in a decision model.
Intrasystem debt agreements also affect the reported profits and financial position of the operating subdivision and may adversely affect the perceptions of host country shareholders and
creditors. Concessions may be required to local
interests, such as additional dividends and higher
interest rates on local debt, requiring additional
inputs to an allocation model.
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ROYALTY PAYMENTS AND MANAGEMENT FEES
Fees paid to the home office (or possibly to another operating subdivision) for the use of technology, patents, product designs, and services rendered are often effective means to transfer cash
out of operating subdivisions. While host country
governments generally recognize the validity of
these payments, they monitor them closely for
perceived abuse. As a result, timing of payments,
rates, and computational bases are established and
maintained. If abuse is perceived, governments
may restrict the use of other devices. Although
this device is limited in flexibility and in the volume of funds that can be transferred, it must be
included in an allocation model because cash is
being transferred. Because royalty payments are
typically based on sales price and volume, they
would be interrelated with the transfer price and
intrasystem accounts devices. In addition, royal53

ties and management fees affect reported profits of
local operations which may lead to constraints.
EXTERNAL FLOWS

Financial
managers
should be able
to allocate
liquidity as
effectively as a
model —but at
a much lower
cost.

In addition to intrasystem devices, external uses
and sources of cash represent useful allocation devices. The primary external use of cash is short term investments. These investments can be made
when the investment return provides the greatest
benefit for the use of the funds. They can also be
made when constraints on intrasystem devices
preclude the transfer of temporarily excess funds
through the system. A limiting factor would be
the attitude of local shareholders who may have
other preferences for the use of the cash, such as
payment of dividends.
External sources of cash are primarily debt
which may be borrowed in the home country of
the parent company, from an international banking network, or from host country sources. Evans,
Folks, and Jilling found that multinationals have
been paying a great deal of attention lately to their
oversea borrowing patterns. They found that the
most popular exchange risk management technique was the practice of increasing foreign borrowing levels in a currency and that this technique
received the highest satisfaction rating. The practice of decreasing local currency borrowing levels
ranked fourth in terms of overall use and received
a high satisfaction rating.
When funds are borrowed from a home country
bank or international banking network, individual
or system -wide compensating balances are often
required. When funds are borrowed from host
country sources, compensating balances are not
usually required, but parent company quarantees
are common. Indirect costs and constraints associated with compensating balances and guarantees
are necessary inputs to an allocation model. External debt also affects the reported financial position and equity -debt ratio of operating subdivisions and could thereby limit the use of other
devices. Conversely, other devices affect the financial position and equity -debt ratio and could limit
the use of external debt. Model inputs would be
required to make necessary tradeoffs.
MNCs also might invest funds generated in one
country in another or borrow funds in one country for use in another. However, Evans, Folks,
and Jilling found that the exchange risk management practice of using third - country financing
sources or investment opportunities was popular
at only 36.5 % of the firms and was given only a
lower- middle satisfaction rating. Among other
reasons, local governments often object to such
fund transfers, and these objections are additional
constraints.
HEDGING

Strictly defined, hedging represents the pur54

chase of a forward exchange contract to establish
an exchange rate on a known future transaction
requiring conversion of currency. In a broader
sense, hedging implies matching monetary assets
and liabilities denominated in the same currency
unit to reduce exchange exposure. In this broader
sense, hedging involves a host of internal and external allocation devices, including forward exchange contracts. Hedging is an extremely complex process, and separate hedging models have
been developed. If liquidity is to be allocated optimally, however, hedging models would necessarily be submodels in a larger allocation model and
would have to be changed whenever the larger
model is changed.
The usefulness of forward contracts has been a
hotly debated topic in foreign exchange risk management. Evans, Folks, and Jilling found that, except for the practice of increasing borrowing levels
in a currency, forward contracts generally have
the highest usage level and satisfaction rating of
all exchange risk management techniques. In addition, the response to their survey indicated that
multinationals have begun to use forward contracts more extensively since January 1, 1976, and
that the volume of their forward contracts has expanded substantially since that date as well.
A hedging technique which is not often considered is the balance of monetary items involving
two or more currency units. For example, exposed
monetary assets in one currency can often be
hedged by creating a liability in another currency
unit when their exchange rates move in a similar
manner. Such hedges may be less costly than
hedging with the same currency unit. They can
also be used when constraints on allocation devices preclude hedging in the same currency unit.
Therefore, optimal liquidity allocation would require functions in a model to recognize the possibility of multiple currency hedges.
Another major factor affecting hedging is the
definition of exchange exposure. Because of foreign currency translation procedures, accounting
exposure does not necessarily represent economic
exposure. In fact, more than 67% of the Evans,
Folks, and Jilling firms surveyed reported that
they do develop and report alternative exposure
measures for management's use in addition to the
FAS No. S exposure measure. As reported by the
media, many multinationals hedge their accounting exposure even when economic exposure is not
affected or is affected adversely. Evans, Folks, and
Jilling reported that on balance, more firms indicated that they used forward contracts to cover
accounting exposure since January 1, 1976, than
did so before that date. Such hedging is perceived
as necessary because of possible adverse reaction
in home country capital markets. Therefore, liquidity allocation models would require inputs
about both the accounting and economic expoMANAGEMENT ACCOUNTING /DECEMBER 1979

