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PEOPLE WW KNOW4p
SAY OUR SOFTWARE
IS IME BEST*

In a recent DATAMATION software survey conducted
by Data Decisions and Beta Research, 2.373 users rated
more than 100 software packages.
They picked the Software International General Ledger
and Financial Reporting System as the best - performing
package in terms of Overall User Satisfaction in its product category. This simply means our system obtained
superior ratings for installation and initial use ... service
and support ... day -to -day operations ... and ease of
input /output.
These discerning users judged our features -vs -cost
comparable or better than other General Ledgers. That
doesn't surprise us, because we've sold more General
Ledger packages than any other vendor. Our existing customers continue to order and install Software International's other outstanding financial and manufacturing
packages in record numbers. That's because they need
the performance only we can deliver.
We're proud that our users have made us the leader,
and we're more committed than ever to staying out in
front!

General Ledger and Financial Reporting
Payroll/ Personnel • Accounts Receivable
Accounts Payable - Fixed Asset Accounting
Work Order Management
Manufacturing Resource Planning

Elm Square, Andover, MA 01810
Atlanta (404) 955 -3705
Boston (617) 729 -8962
Chicago (312) 298 -3500
Columbus, OH (614) 773 -2167
Houston (713) 444 -3348
Los Angeles (213) 573 -0402

(617)475 -5040

New York (914) 253 -8050
San Jose (408) 292 -9700
Montreal (514) 866 -5728
Toronto (416) 924 -1461
Vancouver (604) 669 -6122
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OFFICES AROUND THE WORLD

CALL
VVEIF RE THE LEADER.

FINANCIAL FUEL FROM EIELLER
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When your client's
usual money sources say "sorry;'
see what Heller has to say.
The conversation will cover
more than your client's balance sheet and c urrent
ratios. W e're interested in
m ore t han num bers because we're interested in
providing your client more
money than other sources
would. So we'll discuss his
and his potential. And giv(
consideration to his specia
of today's particular econo
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At Heller we're anxious to talk with
anyone who can make profitable
use of $150,000 to $5,000,000 or
m ore. W e' ll lend agai nst your
client's receivables and other col lateral at a practical rate that will
enable him to make m oney on the
money he's borrowed.
will appreci ate
The association
ictical, profitable
eller isn't all talk.

i.et
'stalk.'
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F inarciai F u el Irom Hel ler" is a s ervice mark

or Walter

E Heller & Company

Walter E. Heller & Co mp any 105 W Adams St., Chicago, III 60603. New York - Bos ton - Philad elp hia - Baltim ore - Syrac use - Minneapolis
Detroit - Cleveland - Kansas City - Denver - Atlanta - Chark)tte - Miami - Birmingham - Columbia, S C. - New Orleans - Houston - Dallas - San Antonio - Phoenix - Tucson
Albuquerque - El Paso - Sah Lake City -Los Angeles -San Francisco -Newport Beach. CA - Portland -Sean le - Spokane -San Juan, P R. Heller services are also available In
Canada and twenty other countries around the world
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"Our userpersonnel
find theFORTEX
Fixed Asset System
easy to u
Its the right tool
for the job:'
Joseph A. Ju lian o
Sr, Systems Analyst
M e Stan ley Works
New Britain, Connecticut

