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In the field of one -write
accounting systems,
you needn't go searching
in haystacks.
Just look for a
good name.
And Shaw - Walker is the best. When
you're looking for a manual accounting
system backed by a tradition of dependability and service, you naturally think of
Shaw - Walker. And when a client needs
quality at a competitive price, it's nice to
know Shaw - Walker thought of you.
We created Stateline for just such an
occasion. It's the one -write answer
designed for economy.
Stateline has the same fast delivery
and prompt supply replacement
you'd expect from any Shaw - Walker
system. Fully adaptable to the
custom - design needs of your client.
And best of all, it's a Shaw - Walker.
So you don't have to search for the
one -write answer to your accounting
needs. Just ask for Stateline. You can't
miss us —we're right in front of the field.

SHAW WALKER
Yes, I'm ready to stop searching.
Please send more information about Stateline.

Name
Firm
Address
City /State Zip

Mail to: Shaw - Walker
5 Division Street! Muskegon, MI 49443
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No other calculator company has them all.

Value comes from 68 years in the design, manufacture, sales and service
1. ofMonroe
fine calculators.
. Monroe Value means a "one -on -one" relationship. You deal directly with Monroe
through 350 Company -owned branches.
. Monroe Value assures you of pricing integrity. There are no local or regional
price variations.

2
3

MONROE, The Calculator Company
❑ ❑Please❑send❑me❑further❑information❑on
Monroe's full line.
❑ ❑Please❑have❑a❑local❑Monroe❑representative
call me.

1

Monroe Value means the finest service in the industry covering both preventive and
remedial maintenance.
. Monroe Value means state of the art in electronic and design
technology.

4.

Company

Title

5

Monroe Value means locally available software specialists to assist in selecting
b. the
model that best fits your needs.
7 Monroe Value means continuous, single- source responsibility from the moment
you place your order.

Name

Address
I

Citv
State

Zip

Phone

THE CALCULATOR COMPANY
The American Road, Morris Plains, N.J. 07950
A DIVISION OF LITTON INDUSTRIES
MA- 1 -00
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Market Strategy at Philip Morris Involves More than Spending
Money

12

A MANAGEMENTACCOUNTINGInterview
The chief financial officer of Philip Morris offers some insight into the marketing structure
and strategy of this $7 billion consumer products giant.

Marketing Cost
Analysis and
Control

Now You Can Control Your Product's Market Performance

17

By William F. Bentz and Robert F. Lusch
Accountants traditionally have emphasized control of operating efficiency over control of a
market for a product. Now they need to develop strategic market - oriented control systems
for their products to stay in the running with their competitors.

How Confirmation Reporting Can Be Applied to Market Control
Systems

26

By Dana Smith Morgan and Fred W. Morgan
Control systems in marketing have been developed with foundations in the management
accounting techniques of variance analysis and contribution reporting. Here's how another
accounting practice — confirmation reporting —can help lead to more cost - efficient corporate marketing systems.

Your Sales Forecast - Marketing Budget Relationship —
Is It Consistent?

29

By Larry S. Lowe, C. Richard Roberts and James W. Cagley
In theory the sales forecast and marketing budget are causally linked. Some firms, however, are misapplying theory by getting the egg before the chicken and, as a result, probably
realizing less than optimal profits.

Management
Accounting
Issues

A Sure -Fire Method to Improve Budget Cycling

34

By Richard N. Dino and Lori W. Dino
A statistical method developed by the Census Bureau can be applied to budget cycling to
give greater sophistication and reliability to a process that is essential for management
planning.

Cycle Counting —A Better Method for Achieving Accurate
Inventory Records

42

By Robert W. Backes
Inventory counting is seen as an ongoing task with benefits for both finance and manufacturing departments rather than as a once -a -year disruption for the auditors.

Evaluating an Acquisition Candidate Is Easier Than You Think

47

By Robert F. Reilly
What will be the financial impact of a proposed acquisition? What should be the highest
price bid? With mergers and acquisitions again widespread, the management accountant
needs a quick, concise method for answering these questions.
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NAA Update

The Challenge of Change: How NAA Is Meeting It

52

By W. M . Young, Jr.
NA A 's E xecutive Directo r reviews the progress o f the A ssociatio n in the last decade and
po ints to so me o f the challenges that lie ahead.

Student Guide

A Management Accounting Reading Guide for Students

58

By Jonathan B. Schiff
Here's a matrix that ties relevant articles in MANAGEMENT ACCOUNTING to standard text bo o ks—an attempt to link theo ry and practice.

Departments

Management Accounting Practices
Data Sheet

items of interest fo r business managers

Creative Accounting
People in the News

Future Issues

FAS B on interest capitalization

8
10

the perils o f Perini
Kapnick jo ins First Chicago

Banking: inflatio n, high interest rates,

6

60

and a limping econo my —all have impelled banks

to co ncentr ate mo re o n their acco unting and internal co ntro ls. T ha t's the the me f o r the
February issue. A lso watch f o r the f irst in a new series of columns devo ted to taxatio n.

Cover:
Philip Morris, Inc.
headquarters in
Richmond, Va.
What market
strategy for a $6
billion company?
S ee page 12.
Photo, courtesy
Philip Morris.
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Views expressed herein are authors' and do
not represent Association policy unless so stated. Reprints of articles appearing in any issue
Of MANAGEMENT ACCOUNTING are available from
NAA's Special Order Department.
MANAGEMENT ACCOUNTING Vol. LXI, No. 7. Published monthly by National Association of Accountants, 919 Third Ave., New York, N.Y.
10022. Price $2.00 per copy. Second class
postage paid at Lancaster, Pa.
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PRESIDENT'S PERSPECTIVE

The Societal Role of Management Accounting

MANAGEMENT
ACCOUNTING
(ISSN 0025 -1690)

Accounting is generally recognized as a profession. Wilensky, for example, a scholar on the subject of the professions, lists accounting as
one of the six major established professions along with medicine, law,
dentistry, civil engineering and architecture.
In my perspective in the November issue, I
suggested a broad definition of management accounting, drawing some distinctions between management accounting
and public accounting while recognizing
their commonalities. I indicated that "NAA
is committed to the field of management
accounting and has a strong interest in the
process of giving focus and substance to
this segment of the profession."
Because of the more obvious position of
independence and the more direct reliance
of the public upon the practicing certified
public accountant, it is this role of the CPA that usually is emphasized
when referring to the accounting profession. Yet when one considers
the recognized attributes of a profession, the field of management
accounting also qualifies. These attributes of a profession include (perhaps among others):
1. A role that fulfills a societal need;
2. An identifiable body of knowledge;
3. An education and an examination requirement that gives assurance of competence of its members;
4. A recognized need to improve the effectiveness of its role by
improving practices and by increasing the understanding of its role;
5. A commitment that transcends commitment to employer or client,
recognizing the public interest to be paramount.
Let us consider management accounting and the activities of NAA with
reference to each of these criteria. First, what is the societal role of
management accounting?
The societal role for the professions of medicine and law are generally recognized respectively as contribution to human physical and
mental health and to justice between and among people and organizations. The societal role for management accounting is perhaps not so
obvious, yet very important. It is, /suggest, the contribution to economic and social well -being of people through the effective and efficient
production of goods and services. It is the catalyst that enables organizations in both the private and public sector to respond to the expressed needs and desires of people. It does not have the type of
legislative franchise that the security laws of the early 1930's provide
for CPAs in carrying out their attest function. Yet its role is clearly
related to these laws as well as being even more directly basic to the
implied franchise from all of our people who are part of our economic
and social system. If the substance and practice of management accounting improves, organizations will be more responsive to their benefactors and consumers and will, in their own right, be more prosperous, and we will all benefit.
NAA should strive to broaden the general awareness of this significant role for management accounting. Increased awareness will provide increased incentive and general support for the improvement of
the professional standards and practice of management accounting.
R. LEE BRUMMET
President, 1979 -80
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WE KNOW VALUES.
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will,

Management
Accounting
Practices

by Accounting Series Release No. 190. The deletion of ASR 190 will apply to financial statements for fiscal years ending on or after December 25, 1980. Although Statement No. 33,
"Financial Reporting and Changing Prices," requires supplemental disclosure of constant dollar and current cost disclosures for fiscal years
ending after December 25, 1979, reporting of
the initial current cost information may be postponed for one year. The Commission
however, waive the replacement cost disclosure requirements for the 1979 fiscal period for those
companies that voluntarily present the specified current cost information in their 1979 annual reports.
The SEC acknowledges that many of the differences between its replacement cost rule and
the FASB's current cost methodology are modifications that the agency might have adopted if
the FASB were not considering the issue. It further commented that the Board's requirement
for presentation of income from continuing operations on both constant dollar and current
cost bases represents "a significant contribution to the evolution of these supplemental disclosures."

Louis Bisgay, Editor

FASB Requires Interest Capitalization
In accordance with FAS No. 34 issued by the
Financial Accounting Standards Board, interest
cost incurred in certain situations must be
included in the cost of acquiring the assets instead of being charged as expense of the period. Among assets that qualify for interest capitalization are facilities under construction for a
company's own use and assets intended for
sale or lease that are constructed as separate
projects, such as ships and real estate developments. Inventory items that routinely are
manufactured or produced in large quantities
on a repetitive basis do not qualify.
The standard, "Capitalization of Interest
Cost," specifies that the interest cost eligible
for capitalization is interest on borrowings and
similar obligations, and that the amounts capitalized should be an allocation of the interest
cost incurred during the period required to complete the asset. If a loan is taken out specifically to finance an asset's construction, the rate
on that loan would be the appropriate one to
use in determining an amount to be capitalized;
otherwise, an average rate is to be used. FAS
No. 34 is similar to the draft released in December 1978 (see MAP Committee comment, June
'79), although the range of qualifying assets is
narrower in the final statement. The statement
must be applied for fiscal years beginning after
December 15, 1979; earlier application is permitted for financial statements that have not
been issued previously.

SEC Rescinds Replacement Cost Rule
In the wake of FAS No. 33 (MAP, December
'79), the Securities & Exchange Commission
amended its reporting regulations by repealing
the requirements imposed on some companies
for supplemental disclosure of certain replacement cost information that had been mandated

NAA on Qualitative Characteristics
And Reporting Earnings
The Management Accounting Practices Committee recently sent the comment letters to the
FASB on the proposed Statement of Financial
Accounting Concepts, "Qualitative Characteristics: Criteria For Selecting and Evaluating Financial Accounting And Reporting Policies,"
and on the discussion memorandum, "Reporting Earnings."
On the concept proposal, the Committee
said "the document is well written and comprehensive and appropriately gives top priority to
the qualities of relevance and reliability." It was
concerned, however, about the exposure
draft's failure to rank conservatism as an integral part of the hierarchy of accounting qualities, In the Committee's view, "conservatism
should be viewed as providing a prudent modification to neutrality." The NAA spokesmen
agreed that neutrality is necessary in reaching
accounting and reporting decisions regarding
the proper accounting for known transactions
and the type and details of reporting_ Nevertheless in accounting for and reporting economic
events with uncertain outcomes, "a conservative outlook should exert some influence on the
accountant's judgment," stated the MAP Committee.
In its comments on "Reporting Earnings,"
Continued on page 63
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Starting with this issue, every major
article will carry a cryptic code —similar to the headline above —at the bottom of its title page. The code, which
translates into "MANAGEMENT AcCOUNTING, current volume, month,
specific article, and reprint fee," permits librarians and researchers to
make copies of these copyrighted articles for their own, noncommercial
use, without seeking specific permission each time from NAA. The librarians or research labs then report their
copying activities to the nonprofit
Copyright Clearance Center (CCC)
which collects fees from the user and
forwards the payments to NAA less
25y per copy of each article, which is
retained by the CCC to cover its
costs.
The CCC is relatively new, having
been established to aid publishers after the copyright law underwent a
massive overhaul a little over a year
ago. Under the new copyright law, in
order for NAA to encourage the dissemination of members' published
work through libraries, reprints, and
the like, it is necessary that copyrights
be assigned by individual authors or
their employers to NAA. An "Authorization to Publish" has always been a
prerequisite to manuscript submittal;
now the "Authorization to Publish and
Assignment of Copyright" form (returned with accepted and edited manuscript) is required.
Assignment of copyright to NAA
does not limit use of the article. The
author retains the right to use all or
portions of the manuscript in other
work or reproduce the published work
for personal use or for noncommercial use internal to his organization,
so long as he or she credits MA and
cites the NAA copyright.
This is, of course, an oversimplification of a somewhat complex subject,
but now at least you'll know those
new figures on title pages each month
aren't printing errors.
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li mited time.

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 regi ster ed tr ademark of the Robert Halwor ganization
em

0025 - 1690/80/6107- 2533/$01.00/0

Wheny9u
need th..e best,

accoun

COMMENT

World's largest temporary service specializing
exclusively in Accounting, Bookkeeping and
Data Processing emergencies.

Copyright 1979 Robert Hall
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Data Sheet
Robert F. Randall, Editor

56% of Smaller Companies Rely
On Outside Accountants for Advice
Outside accountants are consulted regularly by
56% of small businesses in the New York City
area, according to a survey sponsored by
Chemical Bank. A majority of those surveyed
(73 %) agreed that accountants were sensitive
to their problems, the highest rating given to
any professional group. The survey, which was
based on interviews with almost 700 businesses with annual sales of between $5 -105 million
in the five boroughs of New York City, and in
Nassau, Suffolk, Westchester and Rockland
Counties, found most small business owners
and managers optimistic about the future. But
an overwhelming majority (82 %) felt that smaller businesses have little or no voice in, or influence in, government affairs. Other highlights:
• The most serious problem they face today,
most said, was the quality and cost of labor,
followed by inflation, the difficulty of finding
good managers, government regulations and
taxes.
• Asked what services they expected to use
more often in the 1980s, most mentioned data
processing, computer software services and, to
a lesser degree, accounting, banking and legal
services.
• The single most important thing government could do for them is lower taxes, the
small businessmen and women agreed. They
also agreed (59 -34 %) that the country would
benefit if much of present government regulation were eliminated. When government tries to
regulate business, it's usually small businesses
that get hurt most, they said.
• Key to success of a small business, 44%
said, was adequate financing for working capital and growth, and 94% said the last time they
sought financing they were able to raise it, usually from a commercial bank (82 %).
• Approximately half of those surveyed did
not have a formal, financial plan for the future.
The survey, "Looking Toward the 80's," may
be obtained by writing Vivian Breitel, Chemical
Bank, 11 West 51 st St., New York, NY 10020.
8

Computing Costs Will Halve in Next 10
Years
The costs of computing will be cut in half in the
next 10 years, according to John P. Imlay,
chairman of the board of MSA, Inc., a computer
software company headquartered in Atlanta,
Ga. At a two -day management conference in
New York City, he said, even though the inflation rate is rising the costs of hardware as well
as systems development, if managed properly,
will continue to fall at a rapid rate. He also told
financial and data processing executives at the
conference that he foresees tremendous competition between IBM and AT &T, which should
benefit everyone's bottom line. In reference to
the federal government's data processing, he
estimates that it is about 10 years behind.

Z -B Budgeting Wrongly Applied
A survey recently released by the General Accounting Office found that often both private
and public sectors hastily applied a rigid, mechanical zero base budgeting process. Such
hasty applications lead to expectations and results differing at different management levels,
duplication of effort, useless information, lack
of incentives to cut waste, and frustrations created by having few visible results to show for
the resources committed. Successful business
organizations incorporate Z -B budgeting into
planning, budgeting, and reassessment processes so as to strengthen and streamline all of
these analyses and decision- making functions,
GAO noted.

Business /Accounting Briefs
Nationwide demand for business executives increased 22% during the first nine months of
1979, as compared to the same period in 1978.
Demand for financial executives —up 56% —led
every category, according to Arthur Young Executive Resource Consultants. . . . James J.
Leisenring, a partner of Bristol, Leisenring &
Co., Battle Creek, Mich., was named chairman
of the American Institute of CPAs' Auditing
Standards Board. . . . Women now comprise
more than a third of the nation's accounting
students, according to a report issued by the
AICPA, which forecasts 60,000 accounting
graduates in June 1980.... A Center for Cash
Management Studies has been formed by the
Bank Administration Institute, in recognition "of
the increasingly important role that cash management staffs are playing in their banks."
MANAGEMENT ACCOUNTING /JANUARY 1980
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of any one of these outstanding accounting books — PLUS — "no strings
membership in the book club that thousands of accountants and controllers
rely on for the best in professional reading and reference

TheACCOUNTANTSandCONTEm'%f..o'*PLLERS'
BOOKCWB

" No other purchase necessary at this time. And you may cancel your
membership whenever you choose.
Yes, to welcome you to the Club, we're offering you
your choice of any one of these top calibre books.
Books typical of those the Club offers month after
month —books that give you the know -how you need
to make it to the top in professional standing and
income.
Join the ambitious professionals —join the Accountants' and Controllers' Book Club and build a career building library of outstanding books —top value
titles at lowest possible prices!

Why YOU should join nowl
■ BEST BOOKS I N YOUR FIELD —Bo o ks are se lected
from a wide range of pu blishers by exp ert edito rs an d consultants to give y o u co n tinu in g access to th e latest b ooks
in your field.
■ BIG SAVINGS —Bu ild y o u r lib rary and save money
too! We gu aran tee savin gs o f at least 151k off p ub lishers'
lis t p r ic e s o n ever y bo o k. Us u a lly 2011 , 25%1 or even
higher!

HANDBOOK OF MODERN ACCOUNTING By S. Davidson
and R.L. Weil, 154/511 Publisher's price, $37.50

THE CPA EXAMINATION Text, Problems, and Solutions By
A.N. Mosich and E.J. Larsen, 434/352 Publisher's Price,
$25.00
THE MODERN ACCOUNTANT'S HANDBOOK Edited by
J.D. Edwards and H.A. Black, 787/492 Publisher's Price,
$35.00
CONTROLLER'S HANDBOOK Edited by S.R. Goodman and
J.S. Reece, 7871514 Publisher's Price, $35.00
HANDBOOK OF COST ACCOUNTING Edited by S. Davidson
and R.L, Weil, 154i52X Publisher's Price, $26.50
CORPORATE CASH MANAGEMENT By A.L. Hunt, 7871328
Publisher's Price, $19.95
TAX GUIDE FOR BUYING AND SELLING A BUSINESS By
S. Hagendorf, 4th Ed., 786/887 Publisher's Price, $27.95
COMPUTERIZED ACCOUNTING METHODS AND CONTROLS By M.R. Tyran, 2nd Ed.. 786/879 Publisher's Price,
$27.95

- - - - - - - -and
- - CONTROLLERS'
- - - - - - - - -BOOK
- - - C
- LUB
- - - - - - - - - - - - - t- - - (TOUNTANTS'
P.O. Box 582. Hightstown, New Jersey 08520
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Please enroll me as a member find send me the book indicated, billing me lit
$3.95 wplithin
us local
tax, and
postage
and handling.
satisfied II understand
may return that
the
book
10 days
my member
ship willIfbenot
Canceled.
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membership in the club is cnntinuous but cancellable by me at any time.
I
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■ C O N V E N I E N C E - 14 t im e s a y e a r s y o u receive the
Club Bu lletin FREE, fu lly d escrib in g th e Main Selection
and alt ern ative selection s, to geth e r with a dated reply
card. If yo u want th e Main Selection , yo u sim ply d o nothin g— it w ill be sh ip p e d au t o m atic ally . If yo u wa n t a n
alternate selectio n —o r n o b oo k at all —y o u simp ly indicate it o n th e regu lar rep ly card an d retu rn it b y th e date
specified. You will have at le a s t 10 d ay s to d ecid e. If,
because o f late m ail d eliver y o f th e Bu lletin y o u sh ould
receive a bo ok y ou d o no t want, ju st return it at th e Club's
expense.
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Write Code 8 of your $3.95 selection here
Orders from outside the U.S. must be prepaid with international money order,
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An accounting system that is working
well is not supposed to be exciting. Its
smooth operation easily disguises
many of its important aspects. But
something unusual or something going awry is fascinating and can provide a clear lesson in accounting. The
professions recognize this phenomenon and use accounts of famous and
infamous events to enhance the quality of practice. That's the purpose of
this new —and we hope, continuing —
feature in collecting and presenting
publicly available material on frauds,
scandals, scams, and other unusual
incidents. The author, an associate
professor of accounting, began collecting and using these materials in
an innovative attempt to enliven his
lectures. He has a CMA, holds a
Ph.D. from the University of Oregon,
and has taught at the University of
Pittsburgh. He was affiliated with the
Eugene, Pittsburgh, and Denver NAA
Chapters and is now active in the Salem Area Chapter.

The Perils of Perini

be puzzling and frequently make it a
source of humor. Still, the accountant's heart is in the correct place.
Consider this recent example of what
can happen when internal control is
disregarded.
The Perini Corp. is a large construction firm with headquarters in Boston.
Until recently Perini kept its unused,
preprinted, prenumbered checks in an
unlocked, unsupervised supply closet
along with the coffee cups, coffee,
and other items. Several people in the
office had keys to Perini's check writing machine, and the machine's drawer into which the signed checks were
dumped was not kept locked. Also,
no record was maintained of the number of checks written each day —even
though the machine had the usual
counting device. Then when the bank
statements came in, they were reconciled— although quite infrequently —
and filed in an unlocked cabinet. Perini consistently maintained balances
of roughly $1 million between the two
accounts, at different banks.
`Substantial' Overdrafts

banks to ask for how much the
checks had been drawn. The answer:
$1,129,232.29.
Now accountants recognize that
not even the very best internal control
will completely prevent asset losses.
When that happens, though, the expectation is that the internal control
system will generate evidence as to
what happened— evidence that could
be used to prosecute the culprit(s)
when appropriate. Strong circumstantial evidence pointed to Perini's chief
accountant as the culprit. He was one
of those people with complete Perini
key sets. An investigation showed
that he was a frequent luncheon companion of a convicted stolen check
artist. And, after he was fired by Perini, he bought a new Mark IV and
moved to the Thunderbird in Las Vegas. So far, no charges have been
filed against the former chief accountant, or any other Perini employees for
that matter, because the weak internal control system left company officials with grossly inadequate evidence with which to press its case.
The Slippery Lip
Those checks were all cashed for
small bills in the space of a month at
the First National Bank of Habersham
County (total assets of about $18 million) in Cornelia, Georgia, by a person
unknown to the bank. Several times
the bank had to request a rush delivery of cash by armored truck from the
Federal Reserve Bank in Atlanta. The
stranger, whose mustache kept slipping off his upper lip, hauled the cash
away in a briefcase and a large cloth
bag. In their deposition, the Cornelia
bankers maintained that there was
nothing about the situation that could
reasonably have been expected to
alert them.
Perini has been reimbursed by its
insurer, Aetna Casualty. Aetna, the
Boston banks, the Cornelia bank, and
its insurer are still slugging it out in
court.

One of the major concerns of an accountant is internal control. Seeing
that assets are protected and the accounting system is reliable and effective is part of the nature of an accountant. Nonaccountants often find
this concern over internal control to

The first clue that something had The accounting events presented
gone wrong came when both banks here are not representative of usual
phoned the financial V.P. about sub- practice and are recounted only for
stantial overdrafts. He discovered a educational purposes. This informamissing box of checks on each ac- tion is not intended to embarrass or to
count and several missing bank state- reflect on the ability or performance
ments. Finally, he had to call the of any person or organization.
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"Software International's
Fixed Asset System is lik(
money in the bank:"
"Denver -based Empire Savings is one of the top ten fastest - growing
savings and loan associations in the United States. With over a billion
dollars in assets, it is the largest state - chartered savings and loan
in Colorado.
"Empire Savings has 35 branches scattered throughout the state,
comprising some $18,000,000.00 worth of buildings and equipment, and
controlling more than 8,000 individual assets.
"Due to our rapid expansion, we could not afford to keep track
of each asset manually, so we investigated several Fixed Asset
software packages.
"We wanted a Fixed Asset system that was comprehensive, flexible,
yet easy to understand and use. We needed multiple control levels
defined in terms familiar to the user. The system had to have a complete audit trail per period /per asset, two sets of books for tax and
corporate reporting requirements, and the ability to interface with our
other computerized systems.
"The system had to be able to perform various depreciation methods. We wanted the capability for
straight line, declining balance, and sum -of- the - years' digits, as well as the ability to calculate
double - declining balance percentages from 1 -200 percent.
"Also, it had to enable us to comply with Fact and Circumstances depreciation requirements, as well
as calculate Investment Tax Credits for additions, and tax recapture for retirements.
"Finally, a property control feature was required to allow the retirement of gain /loss calculations,
and transfer assets from one location to another.
"After an extensive review, we selected the Software International Fixed
General Ledger and Financial Reporting
Asset Accounting System. It met our
Fixed Asset Accounting . Accounts Receivable
basic requirements and scored highest in
Accounts Payable • Payroll /Personnel
our evaluation. It is backed by a hands Net
Change
Manufacturing Resource Planning
on training program, and installable
up -dates are making the
system even more flexible.
In fact, we can even control
the inventory of our premium merchandise program
Please send me your f e e literature about the FINANCIAL
S
REPORTING SYSTEMS
involving more than 100 individual items.
LARGE COMPUTER SYSTEMS—
Capacity Planning
"Now we have the control we need and recognize ' for
users of IBM. BURROUGHS,
Shop Floor Control I i Purchasing
SMALL COMPUTER SYSTEMS—
DEC. HONEYWELL. UNIVAC and
a significant cost reduction by not tying up expensive
'
computers.
for users of System,3 and other
personnel resources. This Fixed Asset system is like
Fin
Financial
IBM, Burroughs, Univac 9030.
'
0
General
Ledger
Honeywell 62, HP 3000. Wang
'
money in the bank!"

More than software ■
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0 Accounts Payable
0 Accounts Receivable
0 Fixed Asset Accounting

Interdata and most popular business minicomputers.
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Manufacturing
[. Material Requirements Planning
Master Production Scheduling
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Software International believes, and more than 2600
majo r corporations around the world back us up, that
we offer the most cost - effective, reliable and easy to- use - financial and manufacturing control systems
available.
"But it takes mo re than great systems f or successful implementation. Software International suppo rts all
of its products with a world -wide network of local
offices staffed with professionals whose wide range of
experience co vers both data pro cessing and business.
Users benefit f rom this expertise with training, technical support, co mprehensive documentation, maintenance
and regular enhancements."
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Lynn Davis, Systems Analyst
EMPIRE SAVINGS AND
LOAN ASSOCIATION
Denver, Colorado
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Market Strategy
at Philip Morris Involves
More than Spending Money
The structure of the company determines market strategy, says
Hans G. Storr, vice president, finance, and chief financial officer.