ASSUMPTIONS OF MODELS
Liquidity allocation models usually assume that
allocation devices are substitutable. However, as
discussed above, the devices vary considerably in
flexibility and in the volume of funds that can be
transferred. As a result, as indicated by the Evans,
Folks, and Jilling study, definite preferences for
their use exist, and these preferences change over
time. Therefore, these devices cannot be realistically viewed as substitutable. Model functions
which reflect these preferences would have to be
changed continuously if liquidity is to be allocated
optimally. In addition, many devices have a considerable amount of friction associated with them.
For example, dividend, royalty, and management
fee policies are not easily changed once they are
established. This friction also limits substitutability and requires model constraints.
Another assumption of allocation models is
that variables affecting allocation devices are independent, at least over the short term. However, as
discussed above, allocation devices are highly interrelated so that the variables cannot realistically
be viewed as independent. Some of the interrelationships, such as those between transfer prices
and intrasystem accounts, would be critical to the
model and must be included in model formulation. Others, such as multiple currency hedges,
are not critical and could possibly be ignored with
resulting suboptimization. These relationships
change rapidly and would require frequent model
changes.
Yet another assumption of most models is that
cost functions are linear. In many cases, piecewise
linear approximations can be made for nonlinear
functions. However, many liquidity allocation
costs, particularly indirect costs, do not follow
predictable patterns so that piecewise approximations would be at best difficult. Instead, constraints may have to be built into models to limit
uses of devices over ranges where costs cannot be
approximated linearly, with resulting suboptimization.
With the introduction of the preferences, interrelationships, and constraints just described, an
extremely large and complex model would result.
Numerous iterations would be required to obtain
a solution, and a high probability exists that the
MANAGEMENT ACCOUNTING /DECEMBER 1979

UNCERTAINTY AND RISK
Most models can tolerate small amounts of uncertainty. However, many of the parameters
which affect the liquidity allocation of MNCs are
highly uncertain. Mathematical programming
techniques involving probability distributions are
available to handle uncertainty to some extent.
These techniques, though, would further increase
the complexity of the model and thereby reduce
the likelihood of obtaining a single unique solution. Also, the costs of obtaining information to
develop probability distributions would increase
the costs of the model and thus reduce the returns
to be achieved.
Mathematical models are also limited in their
ability to effectively handle risk. Yet considerable
risk is associated with many of the devices used to
allocate liquidity in MNCs, and these risks are
highly interrelated. The willingness of multinational corporation managers to tolerate risk is
highly subjective and varies among countries and
over time. Mathematical techniques involving
utility functions are available to treat risk in allocation models. However, these techniques also increase the complexity of the model and require
costly information gathering with a resulting reduction of returns.
Because of uncertainties and risks, many of the
inputs to a model must be reformulated every
time a model is run. The length of time required
to gather information, formulate the inputs,
the model, and perform sensitivity analyses
sets the minimum limit on the planning horizon of
the model. The costs of formulating and running
the model also seta minimum limit on the planning horizon. The length of time over which reasonable estimates of probability distributions and
subjective utility functions can be developed sets
an upper limit on the planning horizon. The minimum period must necessarily be relatively long,
and the maximum period relatively short. Finding
an optimal planning horizon between the two limits is at best difficult and may be impossible.
Therefore, an arbitrary planning period may be
necessary with resulting suboptimization.

of transfer
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exchange risk
management
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In addition to factors affecting liquidity allocation devices directly, several other factors relate to
the models themselves. Many of these factors are
assumed not to matter in model formulation or
are given only limited consideration. Let's examine some of these factors to determine their effect
on ultimate returns to be achieved by models.

fine

Other Factors Affecting Models

model at times would give no solution or multiple
solutions. Refinements necessary to yield a unique
solution would increase the cost of developing the
model and increase the likelihood of a suboptimal
solution.

tune

sure, the costs and benefits of hedging both exposure, and functions to make necessary trade -offs.

Allocating Liquidity Effectively
In order for an optimal liquidity allocation
model for MNCs to produce the returns expected,
the benefits from the model must be sufficient to
offset the high costs of developing and implementing the model. We have shown that such a model
must be extremely complex if it realistically reflects all the liquidity allocation devices, limita55
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of MNCs. Research to develop the models has revealed much useful insight into the allocation
process. Such models as that developed by Robbins and Stobaugh could be used to formulate and
refine heuristic rules. Nonoptimizing models
might be used to process subsets of related data
and to filter inputs into the information system.
We feel there is a need to develop models which
support an information system, rather than those
which produce optimal allocation decisions.
❑
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tions on their use, and the interactions among
them. If methods to treat uncertainty and risk are
introduced, both the complexity and cost are further increased. The question posed by this article
cannot be answered with certainty —much additional empirical research would be needed in order to do so. However, it is very doubtful that
optimal liquidity allocation models can ever
achieve the returns expected because benefits are
uncertain and decrease as the model becomes
more complex. Furthermore, many benefits from
liquidity allocation result from negotiations with
governments and the intuition of financial managers; these factors do not lend themselves to modeling. Instead, with an adequate information system
providing the same inputs required by a model,
heuristic management rules, and intuition gained
from experience, financial managers should be
able to allocate liquidity as effectively as a model —but at a much lower cost.
This conclusion does not imply that past research has been fruitless nor that mathematical
models have no role in liquidity allocation systems
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Beyer Medal Winners:
Anderson, Dlugash, Whittington
Three NAA members will receive the Robert
Beyer Gold, Silver and Bronze Medals for their
performances on the June 1979 Certificate in
Management Accounting examination.
John J. Anderson, associate professor of accounting at the University of Missouri -St. Louis,
achieved the highest scores of those completing the exam and will be presented the Beyer
Gold Medal. He is a member of the St. Louis
Chapter,
Brian D. Dlugash, accounting policy administrator for the National Semiconductor Corp. in
Sunnyvale, Calif., placed second and will receive the Beyer Silver Medal. He is a member
of the San Jose Chapter.
O. Ray Whittington III, assistant professor of
accounting at San Diego State University, won
the third -place Bronze Medal. He is a member
of the San Diego Chapter.
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The Beyer Medal winners were announced
by the Institute of Management Accounting
which conducts the CMA examination twice a
year in June and December. The IMA also released the names of nine other candidates for
the certificate who will receive Certificates of
Distinguished Performance for their outstanding grades. They are:
Michael D. Dirmeier, Georgetown Consulting
Group, Glen Ridge, N.J.
Arnold C. Hahn, Ernst & Whinney, Fridley,
Minn.
Michael J. Hiemstra, McLouth Steel Corp.,
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Detroit, Mich. He is a member of the Detroit
Chapter.
Mark K. Murphy, Price Waterhouse & Co.,
Peoria, III. A member of the Peoria Chapter.
Jean -Marc F, Perraud, Schlumberger Limited, Darien, Conn.
S. Herbert Rubin, Clarkson College, Potsdam, N.Y. He is a past president of the Rochester Chapter.
Mark A. Vander Veer, Evans Products, Portland, Ore.
Jeffrey C. Walker, Arthur Young & Co., Houston, Tex.
Donald R. Zook, Messiah College, Grantham, Pa. A member of the Harrisburg Area
Chapter.
Gold Medal Winner John J. Anderson was
graduated from the University of Wisconsin
with a BBA degree and earned a Ph.D. from the
University of Wisconsin- Madison. After working
in public accounting for three years, Dr. Anderson began his teaching career.
Mr. Dlugash holds a B.S. degree in economics, with a major in accounting, from the University of Pennsylvania and an M.S. degree in accounting from the Wharton Graduate Division
of the University. Mr. Dlugash worked in public
accounting before holding his present position
and decided that passing the CPA exam and
earning the certificate was a good motivator.
When he joined National Semiconductor he
found that no one in the company had taken
the CMA exam. He wanted to upgrade his professional status so he joined the IMA program
and now hopes more in his company will do the
same.
Dr. Whittington holds a BBA degree from
Sam Houston State University, an M.S. degree
in accounting from Texas Tech University, and
a Ph.D. degree in business administration, with
a major in accounting, from the University of
Houston. Dr. Whittington also worked in public
accounting before starting his teaching career.
The Gold, Silver and Bronze Medals awarded to the applicants achieving the three top
scores on the examination are sponsored by
Touche Ross & Co. They were established to
honor the late Robert Beyer, former managing
partner of the firm and a past national NAA
president. The awards will be presented at the
Annual Conference in New Orleans June 1518, 1980.
NAA established the CMA program in 1972
to meet the needs of business and the academic community for professional competency.
To earn the Certificate, a candidate must pass
all five parts of the exam and meet professional
experience requirements. When the June candidates meet this requirement, they will receive
their Certificates.
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Return on Investment
Standard Costs
Zero -Base Budgeting