reduces conversion trauma. It re"The Fortex Fixed Asset System is
quires less training and less mentruly a user oriented system. Our
tal reorientation 'IMining and use
user personnel were able to pick up
are simpl ifie d be ca use Fort ex
the system, work out the daily
document ati on l ogic all y le ads
problems and run with it without
the user step -by -step through the
a ny fo rma l DP t ra i ni ng . The
documentation is that good"
process.
So, when your priorities dictate
What Mr. Juliano says about the
that it is time to evaluate software
Fortex Fixed Asset System is just as
suppliers, remember FORTEX.
true for all Fortex software product
Fixed assets, credit or A/R; on -line or
systems: fixed asset, credit or A /R.
batch,
Fortex can provide you with a
All Fortex products are operational,
proven modular package that feaproduction - proven systems; contures ease of use, technical support,
cise and fully documented. And
quick response, cost savings, DP
they're easy to set -up and install beefficiency and maximum maincause they are operational gystems.
FORTEX systems are modularly designed so that tainability. Fortex Data Corporation, 10 S. Riverside Plaza,
they can be easily adapted to meet any customer's speci- Chicago, IL 60606. Telephone: 312/454 -1650.
fic functional requirements. All systems are completely
documented for easy set -up and customer operation.
FORTEX systems feature two important customer
benefits: (1) They are designed to be used by nontechnical user personnel. (2) They can be readily adapted Fortex-we're the dedicated software people.
to meet special customer requirements.
We design our Systems with a high degree of flexibility, because we believe a system user should be able to
talk "with" a computer... not talk "to" a computer. Talking
to a computer complicates performing the job function;
talking with a computer facilitates the job function.
Additionally when a new system is easy to use it
A

CMTIpM1

RU

AM

FORTEX

i

MANAGEMENT
ACCOUNTING
Feature

Stress: Race to the Bottom Line

15

By Frederick B. Mickel
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PRESIDENT'S PERSPECTIVE

Cheating
Do you cheat yourself? Worse yet, do you cheat your fellow NAA
member? You could be doing both if you fail to take full advantage of
the membership privileges accorded to you by your active participation
in NAA.
In particular, attendance at your educational programs is one of the most significant and valued privileges of NAA membership. Our chapter technical programs
provide an opportunity to broaden our
awareness, understanding and perceptions
on accounting, economic, and related business topics.
\, f %'
It is true, of course, that not every technical program is directly relevant to the job
function of each of us on a daily basis- But,
as true professionals, it is my personal belief that we are accountable to ourselves to
be gen erall y aware o f develo pment s and mat ters of a b ro ader and
more general concern than we might encounter in our day -to -day work
activities. For example, many of us are not involved on a continuing
basis with the public reporting requirements of our enterprises. Hence,
we might conclude that a technical program devoted to the pronouncements of the Financial Accounting Standards Board is not relevant and not worthy of our time. This is a fundamentally narrow point
of view and certainly not an indication of true professionalism.
Similarly, those involved in public practice might conceivably conclude that there is no relevance to them in a technical program on the
subject area of capital spending, planning and evaluation, flexible budgeting, or responsibility accounting. Again, the question is whether as
professionals we can ignore such matters or can we become aware of
these developments in any other forum. If they are not subjects of our
day -to -day job activity, how else can we be kept abreast of the broader
and more far - reaching developments of management accounting than
by attendance at our technical programs.
I don't think that it would be too far reaching to suggest that our
fellow members also have a right to expect our attendance at chapter
technical programs and other chapter and regional activities. For how
else are we to draw on the experience of others except through being
present with them in a professional forum provided by chapter and
regional meetings? Your attendance is important for yourself and your
fellow NAA member. Your participation is important for through it you
become an acti ve and not a p assive member.
Most of us as true professionals don't think of ourselves as having
any inclination toward cheating. Yet, failure to attend and participate in
the technical programs offered by your chapter and regional councils
is a sure way of denying yourself the full value of your membership and
if that's not being cheated, I don't know what is. Even more seriously,
failure to attend is also denying your chapter officers the privilege and
pleasure of serving you and the modest reward they get for doing a
successful job —your attendance at the programs that they put on for
your benefit.
Don't cheat yourself. See you at the next meeting.
ROBERT J. DONACHIE
President, 1980 -81
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84% of all maJar audit
in use today are
Cullinane.
Attend an EDP - AUDITOR
seminar and find out why.
Of the 1,670 major audit software packages in use nationwide (according to a recent article in Computerworld),
1,400 were by Cullinane. An amazing 84 %! And of these,
a majority were our premier audit package—EDP - Auditor.
Why this overwhelming preference? Because EDP - Auditor
completely outperforms its competitors. It's that simple,