By MANAGEMENTACCOUNTINGSTAFF
As a result of an increasing rate of inflation and
intensive competition, the tools of management accounting more and more are being applied to market strategy and the analysis of market costs. This
increased interest has been reflected in the number
of manuscripts on the topic. Accordingly, the editors planned this issue to focus on the theme, marketing cost analysis and control. In order to gain a
better understanding of the relationship between
these two disciplines, Morris Gartenberg, technical
editor, interviewed Hans G. Storr, vice president,
finance and chief financial officer of Philip Morris
Inc., one of the leading companies in the consumer
products field. A CPA, Mr. Storr holds a B.S. degree in accounting from the University of Wisconsin. He joined Philip Morris in 1957 as a cost accountant and within 22 years rose to his present
position. A member of the New York Chapter of
NAA, he was interviewed at the company's corporate headquarters in New York.
Can you explain a little about the major operations of Philip Morris?
We are a very diversified company. We have six
operating companies at Philip Morris, the largest
company being Philip Morris U.S.A. —our origi-
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nal U.S. tobacco business, which at the moment,
has about 29% of the U.S. market. The next largest group is Philip Morris International which has
the responsibility for all our international tobacco,
soft drinks and other businesses. Then comes
Miller, presently the second largest brewing company in the United States. Then follow Seven -Up,
the third largest soft drink company in the U.S.;
Philip Morris Industrial, which produces industrial products such as chemicals, adhesives, paper
and packaging materials (this is the company I
started off with); and finally the Mission Viejo
Company which is engaged in community development and home building in California and Colorado.
What is the reporting structure at Philip Morris?
These companies operate as independent profit
centers. This is the reason why we have the management structure we do because each one really
operates in a distinctly different market environment, with different products. Reporting, however, is pretty uniform. All operating companies
have a standard direct cost system.
With the exception of the housing business and
the industrial business, we are in a highly predictable consumer products environment where
trends don't change much and where fractions of
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a corporate marketing group which is sort of a
staff function to the group executive vice presidents. The major operating companies each have
marketing vice presidents. From there on the hierarchy ranges from director to manager positions.
For instance, "brand management" is one of the
key management functions that we have, so that
our market strategy dictates the structure of the

H. G. Storrs

market shares represent huge numbers in terms of
sales value and profits. So, if you know your unit
volume, you pretty much know what your profit
is. We have an extensive budgeting system for all
our expenses and costs right down the line from
factory overhead to sales promotion and media
advertising.
Would you say there is an emphasis on return on
investment?
There is a greater emphasis on the balance sheet
and, therefore, a careful evaluation of investments
at a time when money is as expensive as it is now.
We are, by American standards, a highly leveraged company, and, depending with whom you
talk, we get high marks for being leveraged in inflationary times. But we closely monitor our debt equity ratio to make sure that it is within the targets we have set. At the same time, we carefully
establish standards jointly with our operating
companies for their own balance sheets. Every
item in the balance sheet is reviewed. Previously,
we had determined corporate targets. The review
of operating company and corporate balance sheet
performance takes place monthly.
What relationship is there between marketing and
cost analysis at Philip Morris?
First of all, talking about it theoretically, marketing of course is a catch phrase for a lot of
things. For example, marketing administration is
a staff support function at the operating company's headquarters. Then there is the sales force
with a separate identity and a different mission
from marketing administration. Philip Morris has
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company.
In addition to marketing administration expenses, we have media expenses to consider. Here
the problem is where and how do you spend your
money. This varies significantly depending on
what operating company you're talking about. If
you're talking about our industrial company,
there is practically no advertising expense. If you
refer to Miller Brewing Company, the media are
basically television and some radio. For Philip
Morris U.S.A. there are no television or radio media, but magazine, newspaper and outdoor media
must be considered. Media availability varies from
country to country. Some countries are allowed to
advertise tobacco products on television and radio. In other countries we can show tobacco commercials in the cinema.
Each marketing budget is controlled and evaluated for its effectiveness. There is also a responsibility chain of command from the brand and /or
sales manager on up.
How is the marketing budget determined?
We first work up an estimate of what we think
we can sell in the marketplace. We then evaluate
such things as next year's campaigns, new ads,
and new products. In the cigarette industry—
where you can't use television, where you can't
use radio — advertising is via print media, outdoor
signs, point of sale, materials and displays in
stores. All these things are then discussed with
our advertising firms ahead of time. They give us
their estimated cost, and based on that we build
our marketing budget. This budget is reviewed
first within the operating company where it is related to a unit volume goal. This unit volume together with operating revenues and operating expenses generates a bottom line.
In addition, the group executive vice president
has a special session with his operating companies
following the operating company budget meeting.
In the end, all the operating companies present
their budget to the chairman, one at a time, with
the participation from corporate finance, operations, marketing, and other corporate staff functions. At that time some fine tuning may take
place in terms of reaching the overall corporate
goal for the earnings objectives we set for ourselves.
A large percentage of our advertising cannot be
touched because it is ongoing. For example, let's
take Marlboro advertising. It has been advertised
MANAGEMENT ACCOUNTING /JANUARY 1980

What is the total budget for marketing?
A round number is $8004900 million covering
all expenses from administration to media worldwide. Since we are basically in consumer product
businesses that advertise heavily, it is a very big
number and a portion of that is discretionary.
And this is where management again exercises its
judgment.
We have been talking about the annual budget
and expenditures. Is there a marketing plan beyond an annual basis?
Oh yes. We have a five -year plan that is renewed every year, and we revise our annual forecasts every quarter. It is an ongoing process. Our
budgets and forecasts are very detailed plans. We
are committing capital expenditures for construction, of breweries, for example, which is a longterm process. You have to order equipment over
two years ahead of time. The same is true for the
cigarette industry. Technology keeps on changing,
so we have to be ready to install the latest equipment.
Is there a top -down type of structure for budgeting where it is estimated or predetermined that
marketing will increase next year by a certain
percentage or is it more where the marketing people work up what they like to spend —a bottom -up
type of structure?
It really is based on a program that's been
worked from the bottom on up. Of course, there
are always changes based on what kind ofmarketing program should we have for a brand this year,
and how effective was the last program, and let's
try this, or let's do that differently. There are constant changes in the cigarette and beer industries.
The heavy promotion of low -tar cigarettes, which
now represent over 35% of total cigarette consumption, has caused us to allocate more marketing money to this growing segment. We want the
consumer to understand our products and what's
different about them versus others.

advertising as we discussed earlier. Money obviously helps, but you just cannot buy a market
share with money alone. There must be other factors that make this possible.
Another thing that I personally observed over
the last two or three years is that R. J. Reynolds
has had frequent personnel changes in the tobacco
end ofthe business and that is completely different
from Philip Morris. Although we have had a major management change recently, Philip Morris'
philosophy is to develop their executives in- house,
What is the future of the domestic and international markets?
I believe Philip Morris has long been an outgoing company — internationally oriented. We now
sell more cigarettes overseas than in the United
States. Whereas the U.S. market is basically Hat —
maybe slightly up—the international market is
growing at 2% to 3 annually. It is this growing
market that has presented special opportunities
for us abroad. For example, we made further inroads into the international market by acquiring
the Liggett Group's international brands (which
we bought in 1978 for $108 million). Actually
what we bought was the trademarks for $45 million, including L &M, Lark, Chesterfield, Eve and
Decade. The rest was the purchase of tobacco leaf
inventories, finished goods inventories, and trade
receivables. This was an excellent acquisition for
Philip Morris. Liggett brands have helped to solidify our position in many countries within the
international tobacco market.

If you know
your unit
volume, you
pretty much
know what
your profit is.
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with a consistent theme over the last 25 years. In
fact, Marlboro's advertising theme has probably
been the most consistent for any packaged brand
in American industry. We believe this is one major reason for its success. There is enough flexibility for us to have a certain percentage of uncommitted spending available, so by the time we determine the final budget, the discussion is mostly
at the discretionary end.

How is Philip Morris' market strategy evaluated?
We have a periodic review process through
which we continually evaluate the quality and effectiveness of our marketing programs for every
brand.

What would you say is the reason for Miller's
success?
I think the reason for Miller's success to a large
degree is the application ofsound marketing techniques to the beer industry. Another reason has to
do with the quality of our beer and the Philip
Morris management. Although most of Miller's
top executives came from the tobacco industry
and had no beer background, they knew how to
market a consumer product.
The marketers of Philip Morris have one religion, and that is quality. Nobody knows better
than the Philip Morris marketing people that you
can sell a bad product once, but never again. In
What are the primary reasons for Philip Morris' the case of Miller, there was a lot of old beer in
Marlboro cigarettes overtaking R. J. Reynolds' distribution channels when we acquired the comWinston cigarettes as the number one selling pany. The old beer was thrown away and a system
brand in this country?
was instituted of pulling beer from retail shelves
First of all, it is quality —a dedication to a qual- after a certain length of time. This system is still
ity product. Marlboro also has had consistency of in existence today. The quality of our products
MANAGEMENT ACCOUNTING /JANUARY 1980
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The budget is
first reviewed
within the
operating
company
where it is
related to a unit
volume goal,

comes first. In fact, quality really goes beyond the
manufactured product. For example, in order to
maintain quality, you need good warehousing. After that you put on all the overlays of advertising
and other expertise in that field, such as market
segmentation and the development of new products, like, for example, Miller Lite. Together, all
these items helped improve Miller's market position.

They're all consumer products, and growth varies with different market trends that can change
from year to year. For example, there has been a
decline in drinking of coffee because of prices. As
a result, even though overall consumption hasn't
changed much in the beverage industry, there has
been an increase in the consumption of beer and
soft drinks. Obviously, prices are very important
in the beverage industry.

What role does the environment and social responsibility play in determining market strategy?
For instance, recent studies have cited the presence in beer of nitrosamines which are suspected
of causing cancer. Does that necessarily change
the company's market strategy?
No. The beer industry recognized the nitrosamines problem over a year ago. They've always
been there, but there had not been an instrument
to measure them. When we became aware of nitrosamines in 1978, we had the only device at that
time to measure them.
The presence of nitrosamines in beer first got
publicity in 1978 when German researchers found
them in their country's beer. The U.S. industry
decided that even though it was an infinitesimal
part let's see what we can do about it. Because
nitrosamines develop naturally in the malting
process, the current debate centers on how serious
a problem it is. The beer industry's been working
with the Food & Drug Administration for a year
on this subject. I expect nitrosamines will have
been totally removed from all beers shortly.

Because of the nature of some of your products in
regard to health, how would you describe the relationship of Philip Morris to the federal government?
We have made a strong effort in many areas, to
assist the government. As one example, we were
the company that provided the Federal Trade
Commission with smoking machines to measure
the tar and nicotine content in cigarettes. Our researchers developed the machines. We also participate and cooperate with other government bodies
in areas such as the impact of proposed legislation
and regulatory agency rules, etc.

What would you say are the major problems for
your beer and soft drinks industries from the
point of view of growth and strategy?
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What is the company's purpose of sponsoring or
supporting the arts?
Essentially, George Weissman, chairman and
chief executive officer, started us in the arts. He is
a man who believes very sincerely in community
involvement and corporate responsibility. One of
the areas where we have been very, very active is
in the sponsorship of major art exhibitions. While
our activities primarily have been in the visual
arts area, we sponsored some performing arts as
well. We know that it hasn't hurt the company.
And sometimes, it's nice to be perceived as the
good guys.
❑
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Now You Can Control Your
Product's Market Performance
By using a comprehensive system of plans and profit variances, you
can strategically guide your company's products through a market
to achieve the highest profit performance.

By William F. Bentz and Robert F. Lusch
The growth of corporate planning programs during the 1970's was explosive. More resources were
devoted to planning activities than ever before,
and, as a result, modern planning concepts and
techniques became more sophisticated, more comprehensive and more relevant to managers at all
levels. The development of long- range, strategic
planning is directly attributable to the volatility of
modern business, Factors such as rapid social and
technological change, the proliferation of new
products, the complexities of an international
marketplace, and the growth of regulation by a
hodgepodge of governmental agencies have created an environment in which careful planning is
almost necessary for survival.
Unfortunately, the development of product market- oriented control systems has lagged behind the developments which have taken place in
planning. Accountants need to develop more market- oriented control systems. We cannot afford to
continue to emphasize the control of operating efficiency while excluding more strategic considerations.
In this article we present a general framework
of profit plans and variances which forms a comprehensive product- market control system. This
system can be used to analyze the market performance of individual products or groups of
products on a market -by- market basis. The gener0025- 1690/80/6107- 2479/$01.00/0

al framework incorporates several concepts that
have been proposed in recent years and integrates
them into one comprehensive system of plans and
variances. This general framework can be modified quite easily to satisfy the control needs of particular firms and the product- market circumstances in which they operate.
The framework incorporates three important
features that are not evident in most management
control systems now in use: (1) the use of an adaptive plan that specifies the desired level of performance for the economic conditions actually experienced as opposed to the conditions which had
been forecast prior to the planning period;' (2) the
explicit incorporation of market -share information, an important component of any system for
product- market management and control;' (3) an
analysis of the relative contribution of the functional activities of marketing, distribution and
production to variances in overall performance.'
When combined, these features provide a more
comprehensive framework that is better able to
pinpoint responsibility than many of the control
systems in use today.

William F. Bentz, CPA,
is associate professor
of business at the
University of
Oklahoma. He holds a
Ph.D. degree from Ohio
State University, and
his primary teaching
and research interests
are in information
systems for
management planning
and control. A member
of the Oklahoma City
Chapter, through which
this article was
submitted, Dr. Bentz
received a Lybrand
Bronze Medal for his
article.

What Is an Adaptive Profit Plan?
The objective in developing an adaptive profit
plan is to provide a benchmark against which actual operating performance and the impact of
forecasting errors on planned performance can be
evaluated. For operating performance measureCopyright ,^ 1980 by the National Association of Accountants
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ment purposes, the objective is to develop standards that reflect the operating environment
during the reporting period, not the hypothetical
environment that was used to develop plans before the period. For forecast evaluation purposes,
the objective is to isolate the effects of forecast
errors on the plans that were developed prior to
the reporting period. The purpose of an adaptive
plan, again, is to provide a sound basis for evaluating the results of operations and the impact of
forecasting errors on plans.
What is an adaptive plan? An adaptive profit
plan specifies desired levels of performance for the
economic, technological and social environment
actually experienced during the reporting period.
The plan is adaptive in the sense that it is developed after the reporting period in order to incorporate information about the business conditions
that existed during that period. Nevertheless, an
adaptive plan is still a plan in the sense that it is
based on anticipated responses to changes in the
business environment which evolved during the
period, not on ad hoc rationalizations, based on
hindsight, of what should have been done.
Although they share common features, adaptive plans are not flexible budgets. Flexible budgets, as used in accounting, are adaptive in the
sense that typically they are used to estimate the
amount of cost that should have been incurred for
a given level of activity, such as output. The flexible budget parameters (total fixed cost and variable cost per unit of activity) are established beforehand, while the budgeted total cost is computed
when the experienced activity volume is known.
In contrast, an adaptive plan reflects changes in a
variety of conditions outside the firm, not just
changes in production activity or output levels.
Don't Confuse Adaptive with a Priori Plans
Further, adaptive plans are not to be confused
with a priori plans even though they are based, in
part, on common planning processes.' A priori
profit plans are formulated before action, while
adaptive plans, like flexible budgets, are developed
after the actions have taken place. A priori plans
are not revised to reflect either the actual output
levels or the operating conditions experienced
during the reporting period. They are static, not
flexible, plans.
There are two fundamental considerations in
the way adaptive plans are related to a priori plans
and to the common planning processes upon
which they are based. One consideration is the
treatment of unforeseen events. Such events are
known to be possible, but they cannot be forecast
with precision as to either timing or severity. For
example, disruptions in the supply of crude oil
from the Middle East are to be expected, but the
timing and the severity of such disruptions cannot
be forecast precisely. Similarly, the announcement
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of significant new products or price changes by a
dominant firm can disrupt the plans and markets
of smaller firms in the same industry.` Consequently, a priori plans become obsolete. In order
to develop meaningful, contemporary performance standards, accountants must integrate the
ways in which unforeseen events impact on
planned results to transform the a priori plan into
an adaptive plan. Second, a good a priori plan
should include strategies to take advantage of
probable business conditions forecast by the firm
as well as strategies for adapting to or changing to
the actual conditions that develop during the reporting period. The adaptive plan incorporates the
effects of these preplanned responses to the previously uncertain market conditions. Consequently,
both the a priori plan and the resulting adaptive
plan are based, in part, on the planning process
that preceded the reporting period.
The distinction between an adaptive plan and
an a priori plan can be clarified further by examining the manner in which these plans are used to
analyze actual results. When actual results are
compared to an a priori plan (see box), the resulting variance is due to several factors. Actual results depend on the accuracy with which future
conditions are forecast, the capacity of the plan to
take advantage of the forecast conditions, and the
efficiency and effectiveness with which the plan is
implemented in the conditions actually experienced. The relative impact of each factor on the
overall variance between actual results and pre planned results is difficult to estimate without
some sort of flexible benchmark such as an adaptive plan.
The performance variance component is a measure of the difference between actual profitability
performance and the results that are considered
achievable in the environment that was experienced. This total performance variance can be
broken down into a number of component variances as shown in Figure 1. The planning variance
portion of the total variance is a measure of the
extent to which planned performance was revised
because of changes in the business environment..
This is primarily, but not exclusively, a forecasting effect. The planning variance also can be broken down into a number of component variances
as illustrated in the flowchart.
An adaptive plan is not a restatement of what .
the a priori plan should have been, given the benefit of hindsight. Rather, it is a restatement of desired performance levels for a specific environment which is based in part on the a priori plan
for adapting to that environment. For example,
the plan may be to achieve a specified share of the
projected market plus a specified share of any
growth of the market in excess of the forecast size.
The plan exists beforehand, but the exact size of
the available market is not known until the period
MANAGEMENT ACCOUNTING /JANUARY 1980

Variance
from
plan

equals

Actual results

Adaptively p lanned results

Variances Help Managers Focus
On Immediate Situations
Market - oriented variances help management
focus on the immediate business environment and
the firm's participation in that environment. The
next step is to determine the extent to which marketing, production and distribution activities contribute to the firm's ability to participate in marMANAGEMENT ACCOUNTING /JANUARY 1980

planned results

Perform ance variances plus forecasting variances
from p lan
fro m plan

Key to V ari anc es

Market and Market Share Are Important
The term "market" in this context refers to the
total sales of a product or service during a specified time period. Sales may be measured in terms
of dollars or units as determined from orders, invoices, deliveries or consumer use.' The market of
interest may be defined in terms of sales by type of
consumer use, technical characteristics, distribution methods or geographic location of customers.
For example, tire companies distinguish between
the original equipment and replacement tire markets even though they involve the same products
and essentially the same set of consumers. On the
other hand, General Electric Co. has viewed all
personal appliances as one market even though
several different products are involved.'
Market share refers to the proportion of the total "sales" in a market that was sold by the business entity of interest. Although the concept of
market share is easy to understand, the actual
measurement of market share requires careful, expert study and analysis. Marketing and distribution decisions that are based on an inadequate definition of a firm's markets can result in serious
errors.
The framework incorporates several market oriented variances to facilitate the control and
monitoring of product- market profitability. These
include product mix, market share and market
size variances. Both the product mix and the market share variances are divided into a performance
component and a planning component. (See Figure 1). The market size variance is exclusively a
planning variance in this context.
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Variance Computations: Adaptive vs. Static Plans

equals

ends. The a priori plan plus knowledge about the
observed size of the market are combined to form
the adaptive plan. In the case of unforeseen
events, the adaptive plan reflects a planned response that is developed when the event occurs,
not beforehand. The plan for the entire period is
not reworked, just that portion of the a priori plan
which pertains to the period that follows the unforeseen event.
Thus, the adaptive plan is based on both pre planned responses to changes in business conditions and ad hoc plans that are necessitated by
unforeseen events, not on "second guessing" or
hindsight. Ultimately, management needs to know
how unforeseen events and changes in business
conditions impact upon the marketplace.

Variable definition
Actual
Per unit price
PAX
Ouanity in units
QAX
Per unit contribution margin
CAX
Market share
SAX
Market size
MA X
Per unit variable marketing cost
VAMX
Per unit variable production cost
VAPX
Per unit variable distribution cost
VADX
Total production output loss
QLAP
Total distribution output loss
QLAD
Per unit weighted average contribution margin

Variable notation by type
Adaptive
A priori
plan
plan
PRX
pl,x
QRX
QPX
CRX
CPX
SRX
SPX
MRX
MPx
VRMx
VPMX
VRPX
Vt,PX
VRDX
VPDX
QLRP
QLPP
QLRD
QLPD
CR
Cp

ket developments. By separating the effects on
profitability of each of these functions, management can pinpoint problems and responsibility for
performance.
Managers need to be able to monitor the efficiency and effectiveness with which marketing,
production and distribution activities are performed to achieve success in the marketplace.
Moreover, manufacturers must be concerned with
these functions even though other firms may perform them. For example, the efficiency and effectiveness of the system which distributes its products is of vital interest to a manufacturer no matter who owns and operates that system.
In manufacturing, production managers are responsible for the efficient achievement of production schedules based on product demand forecasts
and related inventory requirements. Accordingly,
a production quantity variance is needed to measure the increase or decrease in the goods available for distribution as compared with the
planned amounts. This variance is concerned with
the quantity of product made available to the distribution system during the period.
Distribution system managers are responsible
for the movement of goods from the manufacturing system to the consumer. A distribution quantity variance is needed to measure the effectiveness
with which goods are made available for sale to
final consumers during the reporting period. This
variance (Figure 1) is concerned with the quantity
of product that is available to customers in the
appropriate locations.
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Marketing managers are responsible for monitoring the buying practices of customers. Both
price variances and volume variances are needed
to facilitate this process. In market - oriented industries, the volume variances should be tied to
market size and market -share information. In addition, it may be appropriate to separate volume
variances into mix and quantity variances when
the products are substitutes for one another. This
separation is recommended only when the substitution effects are significant and the resulting variances will facilitate the management of products
or markets.
When combined with adaptive plans and market variances, the marketing, production and distribution variances make up a comprehensive control system. The next step is to select the measure
of profitability which is to be the focus of the control framework.
How to Measure Profitability
The proposed framework can be modified to use
any one of at least three different measures of
profitability. The contribution margin approach
involves the identification and control of sales
prices and all variable costs. The difference between revenues and total variable costs is the measure of profitability, known as contribution margin. The short -run performance margin approach
involves deducting separable, discretionary fixed
costs from contribution margin. If the control focus is on a particular market, then the contribu-
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tion margin generated in that market, less the discretionary fixed costs directly traceable to that
market, is the measure ofmarket profitability. The
net profit approach involves subtracting from
product revenues both direct and indirect costs.
This approach requires a number of allocations to
ensure that all direct and indirect costs are associated with products and /or markets.
We used the contribution margin approach here
for both practical and theoretical reasons. The
framework emphasizes the factors which management most needs to control — product prices, mix
and volume —and theoretically, the reporting system should emphasize only those factors which
are controllable. Moreover, the contribution margin approach is straightforward. To include an
analysis of fixed costs in the framework is questionable for two reasons: first, the use of variances
from plan is not a particularly effective means of
controlling discretionary fixed costs; and second,
the framework becomes more cumbersome and
difficult to use when fixed costs are included.
Thus, both the proposed framework and the illustration which follows focus on the control ofcontribution margin.
Illustrating the Operational System
In order to use the proposed framework fully, a
firm must develop comprehensive a priori plans in
terms of contribution margin on a product -byproduct basis. Further, the framework requires
forecasts of market size for all relevant markets as
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Table 1
PERFORMANCE OF PRODUCTS X AND Y

12,000

5,000

10,000

.23
$5,175,000
29.183%

.25
$5,850,000
30.508%

28.571%

well as plans for adapting to unexpected changes
in these markets. Although not required, specific
plans for marketing (order getting), production,
and distribution (order filling) activities also are
needed to obtain full value from the proposed
framework.
The hypothetical example which follows involves two products denoted x and y. Both actual
and a priori planned results are summarized in
Table 1. The formulas in Figure 1 were used to
compute the variances summarized in Table 2.
We suggest that readers work through the illustration in order to see how the features described are
combined to develop an operational system.
The analysis begins with an examination of the
total product variance. For the case at hand, only
the results for product x are examined in detail.
The results for product y are presented in summary form to complete the presentation of overall
results.
The total variance for product x is a favorable
$175,000,
(22,500,000
lbs.
x
$0.23/lb.
- 20,000,000 lbs. x $0.25/lb.), which is the difference between the contribution margin actually
earned and the contribution margin provided for
in the a priori plan. Given the manner in which
the variances have been specified, a positive variance indicates a favorable result, i.e., higher contribution margin than planned, while a negative
variance indicates an unfavorable result, i.e., lower contribution margin than planned. The next
step is to isolate the portions of the total variance
that can be associated with the factors that caused
them.
The total variance for product x is due to both
planning and performance factors. For the adaptive plan information presented in Table 1, the
performance variance is an unfavorable
- $675,000, (22,500,000 lbs. x $0.23/lb.
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0
0
.10
$5,000,000
71.429%

.13
.04
.03

$

53,300,000
.30
$15,990,000
130,000,000
41%
$

$
$

$

.12
.05
.03

54,600,000
.30
$16,380,000
130,000,000
42%

.12
.04
.03

80,000

75,000

30,000

40,000

.10

$5,460,000
70.817%

.11
$5,863,000
69.492%
$

10,000

0
0
S .25
$5,000,000

.14
.06
.04

50,000,000
.30
$15,000,000
125,000,000
40%

$

.15
.05
.04

$

.16
.05
.04

25%

PRODUCT Y
Actual
Adaptive plan

Plan

$

S .49
$11,466,000
90,000,000
26%
$

23,400,000

.47
$10,575,000
90,000,000
$

22,500,000

$

$

20,000,000
.50
$10,000,000
80,000,000
25%
$

Sales (lbs.)
Price (per lb.)
Total revenues
Total market (lbs.)
Share of market 1 %)
Variable cost (per lb.)
Production
Distribution
Marketing
Loss unit sales due to
production problems
Loss unit sales due to
distribution problems
Contribution margin (per lb.)
Total contribution margin
Mix ( %)