Our company is updating the policies
and procedures manual. Please send us
books or articles that provide guidelines,
suggestions and formats.
Please send us data pertaining to
transfer pricing in decentralized multinational firms.
I'm a public accountant and would
like to update my knowledge on noncertified accountants' legal liability and
limitations of responsibility. Can you
help me?
These are just a few typical questions
members and nonmembers ask NAA's
Library and Technical Services every
day. On hand to help NAA'ers is Stan
F. Stec, manager of Technical Information Services.
Mr. Stec's job is to help members
who call or write in with technical accounting inquiries. His background is in
management accounting, and he is thoroughly familiar with current accounting
practices and literature. He offers his
expertise, supplemented by technical
references, to accountants looking for
help on specific problems. He cannot
act as a consultant on individual problems in competition with other members in the field, but he will help with
almost any accounting- related question.
Ellen Shappe, manager of Library
Services, heads the core of the technical
"data base" —the library. The library
contains more than 150 trade association accounting manuals, 7,000 bound
volumes and more than 160 periodicals
in the fields of accounting, data process58

Ms. Ellen Shappe and Stan Stec.They answer members' questions.
ing, financial management and business related subjects. Moreover, the department acquires between 75 and 100 new
books monthly.
Most of the books are available to
members on a two -week loan basis, and
copies of articles are furnished at a
nominal fee for photocopying.
To help members find the latest information on popular topics, Ms. Shappe
and her library staff have put together
25 bibliographies which are free upon
request. A few of the topics are:
Accountancy as a Profession
Behavioral Science
Certificate in Management Accounting
Foreign Operations
Inflation Accounting
Management Compensation
Operational Auditing
Productivity Measurement

The library also publishes a useful
guide to industry accounting practices
suggested by trade associations and government sources. Industry Accounting
Manuals is available from the Special
Order Dept. for $3.95.
Over the last year the library has expanded its services to include a program
to help members purchase books for
personal or professional use. Through
this new Management Accounting Book
Service, members may buy, at their usual 10% discount, any business- related
book published by these companies:
American Management Associations
CBI Publishing Co.
Dow Jones - Irwin, Inc.
R.D. Irwin, Inc.
McGraw -Hill Book Co.
Prentice -Hall, Inc.
John Wiley & Sons, Inc.
Suggested selections appear in MANAGEMENT ACCOUNTING along with a
coupon and instructions for ordering.
For those members who want to set
up their own management accounting
library, there is a publication called The
Bookshelf, a 64 -page booklet which lists
recent books in a number of accounting
and accounting- related fields. It includes prices and addresses of publishers and is priced at $2.95.
In addition, Ms. Shappe publishes a
Monthly Acquisitions List of new materials that the library has available for
loan to members upon request.
Answers to accounting problems seldom are simple or clear -cut. Often the
best assistance is to point the questioner
in the right direction, avoiding the wasted time and effort that might have been
spent in unorganized research. Ellen
Shappe and Stan Stec are suited by
training and experience to help you with
your problem by pointing out references
in the literature, giving technical information or directing you to another organization that might have the information.
If you need any help on a technical
problem, or NAA's Self -Study Program, write or call Stan Stec (212)7549763. For book orders, bibliographies or
requests for specific publications on a
loan basis, call Ms. Shappe (212)7549736 or 37.
0
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BOOK SERVICE

THE MANAGERIAL AND COST
ACCOUNTANT'S HANDBOOK
by James Don Edwards and Homer A. Black,
eds.
Based on the experiences of 75 accounting authorities, the book emphasizes practical guidance to problem solving. Some areas included
are cost accounting background and concepts,
common elements of cost accounting, managerial accounting methodology, and emerging
trends and challenges In managerial and cost
accounting,
Dow Jones -Irwin
1,100 pp.