Nw

I *,-r of

EDP-AUDITOR
CARS

800
550

EDP-AUDITORI3 � , 50

(M10 Ig00

All competitors

270
Total 1670

Sources: Compitierworld

EDP - Auditor is a generalized audit and retrieval tool with
an elegant library of over 60 generalized audit routines
that perform specialized tasks commonly required in the
audit profession. Designed by auditors forauditors and
supported by auditors, EDP Auditor allows users to achieve
audit independence ... increase the scope of the audit
function ... better utilize personnel resources. .. comply
with regulatory requirements . , . and protect corporate
assets. The system can easily pay for itself with the first
application,
EDP - Auditor is fully integrated with AIMS. AIMS is the
first real AudiUlnformation Management System
devoted to the audit /retrieval function, takes
advantage of Cullinane's experience and success in the integration of database products
and is the most advanced system of its kind.
INFORMATION DIRECTORY is a key component that increases audit productivity
and aids as a documentational tool.
Attend a free Audit/Retrieval
seminar in your local area. These
seminars feature EDP - Auditor,
Information Directory and AIMS as
well as CARS, an excellent audit
tool should you need to audit on
different hardware types including
mini computers. Also presented�is�INTERACT�—an
extremely valuable new
tool for on -line program
development, text editing
and word processing. For a Dat aba se
t
schedule of dates and cities,
mail the coupon below.
systems
I
(

Please send me a schedule of seminars available
in my local area. I am particularly interested in:

I

� EDP- Auditor
F Cars

'

�
�

Information Directory
Interact

Name /Title

I

Company /Department

I

t Address

'

city
State
Mail to: Rosalie Cope,

Zip
I

Cullinane Database Systems, Inc.

!

400 Blue
Hill329
Drive,
Westwood, MA 02090
Phone
(617)
-7700
MA APR

A udit Soft ware: Cull"nane
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Opinion
Robert L. Shultis

Management Accountants—
Stop Acting Like Bookkeepers!
Before the bookkeepers of the world descend
on me in righteous wrath, let me hasten to affirm that bookkeepers serve a necessary—yes,
a vital —role in any organization. Accumulating
and recording the myriad of transactions occurring each day in any organization must be done
and must be done well in this highly competitive
society if the organization is to survive. That is
a "given ", and we'll proceed from there.
However, the true role of the management
accountant is a different one. He is, above all, a
member of management. If he is not, it's probably his own doing. He should analyze the data,
isolate the significant facts, interpret and report
them for general management and suggest
changes in policies or redirections of action as
may be required, His work, for good or ill, can
affect the bottom line. But some management
accountants —I'm tempted to say most management accountants —fail to meet these requirements of their jobs. They continue to act
like bookkeepers. They don't do what general
management has a right to expect from them.
The situation, at least from this perspective,
seems to be worsening, rather than improving.
The fact that this piece appears in an issue of
MANAGEMENT ACCOUNTING whose theme I s
"Quantitative Analysis" is by no means coincidental. It is deliberate. Quantitative analysis,
using many of the recently developed mathematical tools, is one more weapon in the management accountant's arsenal to cope with the
increasing complexities which confront us.
But he shouldn't turn that weapon, or any
weapon, on himself. That's suicide! A glance
through certain of our sister accounting publications indicates to this observer that the suicidal tendencies are far advanced.
Why suicidal? Because the vast majority of
those in general management today —those
running our organizations —can no more cope
with the more esoteric technical jargon being
generated by the accountant than he can cope
6