Adaptive plan

$

PRODUCT X
Actual

Plan

- 23,400,000 lbs. x $0.25/lb.), and the planning
variance is a favorable $850,000, (23,400,000 lbs.
x $0.25/lb. - 20,000,000 lbs. x $0.25/lb.).
The importance of separating planning variances from performance variances is evident in
this illustration. Even though the overall variance
for this product was a favorable $175,000, the
contribution margin should have been $675,000
higher, given the environment actually experienced! The unfavorable - $675,000 performance
variance indicates that the company did not perform as well as it should have in the actual environment.
The interpretation of performance variances is
more straightforward than the interpretation of
planning variances. A positive performance variance is favorable because it indicates that the company has achieved a higher total contribution
margin than expected for the environment experienced. A negative variance is unfavorable because
it indicates that the total contribution margin for
that product is less than the firm should have
achieved.
A planning variance, in contrast, can have an
unfavorable impact on contribution margin
whether it is positive or negative. Positive planning variances arise when the strength of the
operating environment is underestimated, which
results in an adaptive plan that calls for higher
contribution margin than did the a priori plan.
Consequently, by significantly underestimating
the environment, the firm may incur additional
costs and /or lost sales in its efforts to adapt to the
strength of its markets. Similarly, a negative planning variance implies that conditions have been
overestimated, which also may result in excessive
costs due to high inventories and /or production
schedule changes. The net financial impact of
such planning (forecasting) errors depends on the
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ability of the firm to adapt to these changing conditions and the costs of doing so. In any case, the
objective is to reduce planning variances through
improved forecasting and knowledge of the environment.
Components of Planning
The major components of planning include
forecasting the environment, developing strategic
plans based on the forecasts, and developing operating plans based on the strategic plans. The variances in the proposed framework can be grouped
into corresponding components. One variance
component concerns the forecast of total market
size and the resulting impact on plans associated
with forecasting errors. A second component includes the strategic factors of price and product

mix and their effects on market share. Product
quality, promotion and other marketing factors
are considered only insofar as they affect market
share. A third variance component concerns planning for production and distribution activities.
The market size planning variance measures the
effect of market size forecast errors on planned
profitability. By holding planned market share
and per unit profitability constant, we can quantify the impact on profitability of errors in forecasting the size of each product market (Figure 1).
This analysis is based on the assumption that an
individual firm cannot materially influence the
size of a market.
For the case at hand, the market size planning
variance is a positive $357,141, computed as follows: (90,000,000 lbs. - 80,000,000 lbs.) x 25% x

Table 2
PERFORMANCE AND PLANNING VARIANCES PRODUCTS X AND Y
Item

Variance
Performance
Planning

Variance
Totals

Total planned contribution margin

Reconciliation
$10,000,000

Product "X" variances:
Market size
Strategic factors
Price
Product mix
Market share
Total strategic factors
Operational factors
Costs
Production
Distribution
Marketing
Total costs
Output
Production
Distribution
Total output
Total operational factors
Total Product "X"

NIA

357,141

357,141

(450,000)
(87,560)
(138,509)
(676,069)

(234,000)
364,288
125,428
255,716

(420,353)

(225,000)
225,000
0
0

468,000
(234,000)
0
234,000

305
764
1,069
1,069
(675,000)

1,714
1,429
3,143
237,143
850,000

NiA

285,712

285,712

0
(55,525)
197,762
142,237

0
1141,426)
169,285
27,859

170,096

(546,000)
0
0

0
533,000
0

(546,000)

533,000

(764)
1,528
764
(545,236)
002,9991
(1,077,999)

10,714
5,714
16,428
549,428
862,999
1,712,999

238,212
175,000

Pro duct " Y" variances:
Market size
Strategic factors
Price
Product mix
Market share
Total strategic factors
Operational factors
Costs
Production
Distribution
Marketing
Total costs
Output
Production
Distribution
Total output
Total operational factors
Total Product "Y"
Total variance
Actual contribution m argin
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4,192
460,000
635,000
$10,635,000
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$0.1428565/lb.e This planning variance is positive
because the business environment experienced was
much stronger than expected. The dollar amount
of $357,141 represents the increase in the contribution margin that should have been planned, given the conditions which developed during the reporting period. This variance isolates the effects of
increased market size by holding the planned market share and the planned weighted- average contribution margin constant.
Any market size forecasting variance is unfavorable because the firm is apt to incur excessive
costs or lost revenues due to poor planning. Presumably, better forecasts should lead to better
plans and more efficient operations. The market
size variance serves to highlight forecasting errors
on a market -by- market basis. It does not purport
to measure the effects of forecasting errors on actual performance.
Strategic Planning Factors
The next planning factors to be considered are
the strategic factors of price, product mix and
market share. These market - oriented factors tend
to be controllable or at least subject to management influence and strategic factors rather than
operational factors.
The planning price variance is an estimate of
the effect on contribution margin that results from
revisions in price plans. These price revisions are
the result of the replanning that becomes necessary when actual business conditions differ from
the forecast conditions. In this case, the planning
price variance is a negative — $234,000, computed
as follows: ($0.49/lb. — $0.50 /lb.) x 23,400,000
lbs. A negative variance results because the firm
overestimated the prices that could be obtained
for this product in the environment experienced.
As a result of this forecasting error, the firm's a
priori plans overstated the profit potential by
$234,000.
The individuals responsible for predicting
prices are informed of the magnitude of these errors on a product -by- product basis. This feedback,
when combined with the planning processes required to develop the a priori and adaptive plans,
should provide the information needed to improve
future pricing actions.
A second strategic factor is product mix. Product mix variances are appropriate only when the
products are substitutes for one another in the
eyes of consumers or when constraints on total
output result in product substitutions. That is, the
concept of a mix variance is meaningful only
when an increase in the proportion of total sales of
one product implies an offsetting decrease in another product's proportion of total sales.
The planning product mix variance indicates
the effect on the contribution margin ofchanges in
the business environment that cause revisions in
MANAGEMENT ACCOUNTING /JANUARY 1980

the planned product mix. For the problem at
hand, the product mix variance is a positive
$364,288, which is computed as follows:
(23,400,000 lbs. — 20,000,000 lbs.) x ($0.25/
lb. — $0.1428565/lb.).
This variance indicates that the firm should
have planned for a much richer product mix to
take advantage ofthe environment realized during
the reporting period. The firm could have planned
for a sales mix that put greater emphasis on product x vis -a -vis product y. This would have increased the planned contribution margin by
$364,288, all else being equal. This mix variance
indicates a need to review the product mix planning process, but it does not indicate why the revised plan called for a different mix.
A third strategic planning factor is market
share, a major strategic goal in many firms today.'
The purpose of the planning market share variance is to estimate the effect on planned contribution margin of changes in planned market share
that are due to changes in the environment experienced during the reporting period. The version of
the market share variance presented here is
unique in that adjustments are made for planned
changes in production output and distribution
throughput quantities. As a result, the market share planning variance reflects the effects of marketing factors almost exclusively.
For the illustration, the adaptive plan calls for a
market share of26% rather than the 25% called
for in the a priori plan. In addition, the adaptive
plan provides for reductions in production output
of 12,000 lbs. and distribution throughput of
10,000 lbs. as a result ofconditions that had developed during the period. Therefore, the net quantity variance associated with planned market share
is 212,000 lbs. The dollar impact on plans is
$125,428, which is computed as follows:
[(0.26 — 0.25) x 90,000,000 lbs. — (12,000
lbs. — 0) — (10,000 lbs. — 0)] x $0.1428565/lb.
This variance indicates that the firm should have
planned for a larger share of the market, given the
market conditions which actually developed.
When provided on a product -by- product basis,
this information should be of value in the planning and control of market share.

By separating
the effects on
profitability,
management
can pinpoint
problems.

Operating Factors Influence the System
The remaining components of the total planning variance are concerned with the operating
factors of cost and output volume. In particular,
the framework includes separate cost variances
for variable marketing, production and distribution costs. The resulting emphasis on marketing
and distribution costs is more and more appropriate as these costs become an increasing proportion
of total cost. The objective, then, is to focus more
attention on the planning and control of both
marketing and distribution costs.
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The market size
variance serves
to highlight
forecasting
errors on a
market -bymarket basis.
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For our illustration, the planning production
cost variance is $468,000, computed as follows:
($0.16/lb. — $0.14 /lb,) x 23,400,000 lbs. Because
of developments in production activities during
the reporting period, the variable cost of $0.14/lb.
per the adaptive plan is higher than the cost of
$0.16 /lb. per the a priori plan. As a result, the
adaptive plan calls for $468,000 more in contribution margin than does the a priori plan.
In contrast, the planned distribution costs were
revised upward to $0.06 /]b. in the adaptive plan
from $0.05 /lb. per the a priori plan. Planned distribution costs were $234,000 too low for the environment experienced, computed as follows:
($0.06/lb. — $0.05 /lb.) x 23,400,000 lbs. The variable marketing costs were planned correctly, so
no planning variances resulted.
These planning variances are computed to identify the more troublesome cost planning problems
on both a product and functional basis. When
specified properly, these variances provide a
sound basis for identifying problems and evaluating performance.
The output component of operations concerns
the capability to produce and deliver the products
for which there is a forecasted demand. The objective is to isolate the effects on planned contribution margin of any sales losses which are due to
expected production or distribution bottlenecks.
The planned effectiveness of marketing activities
thus is isolated from the planned effectiveness of
production and distribution activities.
For the problem at hand, the production output
variance is $1,714, computed as follows: (12,000
lbs. — 0) x $0.1428565/lb. The weighted average
contribution margin is used because the products
are partial substitutes for each other, but the effects of changes in product mix are isolated by the
product mix planning variance. Moreover, this
variance is used to compute the market share variance, which utilizes the weighted average contribution margin.
The distribution throughput planning variance
is $1,429, computed as follows: (10,000 lbs. — 0)
x $0.1428565/lb. The weighted average contribution margin is used to compute this variance for
the same reasons it was used for the production
output variance. The purpose of these two output
variances is to focus attention on the effectiveness
of production and distribution activities rather
than taking them for granted.
In summary, the hypothetical firm should have
planned for an additional contribution margin of
$850,000 for product x during the reporting period. A summary of the respective components of
the total planning variance is presented in Table 2.
The variances indicate that another $357,141
should have been earned because of an improvement in market size. Changes in the strategic factors of price, product mix and market share

should have led to an additional $255,716 in contribution margin over that amount planned for the
period. In addition, cost and output planning
changes should have led to an additional $237,143
to make up the total $850,000. Since the changes
earned only $175,000 more than the a priori plans
called for, however, their actual performance was
deficient
by
some
$675,000, ($850,000
— $175,000). Next, this $675,000 unfavorable
performance variance is analyzed in more detail.
Components of Performance
The major factors ofperformance parallel those
of planning. The strategic factors include price,
product mix and market share. The operating cost
factors include variable costs of marketing, production and distribution activities, and the operating volume factors are production output and distribution throughput. A variance computation is
associated with each of these factors.
The price performance variance indicates that
the firm did not achieve the price levels for product x called for in the adaptive plan. The effect of
achieving planned prices for the environment experienced would have resulted in an increase in
contribution margin of $450,000. This variance is
computed as follows: ($0.47/lb. — $0.49/lb.) x
22,500,000 lbs. = — $450,000 (unfavorable).
The product -mix performance variance indicates that a lower proportion of product x, the
more profitable product, was sold than should
have been sold in the environment experienced.
The effect on contribution margin of selling a less
profitable product mix was an unfavorable
— $87,560, or: (22,500,000 lbs. — 23,400,000
lbs.) x ($0.25/lb. — $0.15271 l2 /lb.).
Market share, a third strategic performance factor, also was lower than planned. The resulting
market share performance variance was an unfavorable — $138,509, computed as follows:
[(0.25 — 0.26) x 90,000,000 lbs. + (10,000
lbs. — 12,000 lbs.) + (5,000 lbs. — 10,000 lbs.)] x
$0.1527112/lb. If the firm had achieved 26% of
the market, as planned, then contribution margin
would have been increased by $138,509, everything else being equal. This variance can be attributed to the performance ofthe marketing function
in achieving market share.
The strategic component of the total performance variance for product x is — $676,069, which
is nearly equal to the entire performance variance
of — $675,000. By implication, the firm's major
problems during this period were strategic, not
operational. Nevertheless, there were significant
operating variances which offset one another.
One of the objectives of variance analysis is to
identify particular problem areas that otherwise
might be obscured by the more successful aspects
of operations. The variable cost components of the
illustration help to emphasize this point. The variMANAGEMENT ACCOUNTING /JANUARY 1980

able production costs were $225,000 above plan
[($0.14/lb. — $0.15/lb.) x 22,500,000 lbs.], but
distribution costs were $225,000 below plan
[($0.06/lb. — $0.05/lb.) x 22,500,000 lbs.]. Marketing costs were exactly at planned levels ($0.04/
lb.) so the total variable cost performance variance was zero.
Nevertheless, only marketing costs followed the
plan. Production costs appear out of control, resulting in $225,000 of lost contribution margin,
Distribution costs are much lower than plan,
which deserves some investigation to ensure that
other goals are being met and that the firm capitalized upon the increased efficiency of distribution activities.
The remaining component of performance concerns the management of production output and
distribution throughput. In general, the question
is, "How well did we produce and distribute the
products that the marketing function was capable
ofselling ?"
The production problem is to schedule production and manage inventories to make the planned
quantities of finished product available for distribution. This framework focuses on the lost contribution margin associated with lost production.
The volume comparison is between actual production volume losses and the volume that should
have been lost, given the environment actually experienced. For this case, the variance is a favorable $305, computed as follows: [— (10,000
lbs. — 12,000 lbs.) x $0.1527112/lb.]. A negative
variance implies there were more lost sales because of production problems than there should
have been in the production environment experienced. A positive variance implies fewer lost sales
than expected.
The distribution problem is to move products
from manufacturing locations to customers. The
proposed framework includes an estimate of the
contribution margin that is lost because customers' needs are not satisfied. Any estimate of the
sales which are lost because of distribution problems is subject to error, but this information is
needed to balance distribution costs and benefits.
For this problem, the distribution performance
variance was a favorable $764. The positive (favorable) variance indicates that fewer sales were
lost due to distribution activities than expected for
the conditions experienced. The variance computations are as follows: — (5,000 lbs. — 10,000 lbs.)
x $0.1527112/lb. =$764.
In summary, the $5,175,000 contribution margin for product x should have been greater by
$675,000, given the conditions experienced during
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the reporting period. A summary of the components of this $675,000 performance variance is
presented in Table 2. The variances indicate that
the contribution margin earned from sales of
product x was $676,069 less than plan because of
strategic factors alone. Of this amount, $450,000
could have been earned by achieving the price performance called for in the adaptive plan. Another
$87,560 could have been earned by achieving the
planned product mix. The effect of achieving a
market share of only 25% as opposed to the 26%
specified in the adaptive plan was a loss of
$738,509 in contribution margin. The operational
factors resulted in a net favorable variance of
$1,609. The minor losses due to production and
distribution problems were less than plan. Although total variable costs were in line with
planned costs, variable production costs were
$225,000 over plan, while variable distribution
costs were $225,000 under plan. When combined,
these variances serve to explain the total performance variance of — $675,000.

An adaptive
profit plan
provides a
benchmark to
measure actual
vs. planned
performance.

Using the Framework
This framework can be used by almost any
company to analyze its products' market performance. The concept of an adaptive plan permits the
separation of the total variance from plan into
performance and planning variances. Incorporating market size and share measures broadens the
scope of the control system to include more factors. Including marketing and distribution cost
variances facilitates the control of these components of total cost. The contribution margin lost
due to production and distribution problems also
can be isolated. Organizing the variances into
strategic and operational variances better reflects
the nature of the factors involved.
The net result is a comprehensive variance analysis framework that reflects contemporary planning processes well. The major features of the
framework can be adapted and modified to meet
the needs of interested companies and the conditions under which they operate.
❑
, The idea of a market - oriented control system for product management is developed by James M. Hulben and Norman E. Toy, "A Strategic Framework for
Marketing," Journal of Marketing, April 1977. This paper extends the concept of
an adaptive plan and develops a more extensive set of variances.
' Buzzell, Robert D., Bradley T. Gale and G.M. Sultan, "Market Share —A Key to
Profitability," Harmed Business Review, January - February 1975.
' Charles T. Horngren mentions the use of such variances in his texI.Introduction to
Management Accounring.4th ed.. Prentice -Hall, Inc., Englewood Cliffs, N.1.. 1978.
' Most plans in use today area priori plans That is, they are plans developed before
the fact. Thus, the tern a priori plan is synonymous with the customary concept of
a plan.
Business Week, February 12, 1979.
' Catry, Bernard and Michel Chevalier, "Market Share Strategy and the Product
Life Cycle;' Journal of Marketing, [October 1974.
' Ibid. p. 29.
' The weighted - average planned contribution margin is computed for the illustration as follows: $0.25 (20,000,000 lbs. _ 70,000,000 lbs.) + $0.10 (50,000,000
lbs. - 70,000.000 lbs.) = $0.1428565/16.
' Fogg, C. Davis, "Planning Gains on Market Share;' Journal of Afarkeling, July
1974.
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How Confirmation Reporting
Can Be Applied to Market

Control Systems
There is value in marketing information feedback from sources
other than the marketing participant.

By Dana Smith Morgan and Fred W. Morgan
The application of management accounting techniq ues to measu re an d co n tro l marketing perfo rm an ce an d p ro fitab ility h as b een incr easingly

Dana Smith Morgan is
working toward a Ph.D.
in accounting from the
University of Michigan.
She holds a B.S.
degree from the
University of Missouri Columbia. This article
was submitted through
the Ann Arbor Chapter.
Fred W. Morgan is
associate professor of
marketing at Wayne
State University. He
holds MBA and Ph.D.
degrees in marketing
from Michigan State
University.
26

ad vo cat ed b y a cad em ic s an d p ractitioners. Varian ce an aly sis an d co n trib u tio n m argin reporting,
fo r ex am ple, have b een rediscovered by m arketers.
Desp ite th is en co uragem en t, em pirical evidence
in d icates th at few co m pan ies have im plem ented
th ese meth o d s o n a b ro ad scale.' A m ajor impedimen t to their effective utilizatio n is the separation
o r "d istan ce" between u sers and sources of informatio n .
Distan ce can b e p h y sical ( regiona l m ana ger in
hom e office to salesperso n in the field), hierarchial
(vice - presid ent to departm en t m anager), tem poral
(activity rep orts received several da ys or w e eks

subsequent to actual events), or some combination
of these three possibilities. Distance may reduce
the reliability of information for the decision maker because it decreases the opportunity, or increases the cost, to validate the data. More important,
distance may reduce the reliability of explanations
of differences between actual data and planned results. Variances in market share or profitability by
market segment take on meaning only to the extent that unanticipated outcomes can be fully explained . Decision makers must be provided with
reliable and accurate explanations.
0025 - 1690/80/6107.2520 /501.00/0

A solution to this problem is to attempt to
guarantee the reliability of the data and subsequent explanations. Marketers should look again
to accounting for the answer: confirmation reporting, a fundam ental practice of the certified public
accountant. The independent auditor, when exam ining a company 's records for the purpose of certification of its financial statem ents, is r equ ired to
determ ine through sources external to the com pa-

ny if certain accounts are correctly stated . For example, accounts receivable balances are verified
by contacting a representative sampling of the
company's customers . Accounts payable balances
might be checked by contacting a group of the
firm 's suppliers.
This sam e concept, verification of task perform ance through a source independent o f t h e per son(s) responsible for the task, can be a useful and
feasible m arketing control procedure. We present
here an exam ple of a confirm ation -based m arketing control system . Advantages of such a system
are discussed, as are some of the considerations in
design and im plem entation.

Design and Implementation
The following example focuses on four major
marketing activities: pricing, personal selling, advertising, and distribution. Though not covering
every aspect of a typical company's reporting system, these four areas provide the variety necessary
Copyright : ; 1980 by the National Association of Accountants

to illustrate the major concerns in developing a
confirmation -based system.
Since the essence of such a system is its independence from data sources, the first consideration is selection of these sources. The obvious
choices are groups with a vested interest in the
company's performance who are external to the
company, such as customers, potential customers,
previous customers, vendors, and professional
service firms (advertising agencies, research services). Individuals from these groups are not responsible for making decisions based on the data
they supply, but they are affected by the resulting
decisions. Firm employees are more readily accessible, but they may find themselves supplying explanations which account for their own behavior.
Conflicts of interest such as these should be avoided whenever possible. In the discussion which follows, internal sources of information are included,
but only to illustrate the diversity of available
sources.
The next consideration involves the interrelationship of topics to be reviewed via the reporting
systems, the types of questions to be asked, and
the timing of information collection. Since a control system is a diagnostic tool, its focus is on all
marketing areas that may eventually experience
significant difficulties. Each company should determine which areas are worth monitoring and design the system accordingly. But above all, the
confirmation -based system should identify problem areas early; therefore, anticipation of problems rather than detailed analysis after they develop is the proper orientation.
Confirmation surveys or data analyses should
be conducted at regular intervals and as needed if
unique problems occur without warning. Routine
reporting requires a standardized question format
that is easily understood by participants. The irregular reports must be tailored to the circumstances surrounding the event.
Pricing. A company that uses a standardized
price list needs to know the extent to which this
list is being followed. The reasons for such concern could be diverse, ranging from a desire to
control the discretionary activities of salespersons
to a need to maintain the integrity of price sheets
for planning purposes. Salespersons could be required to state on the invoice any variation from
list prices. A sampling of invoices would provide
evidence as to the proportion of sales (dollars or
units) being sold at a premium or discounted as
well as indicate why such changes were made.
As a check on such activities, a customer sample could be contacted for verification of the reasons for the price differential. A mail questionnaire would be necessary for a large company
with many customers to survey; however, the personal nature of the telephone interview may be
needed due to the potential sensitivity of the quesMANAGEMENT ACCOUNTING /JANUARY 1980

Table 1
CONFIRMATION -BASED INFORMATION ABOUT . , .
... PRICING ACTIVITIES
Topic

Source

Questions

Product sold at
price other than
list price

Salesperson
(invoicel

Why was nonlist price
established (check
invoice)?

Customer
sample

Were you informed why,
quoted price varied
from list price? What

Timing
Sampling of invoices
Every invoice over
$ -sale cutoff, only
for certain products,
territories, or
salespersons

was the stated reason?
Suitability of
current price list

Salesperson

What selling price do
you suggest for these
products? Why?

Customer;
prospect
sample

What effect would a
change in price for
products have on your
order size? At what
price would you consider
buying these products?

Unsatisfactory sales
trend
Annual plan review
Competition enters
market

... SELLING ACTIVITIES
Salesp.� Ison
ability

Salesperson

Call reports

Subjective interpretation
of report data

Customer(

Questi ons about the
salesperson's skills

prospect
Quota levels

Series of questions
about important
performance criteria

Salesperson

W hat should quota be 7
Why (detailed reasons)?

Call reports

W hy aren't sales
closed?

Customerl

Sales estimates.
Likelihood of sale
(what conditions)?

prospect
sample

A f t e r 6 mo n t h s f o r

new salesper sons
W hen senior persons
aren't meeting quotas

Annually
If periodic progress
is down

... ADVERTISING ACTIVITIES
Creative costs

Recall rates

Agency
estimates

To develop campaign,
what will the costs
be for (detailed
categories)?

Agency
invoice

Actual charges

Advertising
manager

To develop campaign,
what will the costs
be for (detailed
categories)?

Agency
estimates

For this campaign,
what will consumer
recall rates be?

Customer!
noncustomer

Standard recall
measurement instrument

Every campaign
Agency's billing
cycle

Every campaign
Periodically during
campaign

... DIS T RIB UT I ON A CT IV IT IE S
Truck driver
courtesy

Delivery
schedules

Driver

Observe his mannerisms

Customer
sample

Questions regarding
driver's mannerisms

Drivers

Their opinions about
customers' attitudes

Customer1
prospect

Their opinions about
our service levels

Annually
When complaints are
registered by customers

Annually
By market area
Based on customers'
complaints
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The key to
acceptance of a
confirmation based reporting
system is
management's
attitude.
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tions. The firm does not want to convey to the
customer the impression that management is
"checking up" on untrustworthy salespersons —
though this could be the case. The telephone interview provides the capability of dealing with this
image problem.
Such a survey might be conducted periodically,
as a matter of policy, for every invoice covering a
sale greater than a predetermined amount or, as
needed, for certain troublesome products, territories, or salespersons. A periodic review could
serve as a deterrent to most salespersons tempted
to "deal" against company wishes, while the occasional specific study may help to isolate serious
offenders. A summary of pricing- related activities
is shown in Table 1.
Personal Selling. Sales managers must make a
number of decisions affecting sales force personnel
which could be supported by external data. Suppose the turnover rate for inexperienced salespersons has been increasing over time. A system
whereby the first few prospects approached by
these salespersons are questioned about the salespersons' abilities might indicate possible causes
for turnover. Prospects have expectations regarding salesperson approach and style and could supply insightful comments. Sales managers may fail
to see the real problem because of a personal interest in the success of the new hires.
More general problems, such as unmet quotas,
could also be solved with the assistance of customers and prospects. If the salesperson is gradually
losing interest in the job, customers should be able
to notice the diminishing treatment of their needs.
A regular review of customers' and prospects'
views of individual salespersons could pinpoint areas for additional training or increased emphasis.
Advertising. Regardless of whether or not a
company contracts with an advertising or public
relations agency, the performance of each campaign should be evaluated. Specific campaign
goals should be stated initially and reviewed along
the way by polling the segments of the population
at which the campaign is directed. The agency's
cost estimates can be compared with actual
charges to highlight any significant variations, the
reasons for which should be explained by agency
personnel. Two other examples, creative costs and
recall rates, are explored in Table 1.
Distribution. Many opportunities exist in the
distribution area for confirming performance data
via external sources. For example, if a firm experiences an unsatisfactory level of backorders being
delivered to customers in less- than - truckload
quantities, delivery costs are climbing. Cost data
are readily available for review, but how do customers feel about backorder delays? A survey of

truck drivers could provide an unbiased internal
analysis of customer reactions.
Major Considerations and Warnings
The key to corporate acceptance of a confirmation -based reporting system is management's attitude. The system should not be overly dramatized
or played out of proportion to what it is: a supplement to and clarification of internal reporting. If
the positive results of using the confirmation based system are well publicized within the company, the system's usefulness will be evident.
Timing of the various surveys is a major concern. When possible, the topics should be grouped
to minimize the inconvenience to customers. The
formality of the mail questionnaire may preclude
its use in favor of the more personal telephone
survey. In fact, the customer relations value inherent in the confirmation -based system may be maximized through personal contact. The sample selected perhaps should not be entirely random, but
should include the truly important customers and
prospects.
Care must be taken not to alienate customers.
They too must be informed at the outset what the
purpose of this unusual contact is. As the reporting system becomes established and routine, more
sensitive issues can be gradually included. The initiation period may be of little value in providing
actionable information but it will set the stage for
later corroborative information collection.
The accuracy of externally - supplied information will have to be determined early. Customers
may not respond accurately if they feel that misinformation will help their negotiations with a supplier. In addition, the independence of some respondents (e.g., advertising agency) will always be
questionable due to a vested interest in maintaining an ongoing relationship.
The confirmation -based reporting system may
foster greater consumer orientation and cooperative effort among departments. Marketing and accounting, for example, will have to work more
closely on the invoice sampling and information
collection, perhaps as a part of the billing cycle. In
this way the marketing concept as a corporate orientation may become more of a reality.
Through validation and confirmation of data,
"distance" between users and sources of information can be reduced. As additional information
sources are developed, managers who use the information can rely more and more on the total
reporting system. As a result, control of marketing practices will be increased, providing for more
cost - efficient corporate marketing systems.
❑
, Robert L. Paretta and Jeanne E. Collinson, 'Physical Distribution Costs: A Sur.
vey, - MANAGEMENT ACCOUNTING, July 1976; Gardner M. Jones and Saber A.
Awad, "The Use of Accounting Techniques in Small Firms," MANAGESENT AcCoUNTING, February 1972.
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Your Sales Forecast - Marketing
Budget Relationship:
Is It Consistent?
The development of the sales forecast should either follow or occur
simultaneously with the marketing budget.