1979
$37.50

FAMILY SECURITY THROUGH ESTATE
PLANNING
by Arnold D. Kahn
This practical guide incorporates all the sweeping changes in federal estate and gift tax laws
that resulted from the Tax Reform Act of 1976.
Written in clear, easy -to- understand language,
it provides the tools to take advantage of the
tax- saving opportunities made possible by the
new law.
McGraw -Hill Book Co.
198 pp.

1979
$10.95

ORGANIZATION PLANNING MANUAL
(revised edition)
by Joseph J. Famularo
In this book, 500 selected businesses contributed vital planning data on their organizations.
Over 100 different plans representing every
field and every size business are included in
the manual. In addition, the author includes 125
sample job descriptions and illustrates how to
develop and write position descriptions.
AMACOM

1979
$27.95

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.)

Here is an improved system of financial and
cost controls that will improve your firm's current performance and profit picture. Each chapter contains systems of control for every area
of cost and shows you how to recognize and
maintain the effectiveness of those controls.
Prentice -Hall, Inc.
216 pp.

ting up the auditing department and conducting
an audit of a line unit to submitting a final report
to top management.
AMACOM
317 pp.

1972
$19.95

ACCOUNTING DESK BOOK (6th edition)
by William Rehrenfeld
This book serves as a handy, portable reference to the latest financial accounting and reporting standards and procedures. Divided into
three sections, the book provides comprehensive coverage of accounting, taxes and management. It also contains numerous illustrations and case studies.
Institute for Business Planning, Inc.
480 pp

1979
$34.95

RETAIL ACCOUNT ING AND FINANCIAL
CONTROL (4th edition)
by Louis C. Moscarello, Francis C. Grau and
Roy C. Chapman
Directed to everyone concerned with retail accounting and management, this authoritative
guide provides reliable help on the interrelated
problems of retail accounting methods and procedures, financial and operating controls, and
specialized tax planning. Tax planning and procedures are discussed in detail, and the examples and illustrations, forms, formulas and tables ensure the book's use as a working manual as well as guide.
John Wiley & Sons
520 pp

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.
Prentice -Hall, Inc.
560 pp.

ACCOUNTING REPORTS FOR
MANAGEMENT
by Charles Mott

1976
S26.50

1979
$32.95

CONSTRUCTION ACCOUNTING
by James J. Adrian
The biggest and most profitable construction
companies have one thing in common —a solid
accounting system. In this single volume are all
those techniques that can develop a company
into a big profit maker.
Reston Publishing Co
360 pp.

1979
$21.95

SUCCESSFUL SMALL CLIENT
ACCOUNTING PRACTICES
by Carl S. Chilton, Jr.
An invaluable handbook for accountants who
have or who are planning to have small businessmen as their clients, this book covers all
aspects of serving small clients. The author
draws from his experience to help you.
Prentice -Hall, Inc.
221 pp

1976
$32.95

PRICING: MAKING PROFIT ABLE
DECISIONS
by Kent B. Monore
This book is designed to provide the reader
with a framework for making pricing decisions.
It synthesizes economic and marketing principles with accounting and financial information
to provide a basis for analyzing pricing alternatives within legal and corporate constraints.
McGraw -Hill Book Co,
286 pp.

1979
$15.95

NAA MANAGEMENT ACCOUNTING BOOK SERVICE
Quantity

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

Total

1979
$22.00

HOSPITAL ACCOUNTING SYSTEMS AND
CONTROLS
by Nitin H. Mehta and Donald J. Maher
This handbook shows you how to cope with the
most critical fiscal problems facing the hospital
accountant today — namely, controlling operations within budgeted guidelines, improving
cash flow, and pinpointing significant deviations
between actual and planned operations. It also
contains tables, forms and graphs.
Prentice -Hall, Inc.
272 pp.

Member Acct No.
SHIP TO:

A how -to manual packed with detailed, easy -tounderstand instructions on everything from setMANAGEMENT ACCOUNTING /DECEMBER 1979

)

S ub t o t a l . . . . . . . . . . . . . .
Add Postage and Handling.
$2.rbook, Ath Cl Book Rate
13$wks dehv.)

1977
$32.95

OPERATIONS AUDIT ING
by Roy A. Lindberg and Theodore Cohn

Subtotal . .
Less 10% Discount

$3 /book UPS (2 -3 wks deiry )
PAYMENT MUST ACCOMPANY ORDER

T O T 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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People in the News

At Detroit Chapter's 24th Energy Seminar, President R. Lee Brummet
(left) addressed m ore than 160 m embers and nonmembers
attending. Above, I. -r., are: Past National President Firman Hass;
John Szafranski; Timothy O'Hara; Russ Mayottee; National Vice
President Ray Leutz and wife, Donna, and Rex Schuette.

He is a member of Los Angeles
Way Joins American Express
Alva O. Way, president of the Financial
Accounting Foundation, has joined the
American Express Company as vice
chairman and member of the executive
office. He also is a member of the board
of directors and chairman of its finance
committee. Mr. Way, 50, succeeds Roger H. Morley, former president of
American Express, who left in a top -level management realignment to pursue
other ventures. His title was retired.
Mr. Way, a former senior vice president
at General Electric Co., is a member of
the New York Chapter.
Promotions and New Positions
B. Lamar Burke, Augusta past president, was promoted to division controller, Industrial Div., Rexham Corp... .
James F. Grubbs has been named treasurer of Columbia Nitrogen.
William F. Eberthart , Jr., Baltimore,
has been promoted to manager, systems
planning and inventory control, for the
controller's function of the Grocery
Products Div., McCormick & Co.
Ronald L. White, Beverly Hills, Calif.,
has been elected executive vice president- finance and director of Roxbury of
America, Inc., which licenses and operates Uncle John's Family Restaurants.
60

J . F . Laseter, Jr., and Stephen Cole,
Charlotte, N.C., have been named to
new positions in their companies. Mr.
Laseter is executive vice president at
Radiator Specialty Company and a
member of the Charlotte Blue Chapter.
Mr. Cole is a controller for the Home lite Division of Textron, Inc. and is a
member of Charlotte Gold.
Robert L. Smith, Cincinnati, has been
promoted to controller of a Ralston Purina plant near Harrisburg, Pa.