with the language of the chemist, the physicist,
the programmer or, do I dare say it, the attorney. The technical jargon is a kind of shorthand, useful in communicating among members of a like discipline, but not to others and
not, most particularly, to the management of an
organization.
We can all cite many, many examples of this.
Most of us have heard systems analysts and
programmers bewail the fact that they can't
communicate with management, that management doesn't understand them. The complexities of our tax laws confound all except the
most sophisticated specialists in the field. I recall a meeting which a Chairman of the Board
brought to a sudden halt with the comment, directed to a tax person, that his presentation
sounded just like a lawyer's brief and that he
couldn't understand a word of it. The Chairman
had castigated two professions in one sentence and it was only sheer chance that allowed the accountants to escape his blast as
well.
This, however, is the modern world, isn't it?
Managers have to be up on things— computer
technology, mathematical formulas, accounting
jargon —don't they? No, they don't. Certainly
not to the extent the specialists are. Top managers' job is running the business and they
must be experts in their market, their opportunities, their business. Many of us specialists
seem to have gotten the cart before the horse.
We expect management to learn our specialties, when we should be learning management's. Programmers or accountants expect
management to learn to communicate with
them, when it really must be the other way
around. We forget the first word of what we call
ourselves—management
How does the management accountant rank
in meeting the four challenges of his job which
were cited in the second paragraph of this
piece? Please allow one person to express his
predjudices —honed and polished over more
than 30 years in the business world.
Analyzing the Data
Generally, the management accountant
ranks fairly high when it comes to compiling the
information required to solve a particular problem. Were I to fault him on any ground here, it
would be that he frequently sticks too closely to
his own data, his own ledgers, if you will, and
sometimes fails to draw on the information
available to him from elsewhere, both within
and outside his own organization.
Isolating the Significant Facts
Technology allows the management acContinued on page 67
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Management
Accounting
Practices
Louis Bisgay, Editor

Statement No. 44, "Accounting for Intangible
Assets of Motor Carriers," amends and interprets present accounting rules relative to interstate operating rights (MAP, Jan. '81). The
rights represent exclusive rights granted to
truckers to transport goods. Deregulation of the
industry by the Motor Carrier Act of 1980 significantly reduced the value of operating rights by
increasing their availability and raised questions as to whether they should continue to be
reported as assets or charged to income.

. . . And Studies Contractual
Commitments And Equity Method
MAP Committee Comments on GASB
NAA's Management Accounting Practices
Committee reiterated its position on the possible formation of a Government Accounting
Standards Board for the purpose of establishing financial reporting standards for state and
local governments. In a letter to Russell E.
Palmer, president of the Financial Accounting
Foundation (parent body of the Financial Accounting Standards Board), the MAP Committee stated that the FASB is uniquely qualified to
set accounting standards for the nonbusiness
sector, including governmental units, and that
groups such as the National Council on Governmental Accounting should support the
Board in that effort. The MAP Committee expressed concern over a proliferation of standard- setting agencies.
In addition to the letter to the FAF, the MAP
Committee issued comment letters on two proposed FASB standards: Accounting for Franchise Fee Revenue and Disclosure of Unconditional Obligations, and on a proposed FASB interpretation, Disclosure of Indirect Guarantees
of Others. It also commented to the Securities
& Exchange Commission on its Proposed Comprehensive Revision to a System of Registration of Securities Offerings.
MAP Committee comment letters may be obtained without charge by writing to Ms. Rosemarie Coppola at the NAA office, 919 Third
Ave„ New York, NY 10022.

FASB Issues Statement No. 44
Beginning with fiscal periods ending after December 15, 1980, trucking companies will be
required to charge to expense the cost of their
interstate operating rights. If a write -off is material, it will be reported as an extraordinary item
in a company's financial statement.
8

The FASB released a research report that indicates it may be appropriate to recognize firm
contractual commitments as assets and liabilities in financial statements. Titled "Recognition
of Contractual Rights and Obligations: An Exploratory Study of Conceptual Issues," the report was prepared by Professor Yuji Ijiri of Carnegie- Mellon University, with assistance from
the FASB staff. Firm commitments are defined
as those whose performance cannot be avoided without incurring a severe penalty. The research is particularly relevant to questions
about the treatment of executory contracts, the
trend toward off - balance -sheet financing, and
the inconsistency in present accounting practice regarding certain kinds of contracts, such
as leases. The report is part of the accounting
recognition criteria phase of the conceptual
framework project and is available from the
FASB at 88 per copy.
A proposed FASB Interpretation, "Criteria for
Applying the Equity Method of Accounting for
Investments in Common Stock," deals with the
question of when one company has sufficient
influence over another company to apply the
equity method of accounting. The proposal
states that, while generally an investor should
use the equity method if it owns 20% or more
of the investee's capital stock, judgment is required. Existing rules presume that an investor
owning 20% or more has the ability to exercise
significant influence over the investee's policies unless there is evidence to the contrary. It
appears to certain observers that some firms
with more than a 20 % investment in others are
using the equity method of accounting in spite
of indications that they may not be able to exercise significant influence over the investees.
Such a circumstance may apply, for examply, in
the case of a contested takeover. The proposed Interpretation would clarify that present
accounting presumptions are not rigid rules and
may be overcome by the weight of evidence to
the contrary.
MANAGEMENT ACCOUNTING /APRIL 1981
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Management
Information
Systems
Grover Porter, Editor