The company sales forecast reflects the expected
level of company sales based on a chosen marketing plan and assumed marketing environment, according to Kotler.' The forecast may be stated in
dollar or unit sales and may be subdivided. Typical subdivisions are by time period, territory or
customer, and by item, product line or product
class.
While the sales forecast is an estimate, it is of
crucial importance to the firm because it is fundamentally related to the production, personnel and
financial planning processes.
Like the sales forecast, the marketing budget
also is an estimate. But, unlike the sales forecast,
there is greater certainty related to the criteria of
the budget. That is, there is a high probability that
budgeted amounts will be expended in a time period, due to commitment lead times, while there is
less assurance that the forecast will be realized. A
marketing budget may be considered a plan for
spending. A second, but particularly intuitive
view, is that the budget represents the price and
method of payment for the purchase of sales revenue.
The sales forecast and the marketing budget are
clearly and causally linked in theory. We will dis0025. 1690/80/6107 - 2082/$01.00/0

cuss the forecast - budget linkage, report the findings of one study of this linkage, and suggest that
changes in certain prevailing business practices
with respect to forecasting and budgeting may result in increased firm profitability.
The Concept of Marginal Analysis
The theoretical basis for marketing budget decisions is marginal analysis. This approach assumes
that marketing expenditures cause sales revenues.
The essence of marginal analysis is that, to maximize profit, a firm should continue to allocate resources to the budget as long as the incremental
revenues achieved due to the incremental allocation exceeds the cost of the allocation. Stated another way, the firm should continue to purchase
revenues until the last dollar of resources spent
purchases exactly one dollar of revenue.
The concept of marginal analysis is illustrated
in Figure 1. The underlying assumptions are that
marketing expenditures are variable and the sales
response to the marketing expenditures relationship is known. Some sales and profit occur at relatively low levels of marketing expenditures, E,,
but both will increase if the firm invests any
amount between E, and E ;. Incremental increases
in sales exceed the incremental cost of sales stimulation from E, to E„ suggesting opportunities to
increase profits by increasing marketing budgets.
Copyright -) 1980 by the National Association of Accountants
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Figure 1
TYPICAL SALES AND PROFIT PERFORMANCE
vs. LEVEL OF MARKETING EXPENDITURES
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survey and to secure the firm's cooperation with
the study. The composition of the sample and of
the respondents was representative of Tulsa area
manufacturers with respect to firm size in employees, industrial classification, and market scope.
Particular individuals within the firms responding
to the survey were those executives who knew
about the firms' sales forecasting practices. These
individuals generally were either chief operating
executives or senior sales /marketing executives.
While the firms were located in the Tulsa area,
the firms' markets were typically diverse and are
displayed in Table 1. As expected, approximately
80% of the firms in the sample marketed in at
least a multistate region. This is typical of manufacturing firms. Table 2 indicates that the firms
ranged from approximately. 20 to several thou-

Alternative levels of marketing expenditures

If a firm is currently budgeting at a level E j, the
firm is underinvested with respect to the level of
opportunity. Maximum profit occurs at E, when
the incremental increase in sales revenue is just
equal to the incremental cost to produce the increase. The incremental cost to stimulate further
increases in sales beyond E, will exceed the incremental increases in revenues attained. A firm
spending at a level beyond E, is overinvested with
respect to the level of opportunity and will realize
less than maximum profit. Even though the absolute level of sales increases continuously, spending
beyond E, will eventually result in overall losses
to the firm.
Forecasting and Budgeting: The Relationship
Because the relationship between the sales and
marketing expenditures is causal, the profit -oriented firm should forecast sales in view of an anticipated budget.. The profit- optimizing firm ideally would forecast in view of multiple budgets and
select the most profitable budget level, In any
case, the development of the sales forecast should
either follow or occur simultaneously with the development of the marketing budget. Given the validity of the causal direction, the sales forecast
ideally should follow the budget decision. However, the question arises: Do firms in general generate marketing budgets first and then forecast
sales? We conducted a study in 1977 to answer
this question on contemporary sales forecasting
practices.
The study was unlike many previous studies in
that it focused upon contemporary practices, especially the time relationship of the sales forecast
and marketing budget. From an initial mailing of
110 questionnaires to a sample of Tulsa, Okla.,
area manufacturers, 94 usable responses were obtained for an 85% response rate. Prior to the
mailing, each firm was contacted to announce the
30

Table 1
MARKET SCOPE OF MANUFACTURING
FIRMS SAMPLED
Market
Local
State
Multi -state
National
International
Total

Number
9
9
13
30
33
94

%
9.6
9.6
13.8
31.9
35.1
100

sands of employees. Forecasting prevalence by
size of firm is also indicated.
Overall, the percentage of firm s in the sam ple

thus 10% of the firms do
not forecast sales formally. It may be noted in
Table 2 that the nonforecasting firms are not necessarily the smallest firms in the sample as might
fore c a s ting s a le s is 90 %;

Table 2
FORECASTING AND NONFORECASTING
FIRMS BY NUMBER OF EMPLOYEES
Number of firms
Employees Forecasting Nonforecasting Total
Fewer than 36
21
2
23
36-120
20
4
24
121 -250
20
2
22
More than 250
24
1
25
Total
85
9
94

be assumed. Because previous forecasting research
has largely focused either on the methods em ployed in forecasting or forecasting accuracy,
the re is no bas is for ge ner ating com par iso ns on
the pervasiveness of sales forecasting beyond the
sample described. It is possible, however, that firm
siz e is n ot t he relevant factor f or discrim inating
between sales forecasting and nonforecasting
manufacturing firm s.
Forecasting Prior to Budgeting?
The average tim e relationship between budgetMANAGEMENT ACCOUNTING /JANUARY 1980

ing and forecasting in the sample was surprising.
As shown in Table 3, only 29 of the 85 (34 %)
forecasting firms either forecast following budget
development or simultaneously with budgeting.
The majority of firms, nearly 66 %, typically forecast prior to budgeting.
Table 3
TIME RELATIONSHIP BETWEEN
BUDGETING AND FORECASTING

No. of firms
56
18

65.9
21.2

11
85

12.9
100

%

Time
relationship
Forecast first
Budget first
Budget and forecast
simultanteously
Total

There are two major problems with this approach. First, there is no particular rationale for
budget development because causation is reversed.
Second, there is likely to be some high error in the
obtained forecasts. An anticipated result would be
unsupported forecasts and indefensible budgets.
A comparison of the budget /forecast time relationship with firm size is displayed in Table 4.
There are no significant differences in terms of size
between firms which either budget first, or simultaneously budget and forecast, and those that do
not. It would appear that the more substantial
firms are as likely to budget after forecasting as
are the smaller firms, based upon the sample evidence.

It is possible that the high errors found in this
study relate to the industry category surveyed,
since Dalrymple found the highest forecast errors
among the manufacturing firms in his five- industry study. The median error perceived was between 6 % -9 %. The average error was higher due
to the size of errors in the 12 % range. The single highest reported perceived error was 40 %.
Respondents of firms with particularly high
forecast errors consistently reported that the errors were characterized by underestimation of the
quantity sold. Moreover, there was general satisfaction with errors in the positive direction. The
prevailing view appeared to be that underestimations of sales were good while overestimations of
sales were bad This observation may be partially
explained by the use of sales forecasts in the generation of sales quotas and management performance. From the standpoint of planning, budgeting
and control, any error may result in inefficiency
for the firm and, thus, avoidable cost.
Role of the Management Accountant
From this study of contemporary business sales
forecasting, three recommendations may be
drawn. First, the management accountant should
assess the temporal relationship between a firms'
budgeting decisions and forecasting. If a firm is
engaging in a forecast -first approach, the accountTable 4
FORECASTING AND BUDGETING TIME RELATIONSHIP
BY FIRM SIZE

Analyzing the Forecast Error
Firms that forecast and then budget probably
use a heuristic approach in obtaining marketing
budgets. Some widely adopted rules of thumb in
setting budget levels are the percentage of sales
method, the residual method, and various arbitrary allocation methods.
Respondents were asked to estimate the historical error of their sales forecasts. Forecast error
estimation is often used as a measure of forecast
accuracy rather than the more precise volume variance. This is the usual practice because most forecasts are in a dollar format aggregated across the
total product mix of the firm. The relationship of
the forecast error and the forecast, budget and
time sequence is displayed in Table 5.
The observations in Table 5 suggest several major points. Interestingly, firms using the budget
first or simultaneous methods had approximately
the same perceived error distribution as did the
forecast first group, indicated by the relationship
small chi - square statistic.
Generally, the level of perceived forecast error
is rather high, with over one -half of the firms reporting errors 6% or greater. This result was not
expected given previous study findings.'
MANAGEMENT ACCOUNTING /JANUARY 1980

Time
relationship
Forecast first
Budget first
Budget 8 forecast
simultaneously
Total

Fewer
than 36
13
5
3
21

Firm size—no. of employees
More
121-250
than 250
36-120
11
18
14
5
4
4
2
20

4
20

Total
56
18

2
24

11
85

Table 5
PERCEIVED FORECAST ERROR BY THE FORECASTING AND
BUDGETING TIME RELATIONSHIP
Perceived error
Time
relationship
Forecast first
Budget first
Forecast 6 budget
simultaneously
Total

Less
than 3%
11
3

3 -6%
9
6

7 -9%
7
1

9 -12%
12
3

Greater
than 12%
10
4

2
16

2
17

1
9

4
19

2
16

ant should consider alternative methods. The forecast -first approach assumes either the budget heuristically employed provides optimal relationships,
or there is no significant market reponse to marketing activity. Either assumption is likely invalid
in most cases, although either may appear correct
on occasion.
Continued on page 46
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A Sure -Fire Method to Improve
Budget Cycling
Cycling the budget need not be a choice between divide -by -12
(months) and intuition.

By Richard N. Dino and Lori W. Dino

financial analyst at
Arrowhead Puritas
Waters, Inc., Los
Angeles. She has an
MBA degree from the
State University of New
York at Buffalo. She is
a member of Elmira
Area Chapter.

Good budget cycling not only forms the basis for
performance criteria, but also the foundation for
strategic action plans, production scheduling,
knowledgable inventory management, capacity
planning, personnel policies, and assessing the financial requirements of the operating unit. If
looked upon and used in this light, accurate budget cycling is not only desirable, it is essential. To
simplify the analysis that follows, we shall address
the cycling of sales volume, although the procedure would be similar for manufacturing costs,
operating expenses, margins, and profit levels.
We can quickly review alternative methodologies used in budget cycling which we may have
either used or seen in use. All of the approaches
seem to be variations around the same theme.
The simplest and probably least accurate approach to month -by -month budget cycling is taking the annual budgeted sales volume level and
dividing by 12. The implication, of course, is that
sales volume will be the same each month of the
year --and that the person responsible for such a
procedure knows nothing about his product line,
customers, and the market he serves.
A rational extension of the "divide- by -12"
methodology is adding qualitative information to
the process based on historic product line knowledge and experience. The information can take the
form of an assessment as to which part of the year
has stronger sales, say the first half versus the sec-
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and half. The halves can then be broken down
into thirds and then into months for an apportionment, albeit qualitative, of the annual budget level. Assuming that the qualitative information has
a strong base, the "divide- by -12- plus" approach,
in general, will be much more accurate than the
simple divide -by -12 procedure. Some people stop
here in their cycling methodology.
Divide -by -12 -Plus
There does exist, however, a third phase —let's
call it the "divide -by -12 -plus, and then some" approach. Here the budget cycler uses foresight in
his methodology. He asks himself the question,
"What is going to be structurally different next
year that will keep historic patterns from repeating?" Answers often come in the form of nonrecurring events such as strikes, fuel curtailments,
or specific market strategies. By appropriately adjusting his divide -by -12 -plus results, an even more
exacting cycle can be obtained. Of course, the accuracy of the final budget cycle not only depends
on the accuracy of his arithmetic but, more important, on the accuracy of the qualitative information he brings to bear on the cycle.
Some analysts attempt to quantify some of the
additional information used in any approach beyond the divide- by -12. Some, for example, will analyze historical sales patterns on a month -bymonth basis. The extent of this type of analysis
can range from finding out what percent of total
sales volume occurred in each month last year to
Copyright © 1980 by the National Association of Accountants

averaging the same over the last couple of years.
Attempts are made, then, to apportion month -bymonth sales as they have been apportioned historically. This procedure corresponds in concept to
the divide -by -12 -plus approach, assuming that the
qualitative adjustments are either equivalent or
similar to those made by historical apportionment. By adding the expected impact of nonrecurring events, the analyst can again complete the
cycling process.
These alternative budget cycling methodologies
are used in their various forms by analysts in corporations worldwide. A few words should be said,
however, regarding the risks of inaccuracy of budget cycles which have been developed through the
use of these techniques. The accuracy of the budget cycle depends in large part on the accuracy of
the qualitative information that the analyst brings
to bear on the apportionment. By assessing which
part of the year has stronger sales, the analyst is,
in effect, assessing the seasonal patterns of his
sales volume. The accuracy of such qualitative
judgment depends a great deal on the analyst's
experiential longevity and his ability to exclude
product line biases, prejudices, and historical distortions which may have accumulated over the
years and his ability to include foresight as to
where his sales are going and the dynamics of the
change in getting there. This is true whether apportionments are made from a qualitative assessment or from historical month -by -month analysis.
To cycle a budget accurately, the analyst must,
therefore, understand the basic components of his
sales volume, namely seasonal patterns, underlying trends, and the impact of both historical and
future distortions. It follows then that the more
certain one is concerning these components, the
more confident one can be in the proposed budget
cycle and, finally, the more effective will be the
basis of performance measurement and corporate
strategic plans.
If we had an effective way to reduce the risks of
inaccuracy regarding our assessment of the basic
components of our sales data, it would seem that
accurate budget cycling would become relatively
more certain and our goals more reasonably attainable. With today's computers and the advent
of rigorous and comprehensive statistical analysis
applications, we have found that most of the qualitative elements can be removed from the budget
cycling process and, in effect, we can produce
much more accurate budget cycles.
One such technique involves the unique application of one of the most powerful forms of data
analysis, which we call the Shiskin Technique. In
more common nomenclature, it is called the U.S.
Department of Commerce, Bureau of the Census
X -11 Variant of the Census Method II Seasonal
Adjustment Program- -X11 for short. Julius Shiskin was the chief of the Economic Research and
MANAGEMENT ACCOUNTING /JANUARY 1980

Analysis Division when the program appeared in
February 1967. We call our variation of this technique, "The Sure -Fire, True -Blue Method for
Budget Cycling."
The Shiskin Technique
The Shiskin technique initially was developed
for analyzing government time series' data. The
technique decomposes a time series into its three
components: (1) the seasonals, (2) the trend cycles, and (3) the irregular or random component.
The seasonals reflect the fact that most data contain systematic variation due to the time -of -year
phenomenon. For example, more fuel is consumed
during the winter months than during the summer
months. The trend cycle includes the long -term
underlying trend and business cycle in the data
set. It isolates data movement after the seasonal
and random components have been removed.
Thus, the analyst can review underlying patterns
and determine if a "bad" month of actual data
had any changing effect on the trend's direction.
The irregular (or random) component represents
those events which are nonrecurring. For example, a major snowstorm which crippled operations, a strike, lower operating levels due to fuel
curtailment, political events, and other similar
phenomena would normally be reflected in the irregular component.
In order to perform Shiskin analysis on a time
series, three years of data are necessary, however
measured (i.e., on a period, monthly, or quarterly
basis). This allows enough observations to expose
stable seasonal patterns. The data also should be
measured in volume terms, i.e., units or dollars
without inflation, since this prevents distortions
due to price changes. Furthermore, it is necessary
to have data that are measured as consistently as
possible. For example, if an operating division no
longer sells a given product line, historical sales
dollars or units generated by that product line
should be removed from the data. Inclusion of
that product line would tend to bias the results
given by the analysis. An informed user often will
manually adjust the data set before doing any
analysis. Some situations which would normally
require manual data adjustment would include the
estimated effects of strategic marketing policies
and product buy -ins.
Table 1 represents the standard summary output format from a monthly Shiskin run. This one
is for U.S. color TV set sales to dealers. The first
grouping (I) of data represents the actual (original) sales series. These data are input by the user
and represent the data used in the analysis.
The sixth data grouping (VI) contains the seasonal factors (seasonals) calculated by the Shiskin
routine. Seasonals quantify the effect of the time of -year phenomenon on the data under analysis,
i.e., how much stronger or weaker one can expect

Accurate
budget cycling
is not only
desirable, it is
essential.
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Table 1
STANDARD SUMMARY OUTPUT FORMAT FROM SHISKIN ROUTINE
COLOR T. V .
C RI GI NAL SERI ES
YEAR
19 60
1907
1968
1969
7970
1971
1972
1973
19 14
1975
1976
1977
1978

1
231.
32 3.
42 6.
502.
395.
45 2.
597.
62 8 .
550.
401.
49 6.
60 5.
619.
FI N AL

2
J J 2,
J 7 8.
484.
526.
3t i 1 .
SJ 4 .
54 9.
65 6.
597.
40 7.
52Z.
63 1.
793.

MINI MUM

Z3 1 .

4
296.
28 8.
29 9.
390.
29 0.
425.
44 8 .
542.
48 8 .
421.
418.
57 7.
69 8 .

5
250.
28 2.
306.
32 9 .
24 1.
403.
44 3.
519.
49 7 .
44Z.
47 4 .
48 9.
675.

3
40 9.
52 1,
514,
554.
43 4.
549,
716.
846.
83 3.
55 0.
593.
771.
S66.

RECELVERS (SALES TO DEALERS: 0 1 5 T.

MAX14UM
6
333.
301.
346.
604.
597.
566.
64 4 .
762.
785.
61 8.
69 0.
79 5.
919.

12 08 .

7
29 3.
34 1.
41 3 .
44 L.
388.
431.
58 4.
62 2.
58 7.
44 2.
52 8.
583.
66 8 ,

326.
433.
50 3 .
587.
431.
5L S ,
668.
76 2.
748.
523.
580.
73 8 .
817.

34 5 .
438.
503.
582.
430.
550.
65 6.
777.
73 7.
52 8.
586.
73 8.
83 4.

37 0.
43 8.
49 6 .
519.
43 6.
573.
64 7 .
78 2.
731.
540.
59 2.
726.
85 4.

389.
436.
48 8.
580.
44 4 .
58 3.
651.
77 7.
727.
552.
597.
711.
87 5.

40 1.
437.
48 5.
5d1.
45 3 .
578.
6o 8.
768.
720.
561.
63 2 .
704.
885.

40 1 .
44 1.
492.
576.
46 1.
566.
69 1.
760.
70S.
56 4.
61 0.
70 9.
882.

CCLDR T. V .
FI NAL

YEAR

1(

1966
1967
1968
1969
19 70
1971
1972
1973
1974
1975
1976
1977
97 8

D EV. OF FI NAL IRREGULAR SERI ES=

1
92,
95 .
104.
101.
10 6.
99.
102.
100.
95 .
99.
106.
101.
94.

2
9

;8.
97.
106.
99 .
10 1.
10 2.
S6.
100.
100.
95 .
106.
10 0.
98.

CHANGE I N FI N AL
L966
1907
1968
1969
19 70
1971
1972
1973
19 74
19 75
1976
1977
1918

9
616.
85 0.
742.
74 7.
651.
83 1.
102 3.
11 31 .
88 6 .
145.
86 1.
11 05 .
1208.

10
48 3 .
580.
763.
60 0 .
61 2.
813.
Bd 6.
91 0.
66 4.
64 7.
80 9.
93 6.
91 4.

11
46 5.
55 7.
66 9.
51 4.
52 3.
164.
852.
906.
62 8 .
623.
B28.
93 4.
0.

12
63 1.
65 4.
814.
43 7.
61 9.
85 2.
103 2.
10 52 .
73 4 .
68 2.
90 9.
10 28 .
0,

TOTAL
470 2.
554 1.
640 1.
617 2.
557 7.
7092.
8493.
926 4.
782 9.
648 6.
1700.
91 07 .
814 8.

39 5.
44 T.
51 1.
56 0.
46 4.
560.
71 3.
759.
68 0 .
55 8.
62 5 .
728.
868.

39 2.
46 0.
56 9.
50 2.
46 2.
59 0.
73d.
76 6.
61 7 .
53 8.
664.
78 1.
84 1.

40 0.
473.
587.
473.
46 3.
620.
71. 1.
769.
582.
S4 4 .
68 4.
795.
830.

41 1.
48 6.
596.
45 3.
47 1.
65 0 .
743.
76 8 .
54 8.
59 8 .
70 7 .
80 1.
0.

42 3.
49 7.
59 4.
43 9.
49 0.
t.68.
74 9 .
76 0 .
52 8.
57 1.
72 8 .
80 5 .
0.

464 7.
543 8.
636 4.
644 6.
5468.
7025.
8394.
921 0.
797 2.
658 2.
7619.
8992.
8540.

2.6
J 9 0.
452.
54 9.
53 4.
46 3.
568.
729.
76 2.
64 9 .
54 5.
644.
756.
854.

REC EIVERS (SALES TO DEALERS: D I S T.

G DI REC TI - M PC

IRREGULAR SERIES
M .

t

8
37 3.
46 0 .
625.
528.
414.
502.
719.
69 0.
58 0.
508.
57 2.
65 3.
776.

TRENC CYCLE
13 -TERM MOVING AVERAGE SELEC TE0. 1 / C RATI O I S

1 9, 66
1907
1968
19 69
1970
1911
1972
1973
1974
1975
1976
1977
1978

L UI REC TI - M PC
PERIOD 10 19 78

0.
10.
6.
-7.
-7.
29.
0.
13.
-13.
-5.
9.
Ll.
11.

12.
5.
-0.
-6.
-1.
31.
-12.
14 .
-11.
5.
6.
-1.
17.

3
100.
11 1 .
99 .
96.
101.
95,
105.
99 .
105.
97 .
96 .
100.
10 5 .

4

5

5.8
6

7

8

10

11

L2

114.
10 0 .
93.
10 2 .
96 .
105.
99.
LOl.
96.
107.
95 .
10 5.
10 2.

96.
103.
103.
94.
84.
L06.
99.
100.
57.
104.
102.
90.
100.

101.
82 ,
82.
I l l .
12 9.
10 0.
95 .
59.
10 4.
99 .
Il l.
103.
97 .

98.
99 .
10 3 .
97.
10 3 .
96.
10 2 .
100.
103.
95 .
103.
100.
98 .

97.
102.
115.
10 0 .
96.
96.
107.
99.
97 .
102.
99,
98 .
10 3 .

LO 1.
120.
B5.
10 0 .
98.
10 0 .
98.
10 2 .
10 0.
10 0,
95.
10 2.
103.

9

98 .
98 ,
LO 2.
98 .
10 2.
103.
97 .
99 .
98.
102.
M .
102.
96.

10 1.
99 .
98.
10 1 .
58.
10 3 .
99.
10 2 .
10 0 .
98.
10 2.
101.
0.

10 6 .
96 .
LO Z.
78.
10 1 .
98.
10 2.
10 2 .
105 .
93.
99 .
101.
0.

19 .
-1.
-8.
1.
9.
1O.
4.
-5.
-4.
13 .
5.
-14.
20.

12.
0.
-3.
1.
9.
-5.
17.
-9.
-1.
9.
5.
-7.
10 .

0.
4.
7.
-5.
7.
- 11.
23.
-8.
-15.
3.
B.
5.
-3.

-6.
6.
20 .
-16.
3.
-6.
22 .
-1.
-25.
-6.
14.
19 .
-13.

-5.
6.
29 ,
-27.
-1.
8.
16.
4.
-31.
-13.
20 .
28 .
-14.

2.
8.
29.
-32.
-2.
22.
B.
4.
-32.
-7.
20.
25 .
-L4.

8.
13.
19.
-28.
1.
31.
3.
Z.
-35.
6.
20.
14.
-10.

11.
13.
9.
-21.
A.
30.
2.
-1.
-34.
14.
23 .
6.
J.

L2.
11.
-2.
- 14 ,
l9.
18.
7.
-8.
-2l.
13.
20 .
4.
0.

TREND LYCLE
22 .
0.
-6.
-2.
6.
23 .
-10.
5.
-7.
12.
6.
-12.
21.

p

COLOR T. V .

REC EIVERS (SALES 70 DEALERS. D I S T,

G D I REC T) - M PC

i

FI N AL DESEASONALI LED SERIES
YEAR
1966
1967
19 68
19 69
1970
1971
1972
1973
1974
19 75
1976
1977
1978

1
301.
410.
52 3.
59 3.
45 6 .
51 3.
68 2.
760.
70 7 .
515.
61 5.
148.
769.

2
34 2 .
42 4.
53 3.
57 8 .
434.
56 0 .
62 7.
TOO.
74 0.
49 9 .
62 1.
738.
81 7.

3
36 9.
48 7.
491.
553.
41i 1.
$4 2.
678.
77 1.
76 8 .
52 3.
57 0.
72 6.
894.

4
44 3.
43 5.
45 6.
59 4.
42 5.
61 0 .
64 3.
187.
69 8 .
589.
566.
75 0.
894.

5
391.
44 9.
497.
54 4.
38 3.
61 5.
66 3.
766.
69 7.
583.
614.
63 6 ,
88 6 .

6
40 5.
360.
40 2 .
64 0.
59 4.
566.
656.
153.
735.
557.
61 9 .
72 9.
853.