*W Am

WAY
New York

Charles L. Mitsch, Dublin, Ohio, has
joined Wendy's International as director of internal audit. He is a member of
Northern Kentucky.
Thomas A. Kunkel, Elkhart, Ind., has
been promoted to controller of Barger
Box Corp. He is a member of the Elkhart Area Chapter.
Robert E. Nicholson, Foxboro, Mass.,
has been appointed manager of finance
and administration for The Foxboro
Co.'s Latin American operations. He is
a member of the Providence Chapter.
Gary L. Burton, Greenfield, Wis., has
joined Miller Brewing Co., as financial
control analyst. He is a member of the
Waukesha Area Chapter.

7a

WAANDERS
Indianapolis

Two Detroit members have been named
at Detroitbank Corp. E. A. Gene Miller, chapter past president, was elected
to the board of directors, and James R.
Waterston was elected executive vice
president
and
named
to
the
board.. .. Rex S. Schuette has been
named second vice president and assistant comptroller for the National Bank
of Detroit.

Walter W. Challenger, Jr., Hawaii, has
been named controller of the Princeville
division of Consolidated Oil & Gas,
Inc.... Ronald S. Hirashima has been
promoted to group vice president and
corporate controller for the corporate
control group of Servco Pacific,
Inc.... Stanley T. Maebori has been
promoted to vice president and controller for the automotive finance and control staff of Servco Pacific, Inc.... Ruth
Shiota is vice president, condominium
administration for Hotel Corporation of
the Pacific, Inc.
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James L. Freels, Jr., Hopkins, Minn.,
has been promoted to plant controller
for the Spicer Heavy Axle Division of
the Dana Corp. He is a member of Minneapolis Northstar.
William L. Waanders, Indianapolis, has
joined Wheaton Van Lines as vice president of finance and a member of the
board of directors.... Steven L. Wilk ening has been appointed controller of
Regency Electronics, Inc., and Danny
R. Ellis has been named controller of
Regency's subsidiary, Wilson Electronics, Inc., in Las Vegas.
David S. Baum, Janesville, Wis., has
been promoted to director, corporate
development of the Parker Pen Co. He
will be responsible for the planning and
implementation of the firm's acquisition
and growth strategies. He is a member
of the Milwaukee Chapter.
Kenneth R. Egger, Kingsport, Tenn.,
has been named assistant comptroller of
Tennessee Eastman Co. and five other
companies in the Eastman Chemical
Div., Eastman Kodak Co. He is past
president of East Tennessee Chapter.
Herbert E. Todd, Lansdale, Pa., has
been named vice president- controller at
American Olean Tile Co. He is a member of the Olean- Bradford Area Chap-

James J. Sweeney, Jr., Orlando, Fla.,
was named controller at White Laboratories, Inc. He is a member of the Mid Florida Chapter.
Ronald J . Comito, Philadelphia, Pa.,
has been named assistant vice president
of The Fidelity Bank. He is a member of
Delaware County Pennsylvania.
James S. Howard, Pittsburgh, has been
named vice president- finance for Pennsylvania Engineering Corp. He retired
from Wheeling- Pittsburgh Steel Corp.
after 30 years.... Brien Marsh was
named manager of corporate accounting, H. J. Heinz Co. ... Ad am S.
Monks has been named a partner with
Arthur Young & Co.
l

IS THERE A
DIFFERENCE
AMONG
RECRUITING
FIRMS?
Yes. In service, dependability
professionalism. At Foster McKay,
our standards reflect those
differences.
A high degree of sensitivity and
perception; an ability to recognize
and evaluate quality of skills,
adaptability, sell motivation, attitude.
In -depth Identification and
prescreening of candidates, beyond
the expected, until the assignment Is
completed.
The difference, then?
It's all In a name.

am 1-1
foster
MIT

KELSEY
Northstar

SHADE
OuincyArea

Thomas L. Shade, Quincy, Ill., has been
named president of Quincy Soybean
Company. He is a member of the Quincy Area Chapter.

William T. McDermott, Richmond, has
ter.
been promoted to partner at Ernst & ■
Paul J. Kelsey, Minneapolis, past presi- Whinney... Terry A. Fitzgerald has .
dent of Minneapolis Viking Chapter, has been appointed comptroller of Miller
been elected a senior vice president of Manufacturing Co.
Pillsbury Co.... Wesley G. Peterson,
Charles W. Duddles St. Louis, has been
also of Minneapolis, has been appointed
named vice president - controller of the
controller of Cardiac Pacemakers Inc.
Foodmarker Division of Ralston Purina
He is a member of Minneapolis Northand will be moving to San Diego.
star.
... Malcolm J . Klearman , St. Louis,
Andrew J. Michaels, Morristown, has has been named treasurer of Landmark
accepted the position of vice president - Bancshares Corp.
comptroller of W. R. Chestnut EngiSusan P. Finss, San Diego, has been
neering & Consultants, Inc.
named a senior accountant for the
Reid Henderson, New York, has been Wickes Corp.
appointed director of sales of Accusystems, responsible for marketing the Terry L. Mellberg, Sheboygan, Mich.,
company's computerized accounting has been elected vice president of manuservices.... Walter Stevens has been facturing and finance at Burger Boat
named director of finance for Victory Company, Inc. He is a member of the
Optical Mfg. Co., headquartered in Sheboygan Lakeshore Chapter.
Newark, N.J.
Elizabeth A. Fallis, Shelbyville, Ind.,
Arthur G. Hansen, Norwich, N,Y., has has joined Stokely -Van Camp, Inc. as
been named controller in the finance di- manager of profit planning in the frozen
vision of Norwich -Eaton Pharmaceuti- foods division. She is a member of the
cals. He is a member of Syracuse.
Indianapolis Chapter.
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Financial Specialists

535 Fifth Ave.,
New York, NY 10017 (212) 987.5750
30 Vreeland Road
Florham Park, NJ 07932 (201) 9511 -0909

11222 S. LaClenega Blvd.,
Inglewood, CA 90304 (213) 970.9600

• ■ ■t
This Is Not A
Fr an c hi s e - - . O n l y A
Phenomenal
Accounting
Opportunity

■
.