How to Obtain an MIS Education
The need for life -long education is especially
strong in the management information systems
field because of rapidly changing technology. A
research study, Management Information Systems Education: The University's Role, written
by E. A. Devine and published in 1973 by Louisiana State University at Baton Rouge, laid the
foundation for the development of the basic
MIS courses necessary to prepare university
students to work comfortably in a modern systems environment. More recently, the Data
Processing Management Assn. in the April
1980 issue of Data Management proposed that
a "model curriculum" be developed to define a
set of core courses that all universities could
teach in a uniform fashion. The professional associations and computer manufacturers also
play important roles in MIS education.
The Devine study was designed to consider
the role of universities in MIS education and
more specifically to determine if 16 selected
MIS subject areas were better adapted to undergraduate or graduate programs. The survey
revealed that there was "no objection to the
inclusion of these subject areas in the undergraduate curriculum ". 1. Basic computer concepts, 2. Advantages /limitations of a computer
system, 3. Programming, 4. System flowcharting, 5. Simple system design, 6. Integrated system design, 7. Reporting techniques, 8. Internal
control, 9. Batch processing, 10. Real time
processing, 11. Auditing concepts, 12. Systems
feasibility concepts, 13. Decision rule formulation, 14. Evaluation of data processing department performance, 15. Project management,
and 16. Program documentation.
Encouraged by the results of this survey,
many universities are now offering a minimum
of two MIS courses at the undergraduate level.
The first course generally emphasizes computer "tool- type" topics including subject areas 1,
2, 3, 13, and 16. The second course generally
10

concentrates on MIS "design- type" topics including subject areas 4 through 12, 14, and 15.
These two MIS courses are a part of the curriculum offered by many universities. If you
completed your formal education program before the "computer generation," you may update your store of knowledge by taking these
MIS courses at a local university as a part -time
student.

Professional Associations Offer Help
Another way to expand your MIS knowledge
is through the completion of MIS courses offered by various professional organizations including NAA. For example, NAA currently is offering a two -day course in the "Fundamentals
of Management Information Systems Design"
which covers a framework for the design of a
new system or the redesign of your present
system to provide information that is useful and
meaningful for decision making. A three -day
course on "Data Processing Concepts and Information Systems Design" is designed to
close the communication gap between the
management accountant and the data processing specialist by helping the management accountant develop a practical understanding of
the basic EDP concepts, terminology, and systems design.
Many computer manufacturers offer MIS
courses. For example, IBM is offering a four day "Executive Information Systems" course
focusing on defining, planning, and controlling
information systems as a means to help
achieve an organization's goals and objectives.
A five -day course, "Systems Design and Analysis Principles," consists of a discussion of fundamental approaches to systems design in a
case study environment. Catalogs on the
courses are available from the manufacturers.
In addition to NAA, the professional organizations that offer MIS courses include:
American Institute of CPAs
1211 Avenue of the Americas
New York, NY 10036
American Management Assn.
135 West 50th Street
New York, NY 10020
Association for Systems Management
24587 Bagley Road
Cleveland, OH 44138
Data Processing Management Assn.
505 Busse Highway
Park Ridge, IL 60068
Institute of Internal Auditors
249 Maitland Avenue
Altamonte Springs, FL 32701
MANAGEMENT ACCOUNTING /APRIL 1981

CPT explai*ns why
some word processors are
smarter than others
C P T b e g i n s

w

ith a plain - English explanation of
what � word � proc e ssing�i s�—and �shows� how�a n
ad va nc e d word proc essor c an al so d o your
client financial statements, staff
expe rie nce re ports, re cord your
CPE, a nd more.
–�
Before you can understand all

_
the things a word processor
does, you have to understand
the main thing it does.
Word processing is simply a
faster, easier, less expensive way to
type. With a modem word processor
(such as the CPT 8000, right), you type
on a screen instead of paper.