7
386.
44 2 .
526.
54 2 .
47 9.
53 7.
727.
755.
70 1.
528.
64 3.
73 2.
84 9.

8
37 9.
46 3.
62 2 .
536.
44 1.
545.
781.
75 1.
63 0.
558.
64 1.
738.
88 3.

S
397.
55 1.
4d 5 .
50 0.
45 4.
58 8.
72 0 .
7d 5.
62 0.
543.
63 2 .
80 0 .
865.

10
391.
46 4.
601.
46 6.
472.
639.
717.
163.
56 8.
55 3.
689.
61 0.
799.

11
41 6.
48 1.
583.
4S7.
46 3.
66 7.
73 4.
761.
55 0.
547.
72 1.
806.
0.

12
44 8.
47 5.
60 7.
340.
49 5.
65 5.
767,
77 2.
554.
533.
72
617.
0.

67 .
66 .
66.
66 .
68 .
70 .
70.
69.
70.
72 .
74 .
77.
78.
79 .

64 .
63.
62.
61 .
63.
66.
67.
68.
71.
76 .
77.
77.
76 .
76.

82.
84.
86.
94 .
100.
100.
98.
10 1.
101.
il l .
111.
10 9.
10 8 .
107.

76 ,
77 .
19.
81 .
81 .
80 .
80 .
82 .
84 .
84 .
82 .
80 .
79.
79 .

98 .
99.
10 0 .
98.
93.
92 .
92.
92 .
92 .
91 ,
89.
89 ,
88.
88.

155,
15 4.
15 3 .
14 9.
145.
14 1.
14 2 .
144.
143.
138.
13 6 .
13 8.
14J .
14 1 .

12 3.
125.
127,
12 9 .
13 0 .
12 7 .
124.
1L9.
117.
117.
117.
116.
11 4.
114,

1 7,
116.
11 5 .
112.
'111 34 ..
11 6 .
116.
11 4.
11 4.
11 5.
11 6.
11 1.
0.

141.
1 38.
134.
12 8.
12 7 .
130.
13 4 .
136,
133.
12 8 .
12 6 .
12 6 .
126.
0.

1

.

TOTAL
466 8.
544 1.
632 6.
634 3.
5539.
7037.
9355.
9230.
7968.
652 5.
7652.
903 0.
8509.

4
FI N AL SEASCNAL F4CTCRS
1966
1967
19 68
1969
1970
1971
1912
1973
19 74
19 75
1976
1977
1976
1979

36

77.
79.
61 .
85 .
87.
88.
88 .
83.
78.
78.
81.
Al.
81.
81.

88.
BS.
91 .
el l.
92 .
90 .
BB.
84 .
6 1 *.
82

Il l .
10 8.
105.
103.
9B.
10 1.
10 6.
109.
108.

84.
86.
86 .
81.

104.
10 6.
LO B.
109,
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The Trend Cycle and Turning Point Identification
Grouping two (II) contains information on the
underlying trend in the actual (original) data set.
This section gives us the ability to uncover the
long -term underlying movement in our data as
well as the short -term effects of either "good" or
"bad" periods. The trend cycle can be used to
evaluate historical relationships between the data
under analysis and, perhaps, appropriate economic indicators. Furthermore, it is through the information gained here that we can test the reasonability of a forecast and identify major turning
points.
Figure I presents a picture of the underlying
trend cycle for U.S. color TV set sales to dealers.
The vertical dashes represent peaks and troughs of
U.S. economic activity as recorded by the National Bureau of Economic Research. The peaks sigMANAGEMENT ACCOUNTING /JANUARY 1980

nal the beginning ofan economic recession, while
the troughs signal the beginning of an economic
recovery. By charting the trend cycle against these
economic turning points, one can analyze the
lead -lag relationship between the economic turning points and related turning points leading to
prolonged declines in sales activities. Note that
color TV set sales turned down beforeoverall economic activity in both the 1969 -70 and 1973 -1975
recessions. The average lead in both recessions
was about one quarter. This gives us an historical
perspective on the lead -lag relationship between
TV set sales and the economy. If this relationship
holds in the future, one need only know the forecast for the next economic downturn to be able to
"home -in" on the timing of the next prolonged
color TV set sales downturn due to the economy.
Once the timing ofan expected downturn in sales
has been established, month -by -month Shiskin
trend analysis will provide a good tracking system
that can be used to monitor current performance
in light of expectations.

Integrating
seasonal, trend,
and other
variables into
the budget
cycle increases
confidence in
the budget.
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a given time period to be relative to a normal time
period. The best way to exhibit the meaning of a
seasonal factor is by means of the following example. Suppose you expected to sell 1,200 units of
product in a given year. Assuming no nonrecurring events (distortions) exist, if there were no variation in your sales due to the time of the year,
then you would expect to sell 100 units per month
('/, 2 the total amount you expect to sell in that
year). It follows that unit sales above 100 in any
month imply that you have a month which is seasonally stronger than normal; conversely, any
month with unit sales below 100 implies a seasonally weaker month.
The extension of this example to explain seasonal factors is now quite simple. Seasonal factors
are measured in percentage terms. A seasonal factor of 100 represents a normal time period, and
those greater than or less than 100 reflect stronger
and weaker time periods, respectively. In grouping six (VI) note that September through December are the seasonally strongest months. On average, sales are 24% above normal. The weaker
months for sales are January, February, April,
May, July and August.
Actually, the seasonal factors are derived by a
very complicated process which takes account of
those nonrecurring events which earlier we so easily assumed away. The process is considered to be
one of the most accurate methods known for estimating seasonal factors and certainly quantifies an
analyst's qualitative perceptions as to which part
of the year has stronger sales volume.
Also included in data grouping six (VI) is a seasonal factor forecast for one year into the future.
Note that, since our data are measured through
October 1978, the Shiskin routine provides us
with a seasonal factor forecast up to and including
October of 1979. The information contained in
this section is very helpful to the analyst in short term forecasting and budget cycling.
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'60
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The trend cycle is far superior to other methods
of turning -point identification, for example, the
moving average. The trend cycle is calculated using a much more sophisticated moving average
fitted to a complex mathematical relationship designed so that the effects of more recent observations are weighted more heavily. As a result, the
trend cycle will identify a turning point much
sooner than the standard moving average method,
which tends to have as much as a six -month time
lag in turning -point identification. Figure 2 compares the trend cycle and moving average techniques in the identification of color TV set sales
turning points. (The identification is made slightly
after occurrence in order to make sure a false signal has not developed.) Note that the Shiskin
technique identified the last two downturns about
six months before the moving average technique
did. Figure 3 shows a picture of the actual data
series versus the trend cycle. The annual trend
37

Shiskin analysis
will tell you the
growth
implications of
any forecast.

cycle for October 1978 is at a 10.OMM sets per
year level (.830 x 12).
At this point, a caveat is in order. Because the
most recent points carry heavier weights, the Shiskin trend cycle end -point will tend to fluctuate a
bit depending on the strength or weakness of the
last period of actual data used in the analysis and
the degree of randomness in the data set. The degree of randomness is measured by the standard
deviation printed at the base of all Shiskin output.
Illustrated below is a general rule of thumb regarding the stability of data with various standard
deviation levels —the higher the standard deviation, the greater the variability in the trend cycle
end- point.

The Trend Cycle and the Reasonability of
Forecasts
Shiskin analysis is a good tool for testing the
reasonability of an annual forecast. As mentioned
earlier, the annual forecast could have been developed from a sophisticated forecasting system using econometric and /or simulation models or by
more qualitative methods. However developed,
Shiskin analysis, in the light of historical trend

Figure
U.S. COLOR TV SET SALES TO DEALERS
M can
16

Acluel (solid)

Trend cycle idaehl

1a

Rule of Thumb Regarding Stability of Data

12

Sh iskin Std . Dev. ( %)

0 -5
5 -10
10 -20
Greater than 20

In the "Greater than 20" case, one will find a
high degree of variability in the trend cycle endpoint. This can cause some problems when analyzing the annual trend cycle level (the trend cycle
end -point x 12) from one month to the next. For
example, one month may have an annual trend
cycle rate at one level, and the next may have one
that is 35% higher or lower.

Figure 2
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patterns, will tell you the growth implications of
any forecast. Take a look, for example, at Figure
4, a picture of the historical trend cycle of U.S.
color TV set sales to dealers. Within the context
of the historical trend cycle, in -depth knowledge
of the market, and the forecast economic environment, one can assess the reasonability of any forecast. Actually, one is assessing the reasonability of
the trend pattern implied by the forecast. The test
is employed best when testing magnitudes of forecasts rather than direction. Forecasts of growth
gains or losses may appear reasonable, but the
magnitude of those gains or losses may not.
Note in Figure 4 the 1979 forecast patterns B
(10.0MM sets) and C (8.8MM sets) versus those
r
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By decreasing the frequency of measurement
(say, conversion of data from monthly to quarterly), one can, in general, lower the degree of randomness and thus lower the standard deviation.
The standard deviation is lowered most often
when data are combined from product lines to
product groups to total company sales.
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The fourth (IV) data grouping contains information on the changes in the trend cycle. These
changes are measured as the difference between
the trend cycle level in one month and the trend
cycle level in the, prior month. By inspection, one
can assess what implications these changes have
on the trend cycle pattern. The table below shows
how to interpret changes in the trend cycle.
Interpretation of Ctrange in Trend Cycle
Change in Trend Cycle
Positive
Negative
Positive, getting bigger
Positive, getting smaller
Negative and getting
more negative
Negative and getting
less negative

Trend Cycle
Increasing
Decreasing
Increasing at a
faster rate
Increasing at a
slower rate
Decreasing at a
faster rate
Decreasing at a
slower rate

Data grouping three (III) measures the effect of
a nonrecurring event such as a strike. A value of
100 implies that no random effects are present. A
value greater than 100 implies the presence of a
positive random influence (such as a buy -in)
while, conversely, a value less than 100 implies the
presence of a negative random influence (such as a
MANAGEMENT ACCOUNTING /JANUARY 1980

Shiskin Technique and Budget Cycling
One of the more advanced uses of the Shiskin
Technique is that of establishing a basic budget
cycle. This is accomplished, primarily, by using an
independently determined annual forecast, the
trend cycle, and the seasonal factors.
Step I involves the establishment of the annual
budget number and the testing of its reasonability
as outlined above.
Step II requires the development of a plausible
trend cycle pattern based on that budget number,
current year -to -date performance, and the historical lead -lag relationship with economic performance. We have developed one such trend cycle as
shown in Figure 4, Pattern C. Note that the 1979
annual set sale level is 8.8MM sets, plotted at midyear 1979. The established trend cycle pattern
through 1979 averages 8.8MM sets and begins to
decline, based on its relationship to the economic
cycle, about April 1979. (The flat trend from January to March is attributed to market phenomena
and the unsustainable record sales volume levels
of mid - 1978.)
Table 2
FORECAST AND BUDGET CYCLE
Forecast
Trend
Jan
Feb
Mar
Apr
May
Jun
Jul
Aug
Sep
Oct
Nov
Dec
1979

9.6
9.6
9.6
9.6
9.4
9.2
8.8
8.5
B.2
8.0
7.9
7.8

Seasonal
.81
.87
1.09
.79
.76
1.07
.79
.88
1.41
1.14
1.17
1.26

7979 budget cycle
Basic

Adjust'

Final

7.8
8.4
10.5
7.6
7.1
9.8
7.0
7.5
11.6
9.1
9.2
9.8
8.8

+A
.1
.1
-.2
-, 1

7.9
8.5
10.6
7.4
7.0
9.8
7.0
7.5
11.6
9.1
9.2
9.8
8.8

+

Change in Financial Trend Cycle

strike). The strength of the random influence can
be measured by the magnitude of the final irregular series above or below 100.
Data grouping five (V) is the seasonally adjusted counterpart of the actual (original) sales level.
Systematic variation due to the seasonal component has been removed, but both the trend and
random components are still included.

+

of A (12.OMM sets) and D (6.8MM sets). Pattern
A requires a trend cycle growth pattern which is
steeper and more sustained than that experienced
in the recovery period beginning in the early part
of 1975. Unless there are solid market expectations (and a very strong economy), Pattern A will
fail the reasonability test; i.e., the pattern does not
appear to be reasonable and attainable. Similarly,
a 1979 forecast of 6.8MM sets, represented by
Pattern D, implies a declining trend cycle which is
more severe than that experienced even during the
depths of the past two economic recessions.
Again, unless there is solid market information to
the contrary (or an extremely weak economy) Pattern D would fail the reasonability test. Both Patterns B and C would pass the test, although one
implies essentially zero growth and the other a
decline of 12.9 %. Pattern B assumes a slow economy but no recession, while Pattern C assumes a
mild economic recession. The forecasted peak in
Pattern C has been developed with the aid of the
lead -lag relationship (one quarter lead) between
U.S. color TV sets sales and U,S. industrial production, forecasted to peak at the end of the second quarter of 1979. This relationship, incidentally, gives further reason to reject Pattern A. Either
Pattern B or C will pass the reasonability test, but
the Shiskin technique will not tell you which of
the two is the better forecast.

0.0

Adjustments reflect judgment as to plausible effect of a
short Teamsters strike beginning at the end of March '79

Column I in Table 2 lists the expected values of
this plausible trend pattern from January through
December 1979 (picked from Figure 4). Column
II lists the forecast seasonal factors for January
through October, 1979 (November and December
are assumed to be equal to their corresponding
1978 values) derived from data grouping VI in
Table 1. Column III represents the product of
Columns I and II and becomes our basic budget
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Our forecast
was 72% low.
Where did we
go wrong?

cycle. (In conceptual terms, equivalent to, but presumably more accurate than, those results
produced by use of a methodology we called the
divide -by -12 -plus, above.) The underlying assumption in the Shiskin routine is that the seasonal, trend cycle, and irregular components are related in a multiplicative fashion for most time
series.' By taking the product of the trend cycle
and seasonal components, we have accounted
quantitatively for two of the three major components of our sales volume. What remains is to adjust our basic cycle, Column II1, to reflect those
nonrecurring events (distortions) that we believed
might occur in 1979 (such as political events,
strikes, unseasonable weather conditions, and so
on). The basic assumption employed in this cycle
was that there might exist a first - quarter positive
distortion as inventories could be increased if
dealers perceived transportation problems. The effect, however, is forecast to be small because most
dealers have only small inventory capacities. Column IV reflects these adjustments, and Column V
represents the final 1979 cycle of annual sales volume after consideration of seasonal patterns,
trend, and possible distortions.
The Payoff
As we have seen, budget cycling and its resultant degree of accuracy can evolve from a very rigorous and creative process or from a simple but
mindless, unimaginative and generally inaccurate

mathematical calculation. Some analysts prefer
the divide -by -12 methods, perhaps feeling any indepth study of data components would, dollar for
dollar, outweigh the benefits gained from more
advanced techniques such as the ( Shiskin) "Sure Fire True -Blue Method for Budget Cycling."
However this may appear, it should be clear that
the ongoing development and understanding of
historic patterns in the long run, used in conjunction with a good forecast, would prove extremely
beneficial to managers who must answer for their
own budgets. It is far better to reckon with a budget variance in which the budget figure had been
developed with an accurate description of history
and some degree of foresight, rather than (by constant necessity) try to determine and explain just
what really occurred in a previous period(s), with
perhaps only 20/40 hindsight at best.
What we have tried to do, essentially, is quantify information which is needed for accurate budget cycling. We have attempted to address, and
thereby alleviate, much of the uncertainty which
is usually contained in qualitative judgments on
seasonal patterns, trends, and the impact of distortions on sales data. A major result of exposing
the seasonal, trend, and irregular components of
our data and including them in our budget cycle is
an increased confidence level in the budget, which
only then can be used as an accurate basis for
performance measurement and for corporate strategic planning.

Epilogue: One Year Later
The Sure -Fire Method —what actually happened

Since we first submitted this article to MANAGEMENT ACCOUNTING, we have had the luxury
of assessin g ou r forecast an d budget cycle with the
actual y ear -to -d ate p erfo rm ance. Here are the results.
Ou r 1979 forecast o f U.S. color television set
sales to dealers (mad e in th e third quarter of 1978)
was 8.8 millio n u nits; m o st likely, 1979 perform an ce will b e aro un d 10.0 million. Our forecast was
12% to o lo w.
Wh ere d id we go wro n g?
We did not fully an ticipate the continued
stren gth in the con sum p tio n o f household durable
go o d s th a t o c cu rre d in th e firs t qu arte r of 1979.
Inflation- motivated hedge- buying had kept the
co n su m er b o o m going lon ger than we expected.
Th e tre n d c y cle p a tte rn t h ro ugh the fir st part of
40
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Figure
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Table 3
ASSESSING THE ACCURACY OF THE BUDGET CYCLE

Annual rate
IMM unitsl

PROJECTED
B U D GE T
CYCLE

Monthly rate
(MM units)
Month as %
of Sept Y T
Annual rate
IMM units)

D I V I D E - B Y -1 2
B U D GE T

Monthly rate
IMM unnsl

CYCLE
Month as %
of Sept Y T -D
Annual rate
IMM unitsl
A C T U A L
P E R F

OR M A N C E

Monthly rate
IMM untsl
Month 86 %
of Sept Y -T -D

V A R I A T I

O N

Actual mu. vs. projected
as % of Sept
Actual mo. vs. divide by. 12 mo as % of Sept

1979 looked somewhat like that in Pattern B, Figure 4, rather than the flat early months exhibited
in Pattern C, our most likely forecast.
Where did we go right?
Figure 5 presents the "U.S. color TV set sales to
dealers" trend cycle as measured through September 1979, Although performance is at a higher
level (10.0 vs. 8.8), the basic pattern developing is
similar to that as projected in Pattern C, Figure 4,
one year ago.
Our projected peak in set sales activity in Pattern C was April 1979 (note Table 2, Column 1);
actual trend cycle analysis through September
1979 shows that a peak in activity was reached
during April,
Table 3 presents our projected budget cycle, the
divide -by -12 budget cycle and actual year -to -date
performance. Because at this point we are assessing the accuracy of our budget cycle pattern, not
the accuracy of our 1979 set sales forecast, we
compare each month in each of the patterns as a
percentage of September year -to -date perform-
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an ce in each o f those patter ns. This allow s us to
make an apples -to- apples comparison.
Our projected budget cycle was, on the average,
on ly +0.7 percentage points different from actual
1979 monthly performance, compared to + 2 . 3
percentage points in a sim ilar com p arison using
th e divide -by -12 method. Th e error here is 3.3
times as great,
If we m ake a sim ilar com parison across pattern
levels (after adjusting for the forecast differential,
8.8 vs. 10,0), the variation translates to +_ 6.4% a
month using the "sure -fire" technique and
+ 3 3. 3% a month variation using the sim plistic
divide -by -12 method.
In either case, our "sure -fire" technique performed very well.
' A time series is a consistently measured string of data from one point in time to
another with each {+nine representing an equivalent period of time. An example of a
time series would be U.S. Color T V Set Sales to Dealers measured monthly from
January 1967 to the present.
' Mathematically , A = S aC ►1 where A =the actual sales volume time Series. 5 =
the seas onal co mponent, C =the trend cycle co mponent , and 1 =t h e i r r e gu l a r
component. We could include the number of trading days as an additional compo-

nent, but for the sake of simplicity, we choose to assume trading day variation equal
to zero to alternatively assume it to be absorbed in either the seasonal or irregular
components.
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Cycle Counting
a Better Method for Achieving
Accurate Inventory Records
The physical inventory count can be spread year -round with
improved efficiency and cost benefit.
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By Robert W. Backes
Accu r ate in ven t o ry reco r d s ar e an im po rtant aspect o f fin an cial acco u n tin g as well as one of the
bu ild in g b locks fo r a so u nd in ventory control system an d pro d u ction p lan n in g. Unfortunately, neith er finance nor man u facturing managers have
given th is m atter o f in ventory- record accuracy the
atten tio n it d eserves. Fin an ce m anagers view the
need fo r in vento ry accountability and month -end
state m en t s as th e to p p rio r ity , wit h litt le regard
for the day -to -day , item -b y -item record accuracy.
Man u f actu r in g m an ag ers, o n t he ot her hand, are
gen erally co n cern ed with o n ly the availability of
in vento ry q u an tities fro m wh ich accurate productio n p lan s an d sch edu les can b e developed.
With to day's em ph asis on formal, autom ated
prod u ctio n plan ning an d inventory control system s, th ere is an o p po rtu nity for financial m anagers to h elp estab lish an d m ain tain accurate inventory files. At th e s am e tim e , t her e can be a pa yb ack fro m im p ro ved in ve n to ry records through a
better method for au d itin g th e accuracy of t h e
p erp etu al in ven to ry reco rd s. This m ethod, which
is th e m o s t eff ectiv e m et h o d f or au ditin g the inven to ry reco rd s, is th e im p lem entation of a cycle
co un tin g p rogram . Cy cle cou n ting provides a faster m ean s o f m eas u rin g a n d c o rre ctin g in vent ory
record s, facilitates in vestigation of the causes of
0025- 1690/80/6107- 2757/$01.00/0

errors, and perm its the sam e record to serve both
operating and accounting needs.
Objective of Cycle Counting
The ob jective of c ycle counting is to m aintain
an acceptable level of accuracy in the inventory
records. Instead of accum ulating errors in the records until the next periodic physical inventory, accountants using cycle counting check a portion of
the item s each day, week and m onth until all have
been counted. Thus, the inventory records ar e
corrected sooner, the investigation of the cause of
an error and the reconciliation occur closer to the
time of th e transaction, and production disruptions are m inim ized.
Th e conversion to a cycle counting program
can be justified by tangible cost savings as well as
intangible benefits derived from m aking good decisions on the basis of accurate data. The cost savings can be sum marized as follows:'
1. No annual physical inventory. Probably the
largest single savings is the elim in ation of the
annual physical inventory, which can cost
many thousands of dollars.
2. No stagi ng of part s or mat erials. Staging the
com ponents and collect ing them physically in
the st ore roo m p rio r t o a sse m bly a re the only
ways m any com panies have of knowing which
Copyright 4 1980 by the National Association of Accountants

parts are really missing. With accurate records,
staging can be done on paper, with a substantial
savings in handling, space, delays and tying up
of inventory.
3. No manual checking of counts. When records
are accurate it is unnecessary to go into the
plant to check materials physically before making decisions on promised deliveries, design
changes, and the like.
4. Less obsolete inventory. When records are
wrong, excess inventory often appears unexpectedly, long after a design change is made or
a product is discontinued. It is too late then to
use up these materials, and the result is more
obsolete inventory.
5. Reduced expenses from upsets. Accurate records also minimize the surprise excesses and
unexpected shortages which make overtime
and extra setups necessary. Less time is lost
because of unexpected material shortages, and
labor productivity increases markedly.
Scope of a Cycle Counting Program
Although some companies may be able to use a
cycle counting program for all inventories, manufacturing concerns usually limit the program to
purchased inventoried materials, completed production at various levels, and finished goods inventories. In- process inventories, which represent
materials currently being worked on, are excluded
because physical counting would require a suspension of production. This type of inventory is physically counted and verified for internal and external audit purposes on the once - per -year basis.
The selection of items and frequency of count
should be evaluated carefully for each company.
The key factors to be considered are:
1. The more frequent the activity of an item, the
higher probability of record errors.
2. Effort, time and money spent or used in the
control of inventory should be allocated among
the items in proportion to their relative importance.
3. In any series of elements to be controlled, a
selected small fraction in terms of numbers of
elements always accounts for a large fraction in
terms of effect.
The last -named factor embodies a general principle known as "Pareto's Law" or the "80:20
Rule." The principle is applied to inventory management as follows: "In any inventory to be controlled, a selected small fraction of items in the
inventory will account for a large fraction of the
value of the inventory." This has been described
as ABC systems with the A classification generally including a small number of items but the bulk
of the value, whereas the C classification generally
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represents most of the items but only a small
share of the value. The B classification represents
the items falling between the A and C
classification.'
The recommended method of combining these
factors and ranking the items under consideration
is to multiply the annual plan or projected units to
be purchased, produced or sold by the standard
purchase or manufacturing cost per unit. A separate ranking should be calculated for purchased
materials, manufactured products below the finished goods level, and finished goods items to be
sold so that different classification guidelines can
be used for each.
The next s tep is to review the ranking, and
based upon personal knowledge of the key materials in your company as well as use of the 80:20
rule, select guidelines that will divide the whole
inventory into the ABC classes. (See Table).
In every cycle inventory time period (whether a
daily, weekly or monthly one) there can be a mixture of A, B and C class items drawn from every
inventory level. The details should be designed to
meet the individual needs and peculiarities of each
manufacturing facility.
It should be noted that regardless of classification, every inventoried item should be counted at
least once in each fiscal period. There have been
exceptions made by public accounting firms permitting elimination of physical inventories on
some minor items, but this is not widespread.

Cycle counting
provides a
faster means of
measuring and
correcting
inventory
records.