Th e PBS p r o g r a m has en j o y e d
tremendous success and prof i table
growth througgh our nationwide family of
successful affiliates From California to
New York. accountants have established
their own accounting, bookkeeping and
tax pr ac ti ce s, st r e a ml i n e d b y o u r o w n
co mp ut e r s y s te ms .
Your to tal inv estment of $8500 includes. 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
t o 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 lusi ve sales pac kage, inc ludi ng
p r o j e c t o r and f i l m to h e 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"

gives you ns tant, prof es s io nal
consultation on all phases of your
practice.

For more information and i sampple
startup kit, call now, toll free, 600/6389390 n Maryland, call 301/727 -1800.

P

Tom Mor r i s, I I I, V.P. D evelopment

Professional Business Systems
Co., Inc.
Suite 253
World Trade Center
Baltimore, Maryland 21202
P " 0 1,110GOU=u.

alt
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John M. Timmons, Jr., Sioux City, has
been promoted to treasurer of Terra
Chemicals International.
Frank Wentz, Stockton, Calif., has been
named controller at A & A Tool Rental
Sales, Inc. He is a member of Stockton
Area.
Joseph R. Coates, Sunnydale, Calif.,
was named vice president of finance for
Nanometrics, In c. H e is a m em b er o f
San Jose.
Richard B. Mah a n y , Titu sville, Pa.,

Through OFF Campus
Independent Study without
class attendance.

Law Grads qualify
for CA. Bar Exam

Phone Toll Free
1- 800 - 535 -7850
or write

SOUTHLAND UNIVERSITY
203 Carondelet St., #1003
New Orleans, LA. 70130

controller of Pennbank, has been named
to head the bank's financial department.
He is a member of the Northwest Keystone Chapter.
Richard M. Eddy, Toledo, is director of
accounting and financial information
services for the corporate controllers'
area of Owens - Illinois, Inc.. .. David
R. Girkins has been named controller at
Seidel- Farris - Clark, Inc.... Gregory A.
Hendel has been named a partner with
Peat, Marwick, Mitchell & Co.... Susan F. Jeng is assistant controller of
Toledo Plant No, 1, Doehler -Jarvis
Casting.... Kenneth Kosinski is now
controller at Toledo Die & Mfg. Co.
Donald E. Kuehl and Robert P. Poth of
Watertown, Wis., have joined Brandt,
Inc. as financial analyst and tax manager, respectively. Mr. Kuehl is a member
of the Milwaukee Chapter, and Mr.
Poth is a member of the Waukesha Area
Chapter.
Authors
Adolph Lurie, New York, has written
Business Segments: a Guide for Executives and Accountants, which tells how
■

The franchise
0

for executives,
Looking for a business of your own that's
a bigger challenge than burgers, fried chicken
or a muffler shop? Look into General Business
Services.
In just a few short weeks we'll train you
to become a professional counselor to small
businesses. The franchise fee? $15,000. You'll
be your own boss
--- -------Robert F. Turner
d have the re- I ' r 7 � .,. ice
President,
an
+'�-�•�•�•�•�-' Field Development
sources of a na- I Gen eral Bu sin ess Services, Inc.
tional corporation I Dept, MA -X -12
The GBS Building
behind you.
51 Monroe Street
Mall the cou- I Rockville, MD 20850
want me
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morebrochure,
about a career
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your free
"Investwith
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P ontoday
Yourself and Your Future," without obligation.
complete details
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business.
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to comply efficiently and accurately
with government requirements of financial reporting. The book partially grew
out of his work with the Commission on
Federal Paper Work in 1976 and 1977.
William J. Palmer, Sacramento, is a coauthor of the Businessman's Guide to
Construction. He is managing partner of
the Sacramento office of Coopers &
Lybrand.