So you can work at full rough -draft
speed without worrying about errors.
Leave out a word or a paragraph? No
worry. Just go back and type it on the
screen. You can even readjust the entire

you) transform
the CPT 8000i s
word processor into a minicomputer. and more.

text without retyping.

"Electronic filing"
Most word processors have some form of
storage. This may range from a magnetic
card, holding a single page of text, to the

minicomputer This program enables
their CPT 8000 to do tax planning letters,
annual reports, and even keep track of
their Continuing Professional Education
(CPE) for verification.
Larger offices also link their CPT 8000
electronically to their data processing
computer, transferring information
directly to typewritten reports.
Word processors can also "talk" to each
other electronically, do automatic
mailings, and more. For a more thorough
explanation of the many things word
processors can do, please send for our
free booklet CPT
Takes the Mystery Out

Sort alphabetically or
numerically

disks used in the CPT 8000, which hold
over a hundred pages each.
This electronic filing allows you to

Need a staff experience report in a hurry?
With the CPT DiskSortlm program, you
can have a current printed copy in your
hand in minutes. Your CPT 8000
will sort through your CPA list,
scanning it for alphabetically -coded
job descriptions and degree of
r
experience by specialty.

i�

.

Mathematical wizard

The CPT MathPakTm lets
you use your word proi..
cessor to do clients' annual of Nord Processing.
reports and financial
CPZ, t i p
'—
statements in a fraction '
MAOIS
of the time they used to
take, because basic arithmetic functions
;vigil to: CPT Corporation
can be done by the CPT 8000 itself.
P O. Box17
recall individual pages to the screen in
Say you're mailing a client profit sharim-, '
Minneapolis,MN 55440
seconds. So you can make changes as
letter to 200 participants. With a few
I'd like to know more about word processing and
easily as you corrected the original.
simple commands, your CPT 8000 can
the CPT 8000. Please send me your fire booklet
When the document meets your stancustom tailor each letter, figuring
CPT Takes the Mystery Out of word Processing.
dards, you transfer it from screen to
percentages of contributions, and
Nance
paper�—at�up�to�540�words�-�per�-�minute.
dividing them into individual employees' ' Title/Finn
accounts.
More t ha n word s

I
'
'

One of the features of an advanced word
processor, such as the CPT 8000, lets you
alter a word processor's intelligence, to do
things far beyond conventional typing.

Mi ni comput e rs
Many CPA firms use the CPT
CompuPak"4disk, with its advanced
accounting capabilities, in place of a

I
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Letters
Ever get the feeling when
your work is behind, you're alone?
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accounting, bookkeeping and edp.
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TO THE EDITOR

Let's Talk to Marketing Managers
I enjoyed reading L. Gayle Rayburn's
article�"Marketing�Costs�—�Accountants
to the Rescue" in the January 1981 issue. The marketing area of cost control
is one which has needed more exploration for a long time, and Dr. Rayburn
has quantified many items we only assumed previously.
I find the title somewhat misleading,
however. The conclusions do not offer
any approaches to developing more effective measures of marketing performance as inferred. They are simply a restatement of the fact that we have a
long way to go in servicing the needs of
the marketing area.
I wonder if, perhaps, the question of
"Satisfaction with the company's accounting system" (as it relates to marketing) should have been addressed to
marketing managers rather than controllers? I believe the recipients of reports would be better judges, and I suspect that the percent of satisfaction
would have been much lower.
A natural outgrowth of the survey
would be to enlist the aid of marketing
management in designing the type of accounting reporting system that would
service their needs more effectively.
Communication is a two -way street.
Unfortunately, we management accountants don't always recognize that
fact.
Norman E. Hadad
Trumbull, Conn.