When to Count
In addition to the pre - established cycle counting program, there are other occasions when a
physical count should be taken to verify the record accuracy. These occasions, as well as the periodic cycle count program, are more easily coordinated and processed when the inventory system is
an automated rather than manual one. Examples
of appropriate times to count and some processing
aids that an automated Inventory Control System
can render include:
A. Pre - established periodic physical count based
on ABC item classification. The ABC classification could be a data element in the item/
product master file. The automated Inventory
Control System can then generate periodic reports indicating the items /products to be cycle counted in specific future time periods.' A
monthly schedule then can be developed and
used by the Inventory Control Manager to coordinate planning of the counting effort with
assigned production personnel.
B. Each time the inventory balance on hand in a
dispensing area becomes zero. The materials
dispensing areas could report to the Inventory
Control System when an item is 100% consumed with details as to item code, batch or
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lot number, and location. The Inventory Control System can then generate a material reconciliation report showing the in -out balance
recorded for the item by individual transactions. If there is a discrepancy between the
inventory record and the reported zero balance, a notification of inventory discrepancy
can be generated and forwarded to the Inventory Control Group. The Group can review
the discrepancy report and current inventory
position and arrange with the dispensing area
for a review to ensure that the item /product is
definitely used up. The unidentified discrepancy is then passed to the Inventory Control
Group for the inventory reconciliation programs and procedures.
C. Each time a materials dispensing area reports
that insufficient quantity of an item is on hand
to fill an order. When a dispensing area notifies the Inventory Control Group and Production Planning that there is not enough material on hand to fill an order, this indicates there
is a discrepancy in the inventory record. These
are commonly referred to as "can't do" orders. The Inventory Control Group immediately requests a physical count of the item in
the dispensing area by lot or batch number
and may also request physical counts in the
main storage or other areas.
D. Special Request Basis. Periodically, the Inventory Control Group may be requested to arrange for a physical count on specific items/
products. Examples of these requests and
needs are:
1. Testing of the inventory record accuracy
may be requested, with or without prior notice, by internal and external audit groups
and by manufacturing or finance management.
2. Special measures being taken by manufacturing to overcome and compensate for unforeseen problems arising while attempting
to execute the plan; e.g., possible back order, scarcity of material, vendor strike, and
the like.
3. Quality control concern over the age and
state of materials and products.
Procedure for Cycle Counting
Once the method for selecting items to be
counted and when has been established, the item
master file can store the data elements and the
computer can generate reports listing the actual
items to be counted. The lists should be issued in
advance to the areas and crews performing the
counting so that the preparation for counting can
be completed.
With an automated Inventory Control System,
the computer also should be used to generate the
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cycle count record. This can take the form of a
turnaround record, either an inventory tag or similar document such as a listing or a prepunched
card. The basic information to included on the
document is tag number, item code, description,
location, unit of measure, count quantity, lot
number, initials of counter, initials of verifier, and
date.
The tag or document should be detachable so
that a copy can be attached to the lot of material
counted. The original should be forwarded to the
Inventory Control Group for review prior to processing by the computer.
Cutoff Control
Since cycle counting will normally take place
while operations are in progress, the control of
cutoff for processing paperwork is a very important consideration. Procedures are necessary to
identify transactions which occurred after the onhand book balance but before the actual count
was made. This information is needed in order to
reconcile the on -hand balance with the count.
Examples of some of the ways of establishing
effective cutoff control are:' Perform cycle counting during a "nonoperational" shift and after all
transactions have been processed. The count can
be directly compared with the updated record;
and schedule cycle counting at the end of the day,
and hold all transactions taking place subsequent
to the cycle count. Process all transactions prior
to the count and hold subsequent transactions until the next day.
In addition to the above, the responsible dispensing department also could furnish a list of
transactions that were physically processed over a
day or two prior to the cycle count. Transactions
processed after the cycle count can be so noted for
a day or so.
Reconciliation of Inventory Differences
When satisfactory inventory counts have been
completed, the Inventory Control Group should
arrange for the tabulation and cost extension of
the physical inventory with a detailed comparison
to the book inventory.
If a discrepancy is found between the physical
and the perpetual (book) inventory, the group
should immediately prepare an adjustment to the
book inventory to agree with the physical. The
difference between book and physical can be automatically passed to an "Unexplained Differences
Account" and carried in this record until completion of the reconciliation.
The "Unexplained Differences Account" can
accumulate inventory adjustments entered by the
Inventory Control Group and should list: date of
adjustment entry; item code, description and unit
of measure; and unit adjustment quantity and
standard cost value.
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These adjustments can be carried in an Unexplained Differences Report which would be periodically issued to finance and manufacturing managements. Using a holding account for unreconciled physical vs. book differences is recommended so that the book can be immediately corrected.
Production Planning and Inventory Control will
immediately be alerted to the discrepancy, and the
production planning systems can react to the
changed inventory -on -hand balance. The Inventory Control Group then can have sufficient time to
investigate, reconcile and dispose of the difference.
It is recommended that differences in the holding
account remain no longer than one month. This
can easily be monitored and controlled by periodic reports of the unexplained differences in the
holding account, including aging.
The Inventory Control Group should promptly
investigate all inventory differences and, after investigation, resolve the differences by: inputting
discovered missing or corrected transactions; preparing write -off /on if adjustment is within previously defined allowable limits agreed to by finance
and manufacturing; and recommending write -off/
on if outside allowable limits and no explanation
is found.
When the Inventory Control Group completes
its inventory reconciliation study, it should also
input to the system a reason for the adjustment.
Explanation codes can be established to facilitate
recording of the types of errors discovered and
area(s) concerned. The explanation codes, which
should be included in Inventory Reconciliation
Reports, are helpful in identifying problem areas
for future improvement.
The investigation to find the basic causes of errors is one of the key steps to get accurate records.
Identifying and eliminating these causes is not a
job for clerks. It requires the analytical ability and
time of people who have broad understanding of
the records and systems and possible causes of
failure to use them properly. These causes are usually found to be "error- prone" (like accident prone) people, failure of people to follow the correct procedures, people taking shortcuts and similar "people problems."' Correcting these problems
is a management instead of a system problem and
involves selection, training, performance evaluation, and other aspects of the supervision of people.
There will always be more problems to solve
than the available limited number of capable people can handle. It is necessary that available talent
be concentrated on those few causes that contribute the greatest number of errors.,
Cost of a Cycle Counting Program
The cost of the year -round cycle program generally will be less than the one -time effort. This
assumes that plant personnel and the inventory
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control or similar type group can handle the
counting and verification responsibilities within
their current work load or with minimal increased
staff.
The annual physical inventory usually incurs a
number of extra costs because of the large number
of items to be counted within a short time period.
These costs include overtime pay if the plant continues to operate or the cost of suspending operations. There is also some added cost due to inexperienced personnel called in to assist in the annual
undertaking.
Advantages of Cycle Counting
1. Cycle inventory counting with its periodic
counts and verifications of record accuracy on
a regular basis is clear -cut evidence that inventory control is a daily job throughout the year.
The annual physical is designed primarily to
satisfy external audit needs and leaves an impression with operational personnel that inventory is a one - day -a -year job.
2. Better performance is obtained from an experienced counting team consisting of permanently
assigned plant personnel under direct supervision of an Inventory Control Group.
3. Counting is not performed under the pressure
of a short shutdown, and little or no extra cost
is incurred because regular personnel work on
the program during regular hours.
4. The cycle program signals a discrepancy today —not a year later —so that corrective steps
can be taken on a current basis.
5. Effort, time and money spent or used in the
control of inventory will be allocated among its
items in proportion to their relative importance. Critical and /or higher value items will
be checked more frequently, inventory records
verified and adjusted, and day -to -day accuracy
improved.

The cost of the
year -round
cycle program
generally will
be less than the
one -time effort.

Demands of Cycle Counting
1. The establishment of proper cutoff periods is
more difficult since production activity will be
maintained and counts scheduled at other than
month -end periods.
2. The cycle count program requires that plant
personnel be permanently assigned and available to work with an Inventory Control Group
in preparing for and taking the actual counts.
At times, production activity and other demands on warehouse manpower could result in
these personnel not being readily available for
their cycle inventory work responsibilities.
3. Cycle inventory verifications could be interpreted as a substitute for good inventory record
keeping and discipline for maintaining an orderly paper flow. The cycle inventory counting
program will not resolve paper work inaccuracies or system problems.
45

4. Planning, scheduling, and coordinating the
program is a year -round effort and requires
more discipline than the one -time effort.
5. If the new disciplines required for a cycle program and automated inventory do not materialize, the cycle program would be less efficient
than planned, creating additional work for
plant and inventory control system personnel.
Audit and Management Review

The finance
department
should
coordinate the
periodic audits
and monitor
the
performance of
the program.

In recommending a Cycle Physical Inventory
Counting Program, one should recognize that
sound business practice requires an independent
audit of inventory records by both internal and
external auditors. The finance department responsible for the overall inventory system should coordinate the periodic audits by both internal and
external audit groups and monitor the performance of the program.
In accordance with the general policies of many
public accounting firms, it has been assumed that:
sample audits to test the record accuracy will be
performed early in the fiscal period and again near
the close of the period. It is also assumed that
when the inventory is checked and verified, the
auditors will, at a minimum, include a review of

the error rate; recounts performed on all errors;
why errors occurred; materiality of discrepancies;
highlight of slow - moving, obsolete stock, and
proper cutoff of paper work.
The results of the cycle counting program
should be included in an Inventory Reconciliation
report issued periodically. Detailed computer reports can be generated and issued to the Inventory
Control Group itemizing the adjustments to the
inventory position and identifying them as to
write- off /on, quantity and cost value, locations,
and the like.
Summary reports can be prepared for manufacturing and finance management with appropriate
comments on reasons for differences and recommendations for improving the inventory control
system where appropriate.
❑

, G.W. Plossl, Manufacturing Control —The Last Frontier jar Profits Reston Publishing Company, Inc., Reston, Va., 1973.
2
IT, Saundercook, "ABC Inventory Classification Systems." Production A Inventory Management, 2nd Qtr. 1969.
For examples of the description of data files and the use of a computer in inventory
control systems, see -Inventory Control Systems," by Edward Brady and J.C. Babbitt. MANAGEMENT ACCOUNTING, December 1972.
' See "Cycle Inventory Counting." Training Aid, American Production and Inventory Control Society, Washington, D.C.. 1974.
' Plossl, p. 22.
'G.W. Plosd, "MRP and Inventory Record Accuracy," 113M publication, June
1973.

YOUR SALES FORECAST—MARKETING BUDGET RELATIONSHIP: IS IT
CONSISTENT?
Continued from page 31
Second, the management accountant should be
directly involved in the firm's sales forecasting
process or should counsel the firm to secure outside sales forecasting assistance. It would appear
from this study, and others cited in the references,
that firms acting in a vacuum and without an accountant's help are not doing well in terms of
forecasting, as indicated by the level of perceived
forecast errors. A partial explanation may be associated with the apparent widespread tendency in
practice to reverse the direction of causality between forecasting and budgeting.
Finally, the accountant should educate senior
management to the importance of the budgeting
and forecasting relationship. If significant fore-
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casting errors exist, it is unlikely that the firm is
approaching an optimum level of profits. At present it would appear that manufacturing firms have
difficulty in appreciating the value of accurate
forecasts, generating usable forecasts with low error rates, and maintaining the integrity of the
budgeting and forecasting relationship.
The management accountant is in a particularly
advantageous position to help his firm in the forecasting and budgeting area because he or she has
the technical capability and knowledge to understand the impact of poor budgeting and forecasting techniques.
❑
' Philip Kotler, "Marketing Management: Analysis. Planning. and Control. 3rd ed.
Prentice -Hall, Inc.. Englewood Cliffs, N.J.. 1976.
Douglas R. Dalrymple. "Sales Force Methods and Accuracy,- Contemporary
Readings in $ales Management, ed. Marvin A. Jolson. Petrocelli, 1977, New York;
and James T. Rothe. "EffcetivrnesS of Sales Forecasting Methods." Industrial Mar keting.41tanagement, April 1978.
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Evaluating an Acquisition
Candidate Is Easier
Than You Think
Once management approves the "fit" of a prospective acquisition,
the financial impact and best offer must be determined.

By Robert F. Reilly
Corporate in terest in m ergers an d acq u isitio n s in
recent years h as in creased again . Hard ly a b u siness day goes b y wh en o n e d o es n o t read o f th e
merger or acq uisition of a "h o useho ld n am e"
firm . Hardly a bu siness,day go es by either that th e
m anagem e nt acco u n tan ts fo r th es e acq u ir in g (o r
acqu ired) firms are not asked to reco mm en d o r
evaluate a merger /acqu isition strategy for the
firm , evaluate th e fin an cial im p act o f a p articu lar
acqu isition can d id ate o n th e fir m , an d d eterm in e
an opt im a l p ric e f o r th e firm to o ff er fo r th e a ttractive acqu isitio n can did ate.
I propose here an an aly tical fram ewo rk for
evaluating and pricing an acq uisition cand idate.
The fram ewo rk will in corp o rate a syn thesis of
capital budgetin g theo ry and cap ital m arket th eo ry. My method olo gy is a qu ick an d simp le
approach that can be used to evaluate a large
number of can did ates qu ickly fo r co m p arative
purposes and can be u sed to analy ze and p rice o ne
cand idate (p erh ap s th e m o st attractive o f th e lo t)
quickly yet th orou gh ly . Using this an aly tical
fram ework, th e m an agem en t acco u n tan t can recom m end both th e b est ac q u isitio n can d id ate an d
the best price fo r th e can d idate.
The questio n o f p ricin g an acq uisition can didate becom es relevant after th e fo llo win g even ts
have occurred:
0025- 1690/80/6107- 2762 /$01.00 /0

1. The firm has decided on an acquisition strategy,
2. The firm has assem bled a list of possible acquisition candidates,
3. The firm has selected from the list those candidates which have the "best fit,"
4. Th e firm is ready to select the candidate(s)
from am ong the list of " best fit" candidates
which is (are) expected to produce the best return(s1 —until the firm 's limited investment resources are fully (and optim ally) allocated, and
5. The firm m ust determ ine the value of the candidate in order to negotiate an acquisition offer
(in other words, price the acquisition).
15 Steps to Evaluating an Acquisition
Corporate strategic planning can accomplish
the first three events. The 15 -step methodology
belo w can be em ployed to accomplish the last two
events — evaluating and pricing the acquisition.
S TE P 1. Obtain a t least the cur rent five years
of financial data on the candidate com pany (audited financial statements are preferable). If available, ten years of financial data would be preferred, but five year s se em s to b e an acceptable
min im um. It is absolutely essential that the financial data used be norm alized or adjusted to m ake
it co nsistent over the five -year period; the effects
o f changes in accounting principles, of acquisitio n s and divestitures must be elim inated if the
Copyright ( -,) 1980 by the National Association of Accountants

Robert F. Reilly is
manager of internal
audit for Huffy
Corporation. He also is
an adjunct professor of
finance at Wright State
University and is on the
adjunct faculty of the
University of Dayton
and Central Michigan
University. He holds an
MBA degree from
Columbia University, is
a CPA, a Certified
Manufacturing
Engineer, and a holder
of the Certificate in
Management
Accounting. A member
of Cincinnati Chapter,
he submitted this article
through that chapter.

47

The evaluation
framework is a
synthesis of
capital
budgeting
theory and
capital market
theory.

48

data are to be useful for analysis.
STEP 2. Restate the financial statements, both
income statement and balance sheet, by developing trended financial statements. The trended
statements should be developed two ways. First,
the current year's statements should reflect the
percentage change in each income statement and
balance sheet account from the immediately preceding year (each preceding year becomes the base
year for the succeeding year.) Secondly, each
year's accounts should reflect the percentage
change in the account balance when compared to
the same account in the base period year.
STEP 3. Restate the financial statements, both
income statement and balance sheet, by developing common size financial statements. The common size statements should be developed in two
ways. First, each year's income statement accounts should be restated as a percent of that
year's net sales account. Secondly, each year's balance sheet accounts should be restated as a percentage of that year's total assets.
STEP 4. Analyze the trended and common -size
financial statements. Pay particular attention to
salient trends, deviations from salient trends, and
unusually high or low balances when compared to
another year's data or the five -year average for
each account (or compared to other firms' data or
industry averages, if available). Investigate each
trend or deviation from a trend. These deviations
may indicate that the data have not been adjusted
for consistency. Certainly, this analysis will familiarize you with the candidate firm and help you
generate a judgmental forecast later on.
STEP 5. Graph the key forecast accounts of
the candidate firm. Because the value of the firm
will be based on its discounted future earnings, the
key forecast accounts would be sales, earnings
(net income), and earnings per share. It is particularly important that sales and net income data be
adjusted for acquisitions and discontinued operations, and that EPS data be adjusted for stock
splits. Before the future earnings growth can be
forecasted (and the value of the firm determined),
the historical growth rate must be established. To
do this, plot the trended financial data on semi logarithmic graph paper (rather than regular, arithmetic graph paper). The slope of the trend lines
on semilog paper indicates the percentage growth
in the forecast accounts rather than just the dollar
value increases. And since growth rates of earnings
are needed to forecast the value of the firm, logarithmic time series graphs are prefereable to arithmetic time series.
STEP 6. If at all possible, connect the points of
the logarithmic time series graph to form a trend
line. Although all the points on the graph may not
fall exactly on a straight line, the data points
should be connected by the straight line with the
best fit.

STEP 7. Determine the historical growth rate
in the net income forecast account. The growth
rate of sales can be determined as well, but because the acquiring firm will be buying earnings
(not sales) and because the value of the firm is
based on the discounted value of its future earnings, sales growth rate can be ignored for now.
(The sales forecast will become important when
cash flows are forecasted.) The formula for determining earnings growth rate is:
(l !- g)` = e,�
e,
where g is the growth rate through forecast period
t (usually five years),
e, is the net income in time period t (usually the
fifth year) and
e. is the net income in time period 0 (the first
year).
STEP 8. Determine the historical cash flows
from the candidate firm. It is absolutely essential
to this analysis that the cash flow be an all- inclusive cash flow. It must include both operating
cash flows and financial cash flows. It must include not only income statement accounts but
changes in balance sheet accounts as well. It is
crucial to realize and understand that determining
the cash flow of the candidate firm is a more complicated analysis than simply net income plus depreciation.
STEP 9. Perform a standard financial ratio
analysis on the historical financial data. This analysis should include ratios which consider, at least,
the liquidity, leverage, activity, and profitability
positions of the candidate firm. The following 12
ratios are recommended, although there is nothing magic about them and each analyst may have
a personal preference as to indicators of financial
position:
liquidity
current ratio, quick ratio
leverage
debt to total assets, times interest earned, fixed
charge coverage,
activity
inventory turnover, average collection period,
fixed asset turnover, total assets turnover,
profitability
profit margin on sales, return on total assets,
return on net worth.
These ratios are used to develop forecasts or
pro forma financial statements from a projected
sales trend analysis (see Step 10). But before the
ratios are used to forecast future financial statements, historical data should be analyzed. The
historical ratios (at least five years, actual and a
five -year average) should be analyzed for: salient
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cash flows. However, on the forecast cash flow
analysis, some accounts may be ignored, such as
dividends paid or inter- company borrowing if it is
assumed that all earnings will be paid to and all
debt will be borrowed from the parent company
after the acquisition.
STEP 13. Develop an appropriate discount rate
to be used to discount the Step 12 forecast cash
flows back to the beginning of the forecast period;
this will determine the present value of these cash
flows to the acquiring company. According to
capital budgeting theory, the present value of the
stream of expected cash flows is the maximum
amount that the acquiring company will be willing to pay for the candidate company. Of course,
the acquiring company would be willing to pay
less than the present value of cash flows (if the
candidate company owners are willing to sell for
less), in which case the internal rate of return that
the acquiring company will earn on the acquisition will exceed the discount rate used. But the
acquiring company will not be willing to pay more
than the present value, because the internal rate of
return on the investment will be less than the discount rate and the firm will not be earning its
required rate of return (its hurdle rate) on projects
of that risk complexion.
The appropriate discount rate will be one which
reflects the risk complexion of the project. It will
be of the general formula:

What is the
value of the
candidate at
the end of the
five -year
period?

d =r, +r,
where d is the appropriate discount rate, r, is the
"risk free" rate of return, and r, is the incremental
rate of return the acquiring firm must earn in order to accept the risk involved with this acquisition.
The operative question here is how to determine r,, the incremental rate of return the firm
must earn on this type of risky project (frequently
called the risk premium). The capital asset pricing
model can be applied to capital budgeting for discounting acquisition cash flows. The capital asset
pricing model indicates that the required rate of
return on an acquisition, R,, is determined by a
relationship of the possible rates of return on the
acquisition and the returns of the market portfolio
(which here can mean the rates of return on the
current portfolio of assets which the acquiring
firm holds). This relationship is indicated as follows:
/ R... — i
\

o,,,

m

m

where i = the risk -free rate
R = the expected value of return for the
market portfolio
o = standard deviation of the probability
distribution of possible market returns
-

trends, deviations from salient trends, and significant strengths and weaknesses in the candidate's
financial position. Again, an investigation of significant deviations will increase the analyst's understanding of the candidate firm and may reveal
a particular financial weakness heretofore overlooked that should brand the candidate as unacceptable.
STEP 10. Use the logarithmic time series trend
developed in Step 6 (assuming that a straight line
trend could be reasonably developed from the
candidate's data) and extrapolate and trend for a
five -year forecast of sales and net income. This
means simply taking'a straight edge and continuing the trend line on the graph for another five
years. While such forecasting lacks sophistication,
it must be remembered that the primary objective
of this type of analysis is to be quick and simple.
In any event, the lack of sophistication is recognized by placing a maximum limit on the forecast
period of five years.
STEP 11. In Step 9, the candidate's historical
data were subjected to standard financial ratio
analysis, and these financial ratios were analyzed
for: (a) trends, (b) deviations from trends, and (c)
significant strengths and weaknesses. Now use
these ratios to generate pro forma, or forecast, financial statements for each of the five years in the
forecast period, using the sales and net income
forecast generated in STEP 10 as the starting
point. Such ratios as inventory turnover, average
collection period, fixed asset turnover, total asset
turnover, quick ratio, and current ratio can be
used to forecast balance sheet accounts for each
year in the forecast period, given the sales forecast
as the starting point. Likewise, such ratios as
times interest earned, fixed charge coverage, and
gross profit margin can be used to forecast major
income statement accounts for each year in the
forecast period, given the sales and net income
forecasts as a starting point. In cases where the
historical financial ratios have either been fairly
constant over the five -year historical period or
where there have been significant deviations, use
of a five -year average for that ratio is appropriate
for the forecast period. When there is a discernible
trend in a particular ratio over the five -year historical period, the ratio should be adjusted in the
direction of that trend before it is used to generate
pro forma financial statements. Weighted average,
exponential smoothing, or a simple linear regression against time would be acceptable methods for
trending or adjusting the ratios used for the forecast period.
STEP 12. Use the pro forma financial statements generated in Step 11 to develop a pro forma, or forecast, cash flow statement for the five year forecast period. As was discussed in Step 8,
the cash flow analysis must be an all- inclusive
cash flow, including both operating and financial
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beta is to find a surrogate; the surrogate should be
a similar firm in the same industry with , of course,
an actively traded, listed stock. Then , the beta of
the surrogate must be used to approximate the
beta of the candidate.
The discount rate should be adjusted proportionately as the candidate beta varies from 1.0 (inThe last term ( r„ o-.o- ,) represents the covari- dicating perfect correlation of a candidate's return
ance of returns for the acquisition with those of to market returns). The discount rate should be
adjusted whether or not the candidate's beta varithe market.
While theoretically correct, this method for de- es positively (above 1.0) or negatively (below 1.0)
termining discount rates is rarely used in practice with the market beta (1.0). In either case, a beta of
because it requires: a probability distribution of greater than 1.0 or less than 1.0 will represent
the possible cash flows from the acquisition which some change in the systematic risk complexion of
is difficult to generate and even more difficult to the acquiring firm. How much the discount rate
get anyone to agree to; expected rates of returns should vary from the risk free rate is subjectively
on the current portfolio of assets which the firm determined ( just as the hurdle rate was subjectiveholds; and some elementary statistical computa- ly determined). It is a suggested variance in the
tions. In practice, most firms arbitrarily set a hur- firm's beta from a beta of 1.0. If the candidate's
dle rate, frequently based on the firm's historical beta is 1.2, the discount rate should be increased
return on assets (or some other measure of profita- by four percentage points (for instance, from 15%
bility) adjusted for higher expected returns in the to 19 %). Again , this rule was entirely subjectively
future. For example, if the firm's historical return determined. Some analysts would use some other
beta adjustment to their firm's risk free rate.
on assets is 18 % , the required rate of return on
STEP 14. Discount the cash flow forecast den ew p r o jects will b e ar b itra rily s et at 20 %. This
termined in Step 12 with the discount rate determ et h o d w ill wo r k in p r ac tic e as lo ng as t her e is
mined in Step 13. This discounted cash flow will
so m e ration ale fo r establishing the hurdle rate
represent the present value of the cash flows of the
based o n th e risk co m plex ion o f the acquisition.
candidate over the five-year forecast period. Of
Th e fo llo win g is a q u ick an d sim ple method for
course, the acquisition will generate cash flows for
ap p rox im atin g an ap p ro p riate d iscount rate which
a period greater than five years, but practically
co n sid ers b oth th e risk free rate (here considered
the historical return on assets of the acquiring speaking, it is extremely difficult to forecast cash
firm) and a risk premium (determined by the rela- flows of an acquisition in excess of five years. In
capital budgeting theory, how is the residual value
tive risk of the acquisition to the acquiring firm).
The beta adjusted discount rate. Beta is a rela- of the project considered at the end of the forecast
tionship between the excess returns on the out- period? The salvage value of the project is deterstanding common stock of a specific firm (in this mined and discounted at the same discount rate as
case, the candidate company ) and the excess re- the cash flows to determine the present value of
turns of a market portfolio ( which is generally the project.
The formula for discounting the cash flows is:
represented by some surrogate such as the Standard & Poor's 500 stock index). The excess is sim- Present Value of Cash Flow
ply the expected return less the risk free rate, here
usually measured by the highest return on curcash flow in time period t
rently available Treasury bills. Beta is an index of
t=
(1.0 plus d)°
the systematic risk of the candidate firm, that risk
which is related to the market in general and
_ (cash flow 1 ) cash flow 2
cash flow 3
(1.0 + d)1 + (1.0 + d)x + (1.0 + d)8
which cannot be diversified away.
For many larger firms, beta is available from
cash flow 4 cash flow 5
numerous published sources including Value
+ (1.0 + d)' + (1.0 + d)5
Line. For smaller firms, the beta must be calculated independently . This can be accomplished using
simple linear regression techniques with the excess (d is the discount rate determined in Step 13).
return of the market (or a surrogate such as S &P's
STEP 15. Determine the salvage value of the
500) as the independent variable and the excess
returns of the common stock of the candidate as acquisition at the end of the five -year forecast pethe dependent variable. The regression coefficient riod. Discount the salvage value back to the curthat results will be the candidate' s beta. Of course, rent time to obtain the present value of salvage.
this method can only be used for fairly actively Then add the present value of salvage to the prestraded stocks listed on an exchange. For smaller, ent value of the forecast period cash flows. This
privately held firms, the only way to approximate sum is the present value of the acquisition and this
v, = standard deviation of the probability
distribution of possible returns for
the acquisition.
r;, = correlation coefficient between returns for the acquisition and the
market portfolio.