Kudos
Randolph S. Coyner, Ft. Lauderdale
president and acting chairman of the
Department of Accounting at Florida
Atlantic University, has been named
one of the "Outstanding Young Men of
America." This award is sponsored by
the United States Jaycees and is given
annually to young men between the ages
of 21 and 36 in recognition of outstanding professional and community work.
Emeritus Life Associates
W. R. Barber, Minneapolis Northstar
past president.
Matthew P. Cornelia, Rochester.
Joseph Dugas, New York.
William J . Esch , Rockford.
A. George Giorgino, Florida Gulf Coast;
Essex County past president.
Malcolm J . Himel , New Orleans.
Elwood Kyle, Wheeling.
C. W. Meyer, Toledo past president;
Stuart Cameron McLeod Society.
James B. Mixon, Member-at- Large—
USA.
L. A. Porretto, Jr., New Orleans.
William R. Ptomey, Akron Cascade.
Mary H. Rachford, Dayton.
Judson F. Schiebel, Essex County.
Dorsey H. Smith, Jr., Colorado Springs Pueblo.
Nelson E. Tamplin , Denver,
In Memoriam
Colin J. Andrews, 63, Fox River Valley,
1940, North Alabama past president.
Dennis M. Cartwright, 35, Wichita,
1976.
Joseph E. Danaher,70, Syracuse past
president, 1949. Emeritus Life Associate.
Henry J . Finn , 68, Boston past president, 1939. Stuart Cameron McLeod
Society; ELA.
William H . Graham, 77, Los Angeles,
1970.
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R. H. Hekeler, 73, New Haven past
president, 1953. ELA.
H. W. Huber, 62, Columbus, 1969.
Alfred S. Kayser, 87, San Francisco past
president, 1927. SCMS; ELA,
John J. Kerber, 70, New Orleans past
president, 1948. ELA.
William H. Kromling, 77, Chicago,
1942. SCMS; ELA.
Watt A. McInnis, 39, Mid- Florida,
1971,
Eugene D. Miley, 62, Beaver Valley,
1948,
Walter J. Miller, 67, Lehigh Valley,
1955, ELA.
Henry V. Rath, 69, Central Arkansas
past president, 1959. SCMS; ELA.
Harry D. Rayfield, 60, Florida West
Central, 1973.
Hugh B. Rumph, 59, Ithaca - Cortland,
1963.
Arnold C. Saunders, I1I, 60, Cleveland,
1959,
Paul S. Stanley, 68, Indianapolis, 1960.
Joseph P. VanBlooys, 69, Grand Rapids
past president, 1946. SCMS; ELA.
James M. Vance, 87, Birmingham,
1948. ELA.
Raymond T. White, Jr., 51, Providence,
1976.
Harry E. Willette, 64, Louisville past
president, 1957. ELA,
Irving Yaverbaum, 73, Harrisburg Area
C.G. Phelps, Charter Member
C.G. Phelps, 94, one of NAA's two surviving charter members, died recently in
Sun City, Ariz. Mr. Phelps also was a
charter member of
the Grand Rapids
Chapter, an NAA
member for almost
60 years, and an
Emeritus Life Associate.
He became a
charter
member
when he was a young accountant with
the Fulton Co. in Knoxville, Tenn. After reading a magazine article on an association of cost accountants that was
being formed, he wrote the organizers,
telling them he was interested, and they
asked him to join. His membership certificate was signed by Stuart Cameron
"Doc" McLeod and founder J. Lee
Nicholson. Philip J. Warner, past national president, is the sole survivor of
the 97- member charter group.

During his early career, Mr. Phelps
was very active in NAA. He helped
charter the Grand Rapids Chapter in
1935 and had perfect attendance the
first 10 years.
From 1929 until he retired in 1958,
he was secretary and treasurer of the
Wolverine Brass Works in Grand Rapids, Mich. Five years later he moved to
Sun City where he continued his hobby— photography. He received his first
camera when he was 12 years old, and
by the time he was in his 80s had taken
over 20,000 color slides of his trips
throughout the world.
O

mittee are just that —they are not a reporting requirement.

IFAC Proposes Third Audit
Guideline
The International Federation of Accountants issued proposed International Auditing Guideline No. 3, "Basic Principles Governing an Audit."
Among topics discussed are: integrity,
objectivity, and independence; confidentiality; documentation; skills and
competence; reviewing accounting
systems and internal control; and reporting. Comments will be received
until January 31, 1980.

MANAGEMENT
INFORMATION
SYSTEMS

LETTERS

Continued from page 8

Continued from page 14

new systems needed for key areas of
the business? By determining where
we are now, we can begin to plan and
to manage the information processing
resource more effectively.
As a first step, talk to the manager
of the information services department and ask for a list of the major
applications and their users. However, do not be surprised if you are told
that such a list does not exist?

are normally sold in bar lengths of either 20 feet or 40 feet lengths per bar.
Almost all steel articles are sold under a
recognized theoretical pounds - per -foot
factor such as:

MANAGEMENT
ACCOUNTING
PRACTICES
Continued from page 12
auditor, and the company's internal
accounting controls. Illustrative management reports that appeared in the
1978 annual reports of 15 companies
are included in an appendix. The advisory committee, chaired by Leonard
M. Savoie, a former AICPA president,
was established to evaluate the suggestion by the independent Commission on Auditors' Responsibilities that
management explicitly state its responsibilities and to determine what
such a report would include. The recommendations of the advisory com-
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Angle 2 x 2 x'/16 (2.44 pounds per foot)
Those data being readily available, if
the computer can be programmed to
convert to a price - per -foot factor, it can
easily be programmed to price by converting total feet and increments thereof
to pounds and extend by the price per
hundredweight. This saves excessive
time in programming and computations
to arrive at a price - per -foot basis and
eliminates the possibility of error in
computing per hundredweight to per
foot. This also allows for easy proofing.
Having been involved with inventory
procedures for more than 15 years (six
years on a quarterly basis where the primary material was various shapes of
steel), 1 cannot but be amazed at the
complex and tortuous method explained
regarding steel shapes. It seems to border on intellectual featherbedding with
much extra time needed to explain the
route to expensive auditors. Even if the
auditor is not conversant in factoring
steel shapes he is capable of following
simple equations without step -by -step
guidance.
Gary O. Ault
Boise, Idaho
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New Products /Services
Small Business Machines, Inc., has introduced Simile- Business Systems, a
comprehensive set of application software packages for the small business.
Using the foundation system, Simile DBMS, SBM offers ten software packages, including inventory management, costing, material requirements
planning, and the normal accounting
requirements. Seven industries are covered, including construction, manufacturing and distribution. Financial performance systems for securities, bank,
and business analysis also are available.
For further information contact Bob
Sciarello at (212) 355 -7689.
Ohio Scientific 's new DC2 + 2 option
offers an increase in storage availability
from the approximately 275K bytes per
disk surface of the standard double -floppy system to 1.1 megabytes of storage.
It's offered for use with the company's
models C3 -OEM and C3 -A. Contact
Ohio Scientific, 1333 Chillicothe Rd.,
Aurora, OH 44202.
Natural Accounting Language (NAL)
from Miningham & Oellerich, Inc., is a
software package that allows an accountant to create his own computer reports without the intervention of a pro-

grammer. Miningham & Oellerich, Inc.,
1212 Avenue of the Americas, New
York, NY 10036.