Practically
speaking, it is
extremely
difficult to
forecast cash
flows of an
acquisition in
excess of five
years.

so
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is the maximum amount an acquiring firm should
be willing to pay for a candidate (and still earn the
risk - adjusted discount rate on the investment).
Salvage Value
In capital budgeting, salvage value is what the
firm can realize by selling or trading in an investment project at the end of its useful life. Generally, the useful life of an acquisition cannot be determined at the time of the acquisition analysis. The
acquiring firm may keep the acquisition indefinitely or it may divest in a few years. Practically,
however, the forecast period for cash flow analysis
is limited to about five years at least for this type
of quick and simple analysis. Therefore, the salvage value of the acquisition will have to be determined at the end of the five -year forecast period,
whether or not the acquiring company has any
plan to divest at that time.
The operative question here is what is the value
of the candidate at the end of the five -year forecast
period? Because forecasting cash flows beyond the
five -year period is not practical, capital market
theory must provide the answer. The model is:
Value

income for period t

= Y (1.0 plus appropriate discount rate),
t_ ,

oo)

The appropriate discount rate was determined
in STEP 13. The income from the acquisition was
forecast for five years in STEP 12. Time period
two of the valuation model above corresponds to
year six of the present value model in STEP 14.
Because the candidate's income beyond year
five is an unknown, an assumption about future
income (in years six to
will have to be made. If
the assumption is made that income in future
years will hold constant at year five levels, the
valuation model becomes simply the present value
of an annuity of a future stream of income equal
to year five income. The value of the firm at the
end of year five becomes:
Value

income from year 5

= E (1.0 plus appropriate discount rate),
t -6

The present value of an annuity simplifies to:
Value =

income from year 5
appropriate discount rate

This value corresponds to the salvage value of the
firm at the end of year five. To determine the present value of salvage today, the following calculations must be made:
PV of Salvage
value of "salvage" at end of year 5
(1.0 plus discount rate)'
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The present value of the acquisition can now be
calculated by determining the present value of
cash flows plus the present value of salvage. (Present value of cash flow was determined in STEP
14, and present value of salvage was determined
above).
The present value of the acquisition is the maximum amount which the acquiring firm would pay
for the candidate in order to achieve a rate of return on the investment equal to the risk- adjusted
discount rate. In other words, the present value of
the acquisition determines the price that the acquiring firm will be willing to offer for the acquisition candidate.
A Quick and Simple Methodology
Acquisition pricing models that depend entirely
on capital budgeting techniques (i.e., discounted
cash flows) encounter the problem of forecasting
cash flows into the indeterminable future. It is
simply not realistic to forecast cash flows far
enough in the future to make the discounted cash
flow methodology accurate. Acquisition pricing
models which depend entirely on capital market
theory (i.e., discounted future earnings) ignore the
cash flow considerations (e.g., new fixed asset expenditures, debt retirement, etc.) which may be
especially volatile during the first few years of an
acquisition.
The advantages of the methodology presented
in this analysis are fourfold. First, it is quick and
simple; for the most part, the techniques can be
handled manually, without the requirement for a
computer; also, the level of mathematical computation is not at all sophisticated or esoteric. Second, the methodology includes capital budgeting
techniques where appropriate (discounting cash
flow and salvage during the first five years when
cash flow can be reasonably forecasted). Third,
the methodology includes capital asset pricing
model considerations where appropriate (in determining the risk adjusted discount rate). And
fourth, the methodology includes capital market
theory where appropriate (discounting the future
stream of income, determining the capital market
theory value of the firm, and calculating salvage).
My proposed methodology provides a quick
and simple analytical framework to assist the
management accountant in achieving the following objectives:

The present
value of the
acquisition
determines the
price the
acquiring firm
will offer for
the acquisition
candidate.

1. Evaluating the financial strengths and weaknesses of the acquisition candidate,
2. Determining the maximum price that the parent firm should pay for the acquisition (and
still achieve its rate of return objectives), and
3. Presenting the results of the acquisition analysis to management in a logical and concise format.
O
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The Challenge of Change:
How NAA Is Meeting It
In a turbulent decade fraught with many "future shocks," some
organizations have found it difficult just to maintain the status quo.
The Association, however, has forged ahead converting each
challenge into an opportunity for members to excel in their field.

This article is based on an address given by NAA
Executive Director W. M. Young, Jr., at the Wild
West Regional Council Conference, Sept. 17, 1979,
By W. M. Young, Jr.
Last summer millions of people were anxiously
following the course of Skylab. When would it
fall? Where would it fall? Who or what would be
clobbered by the debris from America's first space
station?
In the last five years the accounting profession
has been in a similar situation. Hunkered down in
our trenches in offices all over the country, we
have been waiting for the impact of the latest regulation from Washington, the latest blast. from
Congress, the next standard from the FASB,
The avalanche of standards, proposals, releases,
disclosures that inundate accountants in business
every year is mind - numbing. We accountants have
to pick our way through the craters.
One of the Big 8 firms put together a summary
of all the standards, statements and accounting
series releases affecting the accounting establishment in 1978. There were more than 44 important
releases including FASB statements and interpretations, AICPA statements of positions, SEC accounting series releases, CASB standards and
IASC standards.
Like the Skylab debris, some of these releases
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carried more weight than others but the total effect of all this material raining down upon accountants year after year has left many of us in
shock.
"Future Shock!"
All of these changes come against a background
of great socio- economic change in our society. We
are in one of those periods when America is shaking itself and realigning institutions and customs.
Accounting has not escaped this process of self examination and self - renewal.
In many ways, because of the nature of the discipline, accounting reflects —and measures —the
impact of social change on institutions. Your Association was created during a similar period in
our history. After the mighty upheaval of World
War I, 37 people met in Buffalo to put together an
organization dedicated to the dissemmination of
information on cost accounting. Those people
weren't geniuses. They were ordinary businessmen and women like you and me. But they chose
the right time and the right field. In response to
the demands of business just beginning its enormous expansion that helped create one of the
most prosperous countries in the world —in reponse to the need for timely and accurate accounting data —the Association was born.
Sixty years later we find ourselves an institution, an integral part of the business economy.
Here we are, 60 years later —and 91,000 members
Copyright © 1980 by the National Association of Accountants

with 330 active chapters all over the
strong
... 22 regional councils, and
17 intercountry,
...
national ...
affiliates.
A Quantum Leap
There were six decades between 1919 and 1979
but in relative terms it has been a quantum leap.
The level of financial reporting in annual reports
has become more sophisticated —and more complex —I might add. The complexity of internal accounting has increased year after year as new demands are placed upon corporations. And we all
know it's not going to get simpler or easier. We
can't turn the clock back to the years of the Model
T Ford,
The Metcalf and Moss committees directed the
public spotlight on something called "Th e Accounting Establishment." We are part of the accounting establishment even though the picture of
us was distorted in the final report of the Metcalf
Committee.
Uncle Sam has noticed us and he's not going to
neglect any of us—either public accountants or
management accountants —in the future. The
Foreign Corrupt Practices Act with its requirements on internal control testifies to that. And the
Securities & Exchange Commission prodded by
Congress, in turn prodded by the special interest
groups, will continue to take an interest in financial reporting. Its recent proposals on reserve recognition accounting and the publication of financial forecasts testify to that continuing interest.
And, of course, the private standard- making
body, the Financial Accounting Standards Board,
has a direct influence on corporate accounting as
well as financial reporting. These challenges, or
shocks, have made incredible demands upon all of
us as career accounting and financial executives.
They have made sharp demands upon the National Association of Accountants. After all, our Constitution says our major objective is to serve the
management accounting field.
Well, what have we done in response to the
challenges ofa new era of responsibility? I want to
review what we have accomplished during this
turbulent period.
In the wake of all the changes being made and
contemplated in accounting principles and practices, we needed some vehicle that would be able
to express the opinions of management accountants on each proposed Financial Accounting Standard, SEC proposed regulation, CASB proposal,
or whatever.
After a lot of study and hard work, we established the Management Accounting Practices
Committee —MAP. This Committee was organized to serve as a spokesman for NAA when it
commented on proposed accounting standards
and regulations. MAP was established 10 years
ago. In the last decade it has gained the respect of
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the organizations that it has worked with for its
careful analysis of the issues as they have developed. This Committee has produced 10 statements. One — Number 9 —has seven pans. In
addition, in written and oral testimony, it has
commented on hundreds of issues coming before
the rule- making bodies.
In the Association's last fiscal year alone, MAP
submitted 30 comments to various bodies including FASB, CASB, IFAC, SEC, AICPA and the
IASC. Currently, it is working on a most important topic —given the rampaging inflation rate
that is devastating the economy — productivity.
Your input, as on every issue, is welcome. And I
can assure you that every letter from NAA members on accounting issues is carefully considered
by this Committee.
As a means of communicating its actions to the
membership, we inaugurated a periodical newsletter; then as MAP's work grew we established a
monthly page in MANAGEMENT ACCOUNTING
for reporting on the work of this committee and
the issues involving the re- making ofthe accounting discipline. During 1979 -80, we added another
staff member to support the increasing workload
of this committee.

Uncle Sam has
noticed us and
he's not going
to neglect any
of us— either
public
accountants or
management
accountants.

CMA —A Tiger by the Tail
As the discipline of management accounting
grew in complexity and sophistication, it was obvious to NAA leaders that some means of formalizing the resulting body of knowledge and certifying expertise in management accounting would be
needed. With the advice and enthusiastic support
of the late Robert Beyer, Touche Ross managing
partner and past president of the Association, we
created the Institute of Management Accounting.
That was in 1972. We found we had a tiger by
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Since its
establishment
in 1972,
hundreds of
accountants
have taken the
CMA
examination.

the tail. Since then hundreds of accountants have
taken the Certificate in Management Accounting
examination and large corporations, universities
and other institutions quickly threw their support
to the program. Today, the examination for the
certificate is held twice a year, in June and December, and there are more than 1,500 accountants who hold the certificate and over 5,300 persons in the program. The Institute galvanized the
entire field of management accounting. Employers
now ask for the CMA designation as one of
the qualifications for internal accounting slots.
Moreover, a new industry has been created —the
marketing of review courses and guides for those
planning to take the Certificate in Management
Accounting examination. We have only tapped
our potential. Increasingly, accounting students
are seeking this designation as additional confirmation of their mastery of accounting— particularly management accounting.
A Self-development Program
When an individual joins NAA, he or she is not
just joining a fraternal club with the expectation
of a friendly dinner meeting every month. No.
When you joined this association— whether you
knew it or not —you were making a commitment
to yourself and NAA. In paying your initial dues,
you embarked upon a program of self- development. Whether that self - development comes in
formal programs or informal contacts with outstanding business leaders —the opportunity is
there. Make no mistake about that.
Our unique setup emphasizes professional development as a result of the package of national,
regional and chapter programs ... and personal
self - development, thanks to the invaluable experience gained in volunteer efforts at the local chapter level.
In another innovation, we combined both professional development and personal self- development in a series of eight self -study courses. The
response from members has been highly encouraging. We are discovering members really do want
such courses as Successful Interpersonal Communications along with the meat - and - potatoes core
programs of NAA, such as Management Accounting for Business Decisions.
We sold more than 1,400 of these sets last year.
We intend to expand this program to coincide
with the needs of members. The benefits of this
program —and of every other program as well as
life itself —are directly proportional to your input.
I learned the lesson myself as volunteer officer and
director —the more you involve yourself in NAA
activities, the more value you'll obtain.
The Job of the Controller
Here's another response to the challenge of the
seventies and eighties. Our Continuing Education
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Program was expanded to the point where in Fall
1979 we held 92 separate programs in six major
cities. Last month we tried something new. In cooperation with Penton Learning Systems, we
sponsored a conference on the topic, "The Job of
the Controller in Today's Environment. " We hope
it will lead to further cooperative programs of this
nature.
I'm particularly happy to report that this
Spring we will conduct our First International
Conference on Management Accounting —in Paris. Again, we hope this will be the beginning of a
series of programs directed to the needs of international accountants.
As an alternative to—and an expansion of —the
CEP Program, we set up a program in which we
conduct courses for corporate employees right on
the site of the operation. This In -House Program
has been received well and will be continued.
Research is another vital function of an educational organization such as ours and the financing
of an expanded program has reflected the ingenuity of your leaders. To help defray the costs we
produced five research studies in cooperation with
the Society of Management Accountants of Canada. A sixth study also jointly underwritten by the
two associations is currently in production. Early
in 1979 we launched a drive to solicit research
funds from industry, nonprofit organizations, and
individuals to support an expanded research effort. The results of the campaign have been very
encouraging.
In the last fiscal year alone, we published seven
research studies, two of them more than 300 pages
long, and 16 are in progress. Under our continuing policy, members each year are offered up to
two of these reports at no cost to them for a limited period.
NAA's research effort runs the gamut from
"blue sky" theoretical work to surveys of acutual
practice. It is carried out in collaboration with experts in management accounting and the teaching
staffs of leading universities.
In addition, we plan to work closely with corporations to discover what projects they are interested in. Such projects could relate to a specific
type of operation or studies on current trends in
management accounting.
We also are making an effort to serve as a
bridge between industry and accounting schools.
Often businessmen complain that the schools are
not turning out graduates with the kind of accounting knowledge that they are seeking. We
want to strengthen communications between the
accounting professors and corporate accounting
staffs. As a step in this direction we are inaugurating a Management Accounting Symposium to
bring together accounting professors and practicing management accountants. The first of these
symposiums will be held in Palo Alto, California,
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next March 16 -18, and will be conducted in cooperation with the University of Washington. We
hope a successful program will lead to others.
Our technical services department in the NAA
office has been revitalized. For members seeking
information in management accounting, we have
put together bibliographies on 25 different subject
areas. One of the responsibilities of the technical
services manager is to field your queries in the
best fashion he can.
To further the education of members, we set up
a new book service whereby NAA members could
obtain recent accounting and business books from
several major publishers at a discount. This is a
regular service that appears in MANAGEMENT
ACCOUNTING. I hope you take advantage of this
new service.
We have many other irons in the fire in the area
of professional development. An NAA representative is working with the International Federation
of Accountants (IFAC) on the Management Accounting Committee. A delegate — Adolph Enthoven— represented NAA at the 9th annual meeting
of the Confederation of Asian and Pacific Accountants in Manila, the Philippines, last Fall.
There are ongoing efforts to improve all these
professional development services. We have added
a marketing manager to the staff to increase the
marketing of all NAA's products and services,
which should lead to greater visibility for us all in
the business world. In addition, we are adding a
special consultant to the staff to promote our
CMA and research programs to chief financial executives around the country.
But what —you may ask —have we been doing
for the chapters and affiliates?
Improving Chapter and Affiliate Programs
We continue to innovate in guiding the chapters
in conducting their professional development programs. A computerized, Speakers' Service Index
enjoys extensive use by program directors in setting up their annual programs. How does it work?
Well, each year we ask every chapter to recommend the three best speakers who appeared on
their technical program. A file is kept of their
names and addresses, categorized by subject areas.
There are more than 117 subject areas in this index, and every chapter has access to this service,
gratis. We hope your chapter will use it.
Through the Association Leader, the monthly
publication that goes to chapter officers and directors, we assist chapter boards in the conduct of
operations. This guidance is supplemented by visits from the area managers in the Chapter Relations Department who are always on call to help
chapter officers solve problems or merely cut
through red tape.
The communication between the NAA office
and chapters and affiliates is not a one -way street
MANAGEMENT ACCOUNTING /JANUARY 1980

by any means. Ideas that have been born on the
chapter level subsequently have risen to the national level and solidified into national programs.
The successful Socio - Economic Program is an illustration. It was tested in the Washington Chapter and its success caused the National Board to
set up a nationwide program. Our grant from the
federal government has expired but the program is
flourishing at the chapter level. It was incorporated into the inter - chapter competition, which we
call the greatest little management game in the
association field. The fact that it was able to absorb the socio- economic activity without strain
testifies to the basic strength and genius of the
system.
At the Annual Conference in Boston last year
we presented the socio - enonomic award for the
most outstanding chapter program. It is named
the S. Alden Pendleton Award after the NAA
leader who contributed to the program when it
was still in it infancy.
We regularly supply professional development
outlines, and entire educational programs —the
former LEAP material —were made available to
chapters. In addition, we have a label service in
which chapters can obtain their membership rosters in a label format on a regular basis —and at a
nominal cost.
Those of you who work for a company that
produces a product know that the process ofmarketing, product improvement, diversification, and
expansion is a never - ending cycle. The Association is no different. Your volunteer leaders are always on the alert for new ways to serve the members, to serve the management accounting field ...
and to increase and expand the body ofknowledge
at the base of our organization.
We are considering the feasibility ofdeveloping
a code of ethics for management accountants.
This, as you can imagine is a herculean task —and
it will not be done over night. But we believe it
worthy of study and that it can be done. As noted
earlier, we are planning quality upgrading and expansion of our efforts in research, in the Management Accounting Practices Committee, and in the
marketing of all of our educational services. This
latter activity includes ways and means of reaching the more than 800,000 men and women who
are in the management accounting field but who
may have never heard of the National Association
of Accountants.
We plan to tell them who we are, what we do,
and why they need us.

We are
considering the
feasibility of
developing a
code of ethics
for
management
accountants.

The Opportunity to Excel
One of my predecessors in this job —Doc
McLeod —once explained the success of the Association in this way:
"When you have the idea that is sound, sup55

ported by a representative group of intelligent men who thoroughly believe in it and
who are interested in its development, success is inevitable."

The most
cherished gift in
life is the
opportunity to
excel.

Doc omitted an important part of our constituency —women managers. I think all of us here realize that the female members of the Association
have been some of the most active directors and
officers on both the chapter and national level.
Aside from that, Doc McLeod was on target.
But continued success is not inevitable. It depends on strong and wise leadership as well as a
lot of hard work, We enjoy those attributes now,
and I believe we will continue to enjoy them.
If we can strike a balance between the Esprit de -corps found in small organizations and the ex-

cellence of service that big organizations can supply —then we. will have the best of both worlds.
Fellowship, initiative and innovation must continue to be encouraged. We must foster the urge to
compete because excellence is one of the laurels of
friendly competition.
What we're providing are opportunities for
members to keep up to date. Whether it's through
the formal education vehicles we have established
or merely the contact that ensues when one member telephones another for advice —we have
served as a medium for the transmission ofknowledge. And when we get down to the bottom line,
we must agree that the most cherished gift in life
is the opportunity to excel. That summarizes how
NAA has met the challenges of the last decade
and what NAA is all about.
O

Research Committee Seeks
Proposals on Approved Topics
The NAA Committee on Research currently is
soliciting proposals on the following topics:
Behavioral Research in Management Accounting
2. Accounting and Management Practices in
Small Companies: Depreciation Methods and
Strategies, Inventory Handling, Capital Expenditures, and Automation.
Outlines or prospectuses for each of the above
topics are available. Each prospectus deals with
what the Committee would expect to be covered
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in funded research on a particular topic and will
serve as a guide to researchers.
The research should indicate the scope and
methodology of the research study, objectives,
and organization of the research work. Each project should be organized into several clearly defined phases with interim progress reports. Researchers' fees are paid as phases are completed.
Expenses are reimbursed as reported.
For further information, contact Thomas Reardon, NAA Research Associate, (212) 754 -9716.
Proposals should be submitted by March 15,
1980.
0
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AAA
M a nag e me nt
Accounting

BOOK SERVICE

THE NONPROFIT ORGANIZATION
HANDBOOK
by the National Assn. of Public Service
Organization Executives
Succinct and easy -to- understand articles offer
authoritative advice on such topics as obtaining
and retaining tax - exempt status; fund raising
and generating revenue; effective board management and organization; all aspects of financial management including accounting, bookkeeping and budgeting, and planning of community and public relations.
McGraw -Hill Book Co.
740 pp.

1979
$29.95

ALL ABOUT LAND INVESTMENT
by William Benke

1976
$19.50

MANAGEMENT ACCOUNTING SIMPLIFIED
by Wilmer Wright
Shows how to separate the requirements for
external reporting from those for managerial reporting. The author examines all aspects of the
management accounting system in detail: the
chart of accounts, product costs, routing files,
bill of materials file, and management reports.
McGraw -Hill Book Co.
253 pp.

1979
$14.95

GUIDE T O FINANCIAL ANALYSIS
by Oswald D. Bowl)n, John D. Martin and David
F. Scott, Jr.
Applicable to a wide variety of everyday business problems, the discussion investigates
such topics as cash management, credit analysis, capital investment decisions, cost control
and the like. Case studies and typical problems
are included, and financial models can be applied to all types of on- the -job situations.
McGraw -Hill Book Co.
335 pp.

MANAGEMENT AUDITING: A
QUESTIONNAIRE APPROACH
by Robert J. Thierauf
Here's the expertise you need to help you coordinate and control specific activities in your
area and overlapping activities throughout the
company. Any executive responsible for results
can use this book effectively to control functions not under his or her direct observation.
AMACOM
256 pp.

focuses on advantages to business of minicomputer technology. The author discusses
the full range of mini- computer hardware, software, languages and applications.
McGraw -Hill Book Co.
256 pp.

If you've always sensed that land has an intrinsic real value and stability that no other investment offers but didn't know quite how to buy
properly, this boo k is fo r you. This clear detailed guide shows you how sensible buying
and selling of land can bring you financial satisfaction even in uncertain times.
McGraw -Hill Book Co.
192 pp

NAA's Management Accounting Book Service
enables members to purchase books from a
number of major publishers at a 10 0 o 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 form a invoice. (Prices guaranteed for 90 days only.)

1978
$11.95

CONTEMPORARY CASH MANAGEMENT:
PRINCIPLES, PRACTICES, PERSPECTIVES
by Paul J. Beehler
This book is for financial managers who are interested in establishing a cash management
program for their companies and for systems
analysts who are respo nsible fo r the design
and implementation of automated cash management programs. It is invaluable for anyone
working in the field, whether within a formal
cash management department or treasurer's
department.
John Wiley & Sons
320 pp.

1978
$24.95

RETURN -ON- INVESTMENT: STRATEGIES
FOR PROFIT
by Robert Rachlin
Explains why the ROI method of evaluation is
one of the most reliable, accurate measurement techniques available and shows how finance executives, managers, accountants and
comptrollers can use R01 strategies to monitor
production and maximize profits.
Prentice -Hall, Inc.
128 pp

1979
$12.95

1979
$19.95

SUCCESSFUL TIME MANAGEMENT
by J.D. Ferner
This guide covers all aspects of time management, explains how to analyze time problems,
and improve techniques of dealing with such
time robbers as procrastination, paperwork,
meetings and interruptions.
John Wiley & Sons
320 pp

1979
$8.95

GUIDE TO WORKING CAPITAL
MANAGEMENT
by Keith V. Smith
Covers in great detail every aspect of working
capital management— managing cash, marketable securities, accounts receivable, inventory,
accounts payable, short-term borrowing and
other information.
McGraw -Hill Book Co.
272 pp.

1979
$13.50

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

1973
$27.00

NAA MANAGEMENT ACCOUNTING BOOK SERVICE
Ouantjty

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

Total

1979
$12.50 cloth
9.95 paper

THE ANALYSIS OF FINANCIAL
STATEMENTS
by Leopold Bernstein
Sharpen your analytical skills and learn to read
and analyze a financial statement properly.
This book shows you how to use financial
statements to look into the future as well as
understand the present.
Dow Jones -Irwin
322 pp.

Member Acct No.
SHIP TO:

Subtotal
Less 10% Discount ... (_
Subtotal . . . . . . . . . . . . .
Add Post age and Handling

1979
$12.95

S2 /bo ok, 4th CI Bo o k R at e
(3. 6 wk s d el iv )
$3 / bo ok UPS 12

SMALL COMPUTER SYSTEMS FOR
BUSINESS
by Gerald A. Silver
This long- needed introduction to small computers emphasizes practical aspects of use and
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PA Y MENT MUS T A CC O MPA NY OR D E R

3 wk s

dehv i

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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This magazine is designed to be used as a tool by practicing
management accounta nts and fina ncial executives. We also hope
that students who plan careers in ma nagement accou nting can use
it as an extension of the theoretical concepts taught in the
classroom. This objective can be realized through use of the matrix
on the facing page, which links the textbooks with the corporate
accounting environment, as described in articles
published In MANAGEMENTACCOUNTING.

A Management Accounting
Reading Guide for Students
If classroom theory can be linked with practice, then surely the
learning process will benefit.

By Jonathan B. Schiff

y

Accounting professors and students often have
difficulty in relating accounting theory —as delineated in textbooks —to management accounting
t •
practice, which often is described in periodicals
such as MANAGEMENT ACCOUNTING.
One reason for this problem is a lack of expoJonaihan B. Schiff is an sure to the manner in which internal operations
instructor of accounting are carried on, measured, evaluated, and conand finance at the
Lubin School of trolled. One solution for the problem that I have
Business
Administration and a evolved is to provide reports of "real world"
doctoral candidate at applications of the concepts developed in the textNew York University.
He is a member of the books. It is true that books of readings are availBrooklyn - Queens able, but they tend to focus on theoretical discusChapter. sions and extensions of the text material.
MANAGEMENT ACCOUNTING frequently publishes "application articles" describing in detail
actual applications of management accounting

so

concepts. The articles are short, clearly written,
and fill the gap in providing the need for background and real -world application of management
accounting concepts.
The facing matrix lists approximately 70 articles taken from MANAGEMENT ACCOUNTING
(January 1973 through December 1978), and they
are cross - indexed to 21 topics keyed to six of the
widely -used textbooks. There also is an indication
of the level of each article for the convenience of
students.
Selected use of the articles in conjunction with
the textbooks should help fill the void in background for both the instructor and student, thus
increasing the interest in management accounting
and enhancing the learning process.
0
We are publishing this matrix as an experiment to determine how useful it is for
students and teachers in management accounting. We am interested in your response
to this type of material. Other teachers and authors are invited to submit reading
guides of other management accounting texdwo4 Ed.

Copyright ©

19 80 b y

theNational Association of Accountants

Reading Guide for Students*
Topic

Text

1. The Management Accountant's
Role in the Organization
2. Cost Terms and Purposes
3. Cost - Volume Profit Relationships
4. General Budgeting
5. Systems Design, Responsibility
Accounting, Human Behavior
6. Standard Costing, Variances
7. Flexible Budgeting Overhead Control
8. Absorption vs. Direct Costing
9. Relevant Costing- Contribution Approach
10. Capital Budgeting
11. Inventory Control, Accounting Treatments
12. Cost Allocation
13. Process Costing
14. Internal Control
15. Decentralization and Transfer - Pricing
16. Segment Performance Measurement
17. Decisions Under Uncertainty;
Operations Research
18. Management Control in
Not - For- Profit Entities
19. Cash Management
20. Management by Objectives
21. Cost Accounting Standards Board ICASB)

H2
1

Chapter References
G
CD
LID
1
1
1

2
3
5
6

1,8
2
6
9

2
4,5
7
10

3
4
2
10,18

2,3
2,4
5,6
10

4,5

7
8,9
10
11
12,13
14
15,16
18
21
22
23
24

7
7,9
15
4,5
12

8
9,11,15
6
11,12
13,14
7
15
3
8,10
10
6
11

12
3,12
9
14
15,16
17
7
6,12

12
12
13
7
9
15
10
14

10
9
14
4,5
7
14
13
12

7,11
11

11

11
11

10
14
11
9,10
16

&

_H1
1

DSSW
1

8,9
11

15

12

Appendix
Guide to A bbreviations
H1:
C.T. Horngren, Cost Accounting: A Managerial
Emphasis, Prentice Hall, 1977.
H2:
C.T. Horngren, Introduction to Management
Accounting, Prentice Hall, 1978.
G:
R.H. Garrison,
Accounting, Business
Publications, 1976.
C&D:
R. M. Copeland, P. E. Dascher, Managerial Accounting,

Q

Managerial

"All selections are
those of the author
and have not been
reviewed or approved
by NAA staff.