A licensed representative of Control
Data Corp., Quest Management Associates, Inc., is introducing the Quest for
Technology system, which provides
An IBM 5110 program for contractors methods for inventory, assessment, and
includes payroll, accounts payable, job
cost, accounts receivable, and general
ledger system. Computation of all union
benefits, for up to 20 unions, and required union reports is provided. The
w
program also automatically transfers
payroll data to job cost and general
ledger systems. James T. McKinney,
Y
Midwest Software, Inc., 204 River, Elk
z��
Rapids, MI 49629.
�40AN
Systems & Programmers Schedule kits
from Magna Visual, Inc., provide data
4
processing managers unlimited flexibility in setting up and revising personnel
work schedules. Each kit includes a
Magna Wite porcelain steel board with Olympia's HHP2010 calculator
blue gridding, plus all necessary mag- cataloging of technology. It includes
netic month and date headings, along Olympia's hand-held electronic printwith charting components. John Wink- ing /display calculator with a printing
ler, Magna Visual, Inc., 1200 N. Rock speed of two lines per secon d, direct access independent mem ory with m em ory
Hill, St. Louis, MO 63124.
1

Wilson Jones Panel Stand holds 400 microfiche in 10 FichePanels, available
separately . Write Wilson Jones, 6150
To u h y , Ch icago, I L 60648.

use light, punctuation, 10 -digit capacity,
add m od e, and it em cou nt plu s o the rs.
Olym pia USA, Inc., Box 22, Som erville,
NJ 08876.
Calculated Indust ries' Loan Arr anger
II is designed for those who need to figure paym e nts fast. Wit h en tr ie s of t he
loan am ount, interest rate and loan
term , the payment is com puted —automatically. Kr is Martin, Calculated Industries, Inc., 3700 Newport Blvd.,

Suite 301, Newport Beach, CA 92663.
Tex as Instrum ents has introduced the
TI -58C program mable calculator with a
const ant m em o ry f eatur e th at a llow s it
to r eta in p rogram ste ps and dat a w hen
turned off. Consum er Relations, TI ,
P.O. Bo x 53, Lubboc k, TX 79408.

Wilson Jones Panel Stand.
64

Literature availa ble upon request: 1979
Business & Managem ent film catalog,
National Educational Media, Inc.,
15760 Ventura Blvd., Encino, CA
91436; Spring '79 Super Specials catalog
of calculator s, Markline C o.— Catalog,
P.O. Bo x 1750, Wa lth am , MA 02154.
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MON. /TUE.
Long -Range Strategic
Planning and Analysis

'
MON. /TUE.
Internal Control
for Management
Accountants
i

•
'•

•

•
•

r
MON. /TUE,
Financial Accounting
Standards Review

o

MON. /TUE.
Operational Auditing

MON. /TUE.
Developing and
Using Standard
Costs

•

MON. /TUE.
Accounting for
Foreign Operations

e
'

''

,.
' MON. /TUE.
Oral Communication Skills

WED.
Price Level
and Current
Cost
Accounting

WED.
Financial
Aspects of
Long -Range
Planning

and Techniques _ t A I A0 j M
_

•

MON./TUE./
WED.

THU. /FRI.

Data Processin9 — Concepts
P
and I nformation Systems
Design

Advanced
Standard Costs
for
Manufacturing`
,

D

THU./FRL
Management Accounting
for Banks
THU. /FRI.
g1 Management Accounting

THU. /FRI.
Economic
Evaluation
of Capital
Expenditures

for Hospitals

_

WED. /THU. /FRI.
Flexible Budgeting
g
g
and Performance
Reporting

THU. /FRI.
The Controller: Role
and Techniques

(

p

THU. /FRI.
Modern Budgeting Methods
for Local Governments and
Nonprofit Institutions
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(Please type or print)

II TiName
tle
I Division, Plant or Office
I Company
Street Address
City, State, Zip Code

Holder (Cert.#
I PleaseCMA
me for the following Courses:
II Print orregister
type complete name of each Course
1

I2

Business Phone
(Account No.)
)

Dates

Registration Information
To register for any Course listed, fill
out and return the registration form
I together with your check to:
I National Association of Accountants
919 Third Avenue
ED
I New York, N.Y. 10022
At t: CEP Registrar
I
) 754-9758
Fe s
Members Nonmembers"
I 1 day course $125
$150
2 day course
250
300
I 3 day course
375
425

Social Security No.

Principal Product or Service
II Firm'sNAA
Member (Chapter)

THU. /FRI.
Fundamentals of
Management
Information
Systems Design

The fee for NAA Courses includes daily
luncheons, refreshments, and all
I technical materials.
"Nonmembers: The differential
I per Course for nonmembers may be

El Nonmember

Location

Fee
$
$

applied
to NAAagainst
membership;
orofit
I may
be applied
the dues
an NAA memberThe
of the
same firm
I (organization).
differential
may

be used anytime after the Course is
and before June 30, 1981.
® Acc redited by the Council for Noncollegiate Continuing Education

wi
ll

-

Ham,

Controller

DataBase

Bookkeeper
Credit Manager A
Financial Analyst

7

Computer Operator
Systems Analyst
Systems Programmer

EDPAuditor

TaxManager

CostAccountant
Auditor

Consultant

MIS Director

Accountant

SystemsManager

EDPManager

Financial V.P.

Name the one specialist qualified
.,, e positions
to fill all oft bV
It's the Robert Half organization. And filfi � aQ

professionals who staff our over 65 offices use the

in� &idua o-

latest personnel evaluation techniques to zero in on

position means carefully m thing
your precise requirements. , t\ 1

`j

,' ' N

We start with the largest selection of the best
accounting, financial and edp professionals. The bests
people on the job market come to us first because
word has go tten around that the best companies
large and small, have come to us for over 30 years.
Next the trained accounting, financial and edp

the candidates best suited to your requirements. And
because our people are professionals, they under stand your requirements.
The result: you get the right person without time consuming�searching�and�interviewing—�reducing
costly employee turnover. Contact the Robert Half
specialist. You'll find us in the White Pages.

EUI R 0S EM T F M L f

=accounting, financial and edp personnel specialists
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