LErD:
DSS&W:

John Wiley and Sons, 1978,
J. Louderbach, G. Dominiak, Managerial Accounting,
Wadsworth, 1978.
S. Davidson, J. Schindler, C. Stickney, R. Weil,
Managerial Accounting, Dryden Press, 1978.

Applicable Articles

12.
13.
14,
15.
16.
17.
18.
19.
20.
21.

Jul

5.
6.
7.
8.
9.
10.
11,

Chapman (U -G) 7.75; Stoughton (U) 6 -78
Terre, Warnke, Ameiss (U -G) 1 -73; Corr (U -G) 1 -76; DeWelt (U -G) 10 -76; Beard, Hoyle (U -G) 12 -76
Betley (U) 3 -73; Larimore (U -GI 9 -74
Freitas W -G) 9 -73; Garretson (U -G) 11 -74; Merz (G) 7 -75; Hubbard (G) 8 -75; Albert (G) 4 -76; Lindsey (U -G) 9 -76; Kostolansky IU -G) 1177;
Dudick (U -G) 5-78
Greer (G) 3 -74; Shannon (U -G) 10 -75; Cherrington, Cherrington (U-G) 1 76; McGee, Norman W- G) 12 -76; Imhoff (U -G) 2 -78; Clancy (U-G) 3 -78
Enright M) 1 -74; Sprigg, Hanson, Steffens W -G) 11.76; Rockness, Bazley M -G) 1 -77; Levine IG) 6-78; Ericson (U -G) 8.78; Mullet (U -G) 9.78
Sharp (U•G) 2.73; Mullis (U -G) 2.75; Smalls
3 -73
Swalley (G) 9 -74; Schulte (U) 11 -75; Williams (G) 1.76; Grinnell (G) 8 -76; Treacy (U -G) 6-77
Madison (U -G) 2 -73; Blake (G) 10.74; Clingman W -G) 5-75; White, Ostwald (G) 1 -76; Cheatham W -G) 3.76; Krupp (U -G) 9 -77; Toy (U -G) 1 78
Fremgen W -G) 5-73; Day (G) 1 -75; Mahler IU-G) 9 -76; Harris, Stephens (G) 2 -78
Carter M -G) 7 -73; Hall (U -G) 1.74; Youmans IU -G) 1 -75; Edwards (U -G) 10 -75; Milano IU -G) 12 -75; Lambert, Lalonde (U -G) 8.76; Felton (U -G)
3 -78
Brack (U -G) 5 -75; Eichhorn (G) 5 -78; Sharav (G) 7 -78
Franke (G) 1 -75; Pagano (U) 8 -74
Devlin (U -G) 8 -75; Cooper (U -G) 5-77; Randall (U -G) 4 -78
Cook (U -G) 5 -73; Shaub (U -G) 4 -78
Edwards (G) 1 -73; Murray (U -G) 3 -73; Barnea, Sadan, Schiff (G) 11 -75; Buxby, Heitger (G) 11 -76
McArthur IG) 7 -75; McCafferty (U) 7 77
Brubaker (U -G) 3 -73; Jenkins (U) 6 -73; Vaughan (U -G) 12 -78
Wucinich (U -G) 7 -75; Lampe (U -G) 3 77; Morely (U -G) 10-78
Goetz IG) 8-73; Levey (U -G) 6 -74; Weele (U -G) 8-76
Mayer W -G) 10.75; Amante, Graham (G) 2 -74; Anderson (G) 10-77
.

1.
2.
3.
4.

(U -G): Suitable to both undergraduate and graduate study.
(U):
Suitable primarily to undergraduate study.
lGl:
Suitable primarily to graduate study.
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People in the News
Kapnick Joins First Chicago

dent and controller of Esmark, Inc.

Harvey Kapnick, Chicago, has joined
the First Chicago Corporation and the
corporation's principal subsidiary, First
National Bank of Chicago, as deputy
chairman. Mr. Kapnick had resigned
unexpectedly as chairman and chief executive officer of Arthur Andersen &
Company. He was known as the maverick of the Big 8 firms because of his outspoken opinions.

Robert L. Woolheater, Compton, Calif.,
has been elected vice president of the
board of directors of Craig Corp. He retains his previous positions of treasurer
and controller. Mr. Woolheater is a member ofOrange Coast California, past president of Palos Verdes - Torrance and past
national vice president, 1974 -75.

Promotions and New Positions
Bernard F.Laucha, Akron, has been
appointed controller of Myers Industries, Inc. He is a member of Akron
Summit.
Joseph E. Kelly, Atlanta, has been promoted to senior vice president of the
Citizens and Southern National Bank.
He is a Member -at- Large, USA.
Norman A. Gemignani, Berkley, Mich.,
has been promoted to vice president of
finance for No -Sag Division of Lear Sigler, Inc. He is a member of Oakland
County.
Bruce H. Augustadt, Bucksport, Maine,
has been promoted to assistant controller and office manager of the Bucksport
Mill of St. Regis Paper Company . . .
Matt Digonvanna was promoted to
plant controller of the Costigan Mill of
St. Regis. Both are members of Bangor Waterville.
William P. Carmichael, Chicago, was
elected vice president - taxes, and Geoffrey C. Murphy was elected vice presi-

Through OFF Campus
Independent Study without
class attendance.
Law Grads qualify
for CA. Bar Exam

Phone Toll Free
1 -800- 535 -7850
o r w ri t e

SOUTHLAND UNIVERSITY
203 Carondelet St., #1003
New Orlean s, LA. 70130
go

William J. Dennie, Counce, Tenn., has
been promoted to manager - corporate
taxes at Tennessee River Pulp and Paper Co.... Two other chapter members

r

Richard L. Melton, Deer Park, Tex.,
has been promoted to office supervisor/
plant accountant at Diamond Shamrock. He is a member of Texas Bay
Area.
Michael T. Nelligan, Denver past president, was elected vice president-corporate development of Ideal Basic Industries, Inc. He also is assistant comptroller of the cement and potash producer.
Glen R. Hare, Des Moines, has been
named assistant vice president -comptroller of Homesteaders Life Co.

t-

WOOLHEATER
Orange Coast C,aht,

been promoted to financial analyst and
staff assistant to the corporate vice president of finance at International Harvester's Chicago international headquarters. She is a member of Illinois
Northeast.

WARNE
Indlanapoas

also have received promotions at the
company: Walter B. Tipton has been
named manager- budgets and cost, and
C. Max Young has been named manager- procedures and quantitative analysis.
All are Northeast Mississippi members.
Donald W. Pageler, Culver City, Calif,,
has been promoted to program specialist at Hughes Helicopters, and his wife
Jane L. Pageler was named manager of
the new Laguna Hills branch of Community Bank. Both are members of
Southeast Los Angeles County.
Clark J. Matthews III, Dallas, Tex.,
has been named executive vice president
and chief financial officer of Southland
Corp.
Gary R. Bland, Davenport, Iowa, has
been promoted to plant controller of
Ralston Purina in San Diego ... Larry
V. Fedler has joined French & Hecht,
Division of Kelsey -Hayes Co., as plant
controller ... Alan F. Fletcher has been
made a partner with Crippen & Hoover
. . . Paul A. Mall has been promoted to
branch accounting and control manager, Minneapolis export, of Pillsbury. All
are members of Illowa.
Jan M. Harrison, Deerfield, III., has

John M. Swol, Detroit, has been promoted to vice president and controller
of Detroit Ball Bearing Co.
James H. Ditkoff, Elgin, Ill., has been
elected vice president -taxes of McGraw Edison Co.
Thomas O. Thorsen, Fairfield, Conn.,
was elected senior vice president -finance, and James J. Costello, vice president and comptroller of General Electric Co.
Jerry S. Ankney, Goshen, Ind., has
joined Shasta Industries as controller.
He is a member of Michiana.
Laurie A. Goade, Granby, Mo., has
been named assistant internal auditor at
Empire District Electric Co. She is a
member of Joplin Tri- State.
Gintautas N. Zemaitaitis and Charles
J. Schutze, Greenwich, Conn., have
been promoted at Arnold Bakers, Inc.
They are manager of financial reporting
and taxes and manager of accounting
systems, respectively. Both are members
of Connecticut Gateway.
Alvin A. Chang, Honolulu, Hawaii, has
been named vice president of administrative and financial services for Young
Brothers. He is a member of Hawaii.
Richard L. Gerstein, Houston, has been
promoted to vice president and controlMANAGEMENT ACCOUNTING /JANUARY 1980

ler of Amax Petroleum Corp.... James
V. Long and Dennis E. Rainosek have
been named president and senior vice
president, respectively, of Accounting
Search Consultants, Inc.... Harold L.
Reynolds has been named accounting
manager for NL Petroleum Services....
Lloyd M. Varenkamp, has been elected
senior vice president of El Paso Natural
Gas Co., a principal subsidiary of El
Paso Co. He is a Member -at- Large.
Richard A. Warne, Indianapolis, has
been named corporate controller of Eli
Lilly & Co.
Donald E. Seese, Jacksonville, Fla., has
been, elected senior vice president and
chief financial officer of Atlantic Bancorporation.
Stephen Gound, Kansas City, Mo., has
been appointed treasurer of LABCONCO Corp., a leading manufacturer of fiberglass fume hoods and safety enclosures.
Dale G. Barney, Lancaster, has been
named controller of corporate financial
management information services at
Armstrong Cork Co. . . . Eugene H.
Becker has been named general accounting manager at Victor F. Weaver,
Inc.... Julianne A. Chester has been
named partner at Simon Lever & Co.
, , . Ray S. Glick is accounting services
manager at Victor F. Weaver, Inc. , . .
Randall L. Rittel has been made assistant controller at Kellogg Co.... Nancy
M. Shaub has been appointed vice president for commercial loans at National
Central Bank.

and Paving Company; Foxcliff, Inc,;
Lantern Hills Village, Inc.; Bradford
Development Corp,; and Butterworth
Construction Corp. He is a member of
Bloomington Indiana.
Michael P. Bardaro, Massillon, Ohio,
has been promoted to controller of Superior's Brand Meats, Inc. He is a member of Canton.
Billy W. Miller, Memphis past president, has been promoted to broadcast
group controller for The New York
Times Company Broadcast Group,
which includes WREG -TV in Memphis.
Douglas B. Kline, Miami, has joined
Aegis Corp. in Coral Gables as director
of internal audit.
Surendra S. Singhvi, Middletown,
Ohio, has been named assistant treasurer- financial planning and analysis of
ARMCO. A member of Miami Valley
Ohio, he also was Robert Beyer Silver
Medal winner on the June 1977 Certificate in Management Accounting exam,
Jesse R. Pharis, Midland, Tex., was
elected a director of Tipperary Corp., a
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A high degree of sensitivity and
perceptio n; an ability to recognize
and evaluate q uality of s kills,
adaptability, self motivation, attitude.
In-de pth identific ation and
prescreening of candidates, beyond
the expecte d, until the ass ignme nt is
completed.
The difference, then?
It's all in a name.

N

f i t er mckay
l J( a`

Financial Specialists

535 Filth Ave.,
New York, NY 10017 J212) 867-5780
30 Vreeland Road
Florham Park, NJ 07932 (2011 966-0909
11222 S. LaC)enega Blvd.,
Inglewood. CA 90304 (213) 6706600

AFA is a gro up o f widely reco gnized professionals specializing in acco unting and financial perso nnel placement. We know from experience how to
custom -fit a professional to a position.
Tho usands of co mpanies, lo cally and natio nally, rely on AFA to help them
recruit the peo ple they need. Naturally, they pay all f ees, and confidentiality
is assured,
With AFA you choose from a wealth of career opportunities not available
from any other so urce, since many of o ur clients are well kno wn co mpanies
who choo se no t to openly advertise their job openings.
Whatever your background, career objectives, or geographic preference,
AFA's valuable services are designed to help you find what you're seeking.
Prove it to yourself. Contact the A FA o ffice nearest to you.

Thomas J. Cook, Los Alamos, N.M.,
has been named manager of The Zia Co.
and Los Alamos Constructors, Inc... .
Lou Mogk has been named secretary/
treasurer and appointed to the board of
directors of Clark Truck Equipment
Co. Both are members of Albuquerque,

Dennis K. Littleworth, Martinsville,
Ind., has joined Hoosier Aggregate
Company, Inc. as vice president and
controller. Hoosier Aggregate is the
parent corporation of Waverly Asphalt

Yes. In service, dependability,
profess ionalis m. At Foster McKay,
our standards reflect those
differences.

We'll put you in touch with
the companies that will do your
career the most good.

Jeffrey F. Silverman, Las Vegas, has become chief accountant, Frontier Hotel.

Frank A. DeFilippis, Lyndhurst, N.J.,
has been promoted to vice president of
finance at Josiah Wedgewood & Sons,
Inc. He is a member of Essex County.
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was named president of National Lock
Fasteners, part of the newly formed National Lock Group of Keystone Consolidated Industries, and James M. Scott
was promoted to manager of payrolls
and disbursements.
George L. Bernstein, Philadelphia, has
been selected executive partner to head
the international firm of Laventhol &
Horwath. He will succeed Robert L.
Ferst who will step down as head of the
firm in 1980.
Jacob T. Reinhart, Pittsburgh, Pa., has
joined David Weis Jewelers and Distributors as controller. He is a member of
Butler Area.

Clark H. Johnson, (right) congratulates Peter Pyhrr after the zero
base budgeting pioneer addressed a recent Raritan Valley Chapter meeting
on Z -B. Mr. Johnson is a past president of the chapter.

Malladi R. Shastry, New York, N.Y.,
has been promoted to assistant finance
director at the Metropolitan Opera
Assn., Inc. . . . Stephen Zuppello has
been appointed vice president of finance
at Madison Overseas Corp. Both are
members of Brooklyn- Queens.

natural resources concern. In addition
to retaining his secretary - treasurer slot,
he was elected vice president- finance.
He is a member of Permian Basin.
Earle W. Wirth, Milwaukee, has been
elected vice president and controller for
Autotrol Corp.

Thomas R. Hug, Peoria, was named
plant controller of Pabst Brewing Co.,
Peoria Heights brewery . . . Dan DeCremer was promoted to assistant to
the plant controller ... David Sutton

Charles E. Chick, Muskegon, has been
named vice president at Hilton -Frost
Business Equipment.... Frank J. Unger has joined AUSCO as divisional accounting manager.

Accountants:

WORK FOR
YOURSELF

Start your own bookkeeping, account- service over 16,000 monthly business
ing and tax service practice. Our ad- clients.

vertising and marketing system helps COMPUTERIZED SUPPORT
you get clients. Our proven COM- Our large scale computer quickly and
PREHENSIVE," accounting system efficiently provides your clients with

Pa tr ic k B. Mc Ma nu s, San Francisco,
has been nam ed executive vice president
and chief financial officer of Itel Corp., a
leasing and financial services concern.

Illino is res idents call collect: (312) 898 -6868

Please send me more information about COMPREHENSIVE Accounting, the nation's
MAI
largest accounting franchisor of its kind.
Name

_

' C ity
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'
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State

Zip

' P ho ne
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2111 Comprehensive Drive, Aurora, Illinois 60507
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Nicholas Greg Pe tr ic k, State College,
Pa., has been prom oted to senior accountant at UN1CO Corp. He is a
mem ber of Central Pennsylvania.

'

(Best time to call)

t

Richard J. Agostinelli, Rochester (N .Y.)
has been appointed vice president -finance and treasurer of Case -Hoyt . . .
Gayle K. Lee has been prom oted to
manager, financial planning and budgets, Consum er Products Division of
Ba us c h & L om b .. . . Be n ed ict A . M iele
has been elected assistant vice president
of Linco ln First Bank .. . David T. Del lapenta has b een prom oted to financial
coordinator of the Group Health staff of
Sybron Corp., and Geo rge Sc ha rr has
joined Sybron as an operations analyst.

Monterey Peninsula.

THE SYSTEM
start or expand your own practice.
A marketing and accounting system CALL V. A. COX TOLL FREE
which has been perfected through 29
(800) 323 -9000
Anywhere in the Continental U S
years of experience ... allowing

' A dd re ss

Steven H. Mangan, Rochester, Minn.,
has joined Fraser Construction Co. as
controller. He is a member of Southern
Minnesota.

Ha l Guthrie, Salinas, Calif., has been
nam ed contro ller for KMP H -TV in Visalia. He is a m em ber of Salinas Valley -

help s you profitably se rv ic e th o s e complete financial data —every month.
small and medium -sized businesses.
Learn more about how you could

COMPREHENSIVE accountants to

Wayne A. Kidd, Portland, Ore., has
joined Empire Machining Co. as sales
engineer. He is a member of Portland Willamette.
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Roy P olley , Tac om a, Wash., has been
appointed associate director of the University of Puget Sound School of Business and Public Adm inistration. He is a
mem ber of Mt. Ranier.
Hen ry C. Hirs ch, Tulsa, Okla., was
MANAGEMENT ACCOUNTING /JANUARY 1980

elected senior vice president- finance and
administration of Agrico Chemical Co.,
a fertilizer manufacturing and marketing subsidiary of Williams Cos.

Emeritus Life Associates

Horace S. Gordon, 80, New Haven,
1946, ELA.
William A. Aris, Battle Creek.
Miland K. Gramith, 62, Minneapolis ViEd A. Bancroft, Portland Willamette.
king, 1948.
Arthur A. Bergen, Raritan Valley.
Clyde W. Meder, Wayne, N.J., has been Richard Bieganski, Milwaukee past Elmer E. Herrick, 89, Minneapolis
named corporate assistant controller for president; past national director, 1968- Northstar, 1933, ELA.
Richard A. Huchingson, 32, Greater
GAF Corp. He is a member of Raritan 70. Stuart Cameron McLeod Society.
Ozarks,
1978.
Valley.
Joseph J. Breznau, Oakland County
Hazel A. Hunt, 58, West Los Angeles
Michael H. Francisco, West Los Ange- past president.
past president, 1970.
les past president, has been named part- Frank H. Bueker, Jr., Fort Wayne.
Clifford H. Jordan, 69, Cedar Rapids,
ner of Price Waterhouse & Co., West Thomas L. Carr, Evansville.
1940.
George C. Eck, Wabash Valley.
Los Angeles office.
John J. Lang, 89, St. Louis. ELA.
Francis W. Fehr, Lehigh Valley past
Harold E. Kline, Westwood, N.J., has president; past national director 1969- Robert A. Lawson, 76, Brooklyn
Queens, 1943. ELA.
been named controller of Universal 71. SCMS.
J. W. Masters, 64, New York, 1967.
Lustre Leal, Inc. He is a member of Paul F. Fuersich, Cincinnati.
Ivers Melnbardis, 40, Detroit, 1968.
East Bergen - Rockland.
Owen B. Hill, Los Angeles; Southwest William J. Senge,
52, Baltimore, 1959.
Los Angeles past president. SCMS.
Salvatore G. Pastore, Whippany, N.J.,
Joseph J. Tomasello, 67, Chicago, 1967.
has been promoted to senior vice presi- Elmo A. Hinson, St. Louis.
George H. Webster, 75, Long Islanddent of the eastern division of Suburban D. H. Huey, Macomb County- Michi- Suffolk:Long Island- Nassau past presiPropane Gas Corp. He retains his posi- gan.
dent, 1951.
tion as assistant vice president of the Gordon A. Johnson, Rochester past Richard S. Wiseman, Houston, 1969.
corporation. He is a member of Morris- president; past national vice president,
1970 -71. SCMS.
town.
Cornelius F. Langer, Muscle Shoals.
Thomas F. Siewert, Winona, Minn., has Erik K. Lyckfors, San Francisco.
MANAGEMENT
joined Winona Tool Manufacturing Co. Wilford C. MacDonald, San Francisco
ACCOUNTING
as vice president of finance.... Richard past president, SCMA.
PRACTICES
R. Woodmansee has joined Hon Indus- Earl F. Mayhew, York past president.
tries in Muscatine, Iowa, as manager of Felix J. Mira, Jamestown- Warren past
accounting services. Both are members president; past national director, 1973- Continued from page 6
of LaCrosse - Winona.
75. SCMS.
MAP suggested that the discussion
Thomas B. Osborne, Detroit.
Kent L. Dewey, Winston - Salem, N.C.,
memorandum exhibits an overall tone
has been named controller of Hunter W. L. Reiker, York.
that seems to imply a consensus alPublishing Co. He is a member of Pied- Charles Schnabel, Cincinnati.
ready has been reached as to the deJames Thavorides, St. Louis.
mont- Greensboro.
sirability of approaching this study
Ernest W. Thorn, Delaware.
from a perspective of differentiating
H. K. McNulty, Jr., Worcester Area, Ken Takemoto, Detroit.
regular from irregular revenues and
has been promoted to second vice presi- Eugene E. Weideman, Northern New
expenses. In the MAP Committee's
dent and controller of sales marketing York.
view, this notion, which pervades the
Dean J . Wigstrom, St. Paul past presiat Paul Revere.
DM, may be prematurely biased
dent.
against the current disclosure requireFred Theiss, Vincennes, Ind., has been
Corliss H. Wright, Srpingfield.
ments
of generally accepted accountnamed controller and assistant treasurer
George S. Yonkers, Mohawk Valley,
of Universal Scientific Co. He is a meming principles.
ber of Evansville.
James G. Schreiber, Zeeland Mich., has
joined Star Industries, a wholly -owned
subsidiary of Herman Miller, Inc., as
controller. He is a member of Grand
Rapids.
Organization Service
Frederick J . Hetzel, Princeton, has been
elected secretary of the Institute of
Newspaper Controllers and Finance
Officers. He is treasurer of Dow Jones &
Co., Inc.
MANAGEMENT ACCOUNTING /JANUARY 1980

PATROLS MI
In Memoriam
Leslie W. Bryon, 79, Elmira Area,
1931, Emeritus Life Associate.
Alvin P. Butler, 80, Atlanta North,
1940.
Carleton C. Curtis, 46, Des Moines,
1973.
Frank Dellamura, 46, Member -atLarge, USA, 1959.
Rowland B. Ellis, 85, Elmira Area,
1926, ELA.

ADVERTLSM
Wh en wri t i n g o r ca l l i n g
an a d ve r t i s e r ,
s a y yo u s aw i t i n

MANAGEMENT
ACCOUNTING
63

n

l

/i

to attend the first
National Association of Accountants'

Continental

-

Inter

H.tel

24-26

European Conference in Paris
April
MANAGEMENT ACCOUNTING —
STRATEGIES IN A CHANGING WORLD
whyyou
shouldattend Hear outstanding business leaders from the American and European

communities discuss the latest approaches to timely problems in the
accounting/financial management areas.

the topics •

•
•
•
•
•
•
•

World Energy Outlook
Accounting in an Inflationary Environment
International Accounting Standards
Acquiring and Managing Capital
Human Resources and Behavioral Aspects of Accounting
Accounting as a Management Tool in the 1980's
Foreign Corrupt Practices Act —How To Live With It
Recent NAA Developments

F. Thomee, Finance Director,
the speakers Doctor
Wolkswagen Werk, A. C.
Walter E. Hanson,
Chairman,
Peat Marwick International
Michel Euvrard, Finance Director,
Societe Nationale Industrielle Aerospatiale
Alva O. Way, Vice Chairman,
American Express Company
R. Lee Brummet, Professor of
Business Administration,
University of North Carolina

Martin V. Alonzo, Senior Vice President,
Controls and Administration,
AMAX, Inc.
Herbert H. Seiffert, Assistant Treasurer,
Johnson & Johnson
Edoardo de Pedys, Corporate Planning
Manager,
ESSO Europe Inc.
W. M. Young, Jr., Executive Director,
National Association of Accountants

RESERVE THE DATES APRIL 24- 26,1980. For additional details,
contact Donald E. Keller, Di rect or of Techni cal Services, Nati onal
Association of Accountants, 919 Third Avenue, New York, N.Y., 10022
or call (212) 754 -9711.
CONFERENCE FEE: F.F.1.500
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Candidate submits an application for membership in the Institute of
Management Accounting and an application to sit for the CMA examination.
Candidate arranges for proof of educational attainment and character
references to be sent to the Institute. April 1 is the deadline fo r n ew
candidates to file the membership and examination applications. (Candidates
who are members of the Institute and who have taken parts of the
examination at a prior offering should file their examination application by
April 1.)

I
I

In st it ut e notifies candidate of acceptance wh en educat ional
credentials and references are received.
Institute sends candidate authorization letter for requested examination parts and exact address in selected city where examination will be held.
Notification mid -May.
Candidate sits for examination
4on nu. mber
of part s taken.

5
6

0

on June 11, 12, 13, depending

Institute notifies candidate of examination results in September 19

• Certificate in Management Accounting is awarded to candidate w
has passed all five parts and has fulfilled the requirement of at least two ye
of appropriate management accounting experience.

Consider it.
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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lame the one specialist qualified
to fill all of these positions
It's the Robert Half organization. And filling a
position means carefully matching the individual to
your precise requirements.
We start with the largest selection of the best
accounting, financial and edp professionals. The best
people on the job market come to us first because
word has gotten around that the best companies,
large and small, have come to us for over 30 years.
Next the trained accounting, financial and edp

professionals who staff our over 65 offices use the
latest personnel evaluation techniques to zero in on
the candidates best suited to your requirements. And
because our people are professionals, they understand 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.

1111ROSE-R T " R L F

© accounting, financial and edp personnel specialists
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KANSAS CITY • LANCASTER • LEXINGTON • LO NG ISLAND • LOS ANGELES • LOUISVILLE • MEMPHIS • MIAMI • MILW AUKEE • MINNEAPOLIS
NEW ORLEANS • NEW YORK . OMAHA • ORANGE (CA) • PALO ALTO • PHILADELPHIA • PHOENIX • PITTSBURGH • PORTLAND PROVIDENCE . SACRAMENTO • ST. LOUIS • ST. PAUL • SALT LAKE CITY • SAN ANTONIO • SAN FRANCISCO • SAN JOSE • SEATTLE
STAMFORD, CT. • TAMPA • W ASHINGTON, D.C. • W ILMINGTON
CANADA: CALGARY • TORONTO • VANCOUVER • GREAT BRITAIN: BIRMINGHAM • LONDON
Copyright 1979 Robert Half