A Mathematician's Approach
Professor Jon W. Bartley's article, "A
NPV Model Modified for Inflation,"
(Dec. '80) appears to be a mathematician's approach to a management accounting problem. As a practicing management accountant with a limited
background in mathematical expression, I found the article difficult to understand.
While there is no question that mathematical techniques employed in modContinued on page 57
MANAGEMENT ACCOUNTING /APRIL 1981
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Stress:
Race to the Bottom Line
Many executives almost literally drive themselves to death trying
to meet their own and their company's goals.

By Frederick B. Mickel
A coronary care unit is a strange place. It is a vast
jungle oJ'electronic equipment, with medical technicians who move around the unit very quietly so
that the most noticeable noise is that of various
unseen beeps and buzzes apparently coming from
the huge computerized console in the center of the
unit. As you lie there watching the incessant display
of your heartbeat on the monitor beside your bed (I
wonder if doctors know how disconcerting those
things are to the patient), you realize that you can
alter the pattern traced on the screen just by raising
and lowering your arm (it's amazing what you will
do to entertain yourself when there is very little to
do). You never realize just how much salt adds to
the taste of food until you sample the hospital's
salt free "cuisine. "
You constantly are told to rest, but 1 never did
figure out how they thought that was possible since
they check your blood pressure and temperature
quite frequently. 1 did figure out how they entertain
themselves. They wait until you fall asleep, and
then they send in the lab technicians for a blood
sample. Wild thoughts race through your mind
You wonder if their work performance is measured
in average patients cared for and if they are keeping your blood supply purposely low so they can
keep you from moving to the regular care unit and
not hurt their performance statistics. I've always
0025-1690/81/6210-0655/$01,00/0

loved to sleep on my stomach, but you learn quickly
that you can't roll over completely without half .strangling yourself in the assorted wires and intravenous tubes attached to you. You also would be
surprised at how long you can go when a bedpan is
your only source of relief. What you do is stare at
the ceiling a lot and wonder how you got there and
how it is going to affect your life. According to my
cardiologist, I got there because of too much stress.
In retrospect, I should have seen some of the
symptoms, such as the periods of extreme hypertension and several incidents of severe vertigo, but 1
ignored them, falsely assuming 1 was indestructible. I was slightly past 40 at the time of my attack —mild coronary problems —the first week of
October 1979.
As 1 found out, stress affects the individual and
the organization he or she works for. What is work induced stress and what can be done to minimize
it?

Frederick B. Mickel is
president of Data
Consultants, Inc.,
Johnstown, Pa. A
Certified Data
Processor, he holds a
B.A. degree from
Washburn University
and is completing work
for an MBA from
Indiana University of
Pennsylvania, Indiana,
Pa. He is past president
of the Johnstown
Chapter, through which
this article was
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What Is Stress?
From a medical standpoint, stress is the common result of exposure to any stimulus. In other
words, the bodily changes produced by stimuli
such as injury, nervous tension, infection, heat,
cold, and the like are called stress. It also is the
rate of "wear and tear" on the body. Dr. Hans
Selye classifies the general concept of stress, which
would include all responses to stressors, into disCopyright 0 1981 by the National Association of Accountants
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Type A
individuals
drive hard but
Type B persons
usually cruise
into the CEO
office.

tress, which is always unpleasant, and eustress,
which is always pleasant. During both "distress"
and "eustress" the body undergoes the same
"nonspecific response" to the stressors acting
upon it, yet eustress results in much less "wear
and tear" on the body. How well a person likes
what is happening to him (his ability to adapt)
determines the degree of effect on his physiological and psychological condition.
The effects of stress, or what Dr. Selye calls
"diseases of adaption," are numerous. They include many nervous and emotional disturbances,
high blood pressure, gastric and duodenal ulcers,
diseases of the heart and of the blood vessels, diseases of the kidney, rheumatic and rheumatoid arthritis, inflammatory diseases of the skin and eyes,
sexual derangements, metabolic diseases, cancer
and diseases of resistance in general.
Some persons react to even mild life stresses
with an excessive rise in blood pressure, indicating
that over a period of time their bodies get used to
responding to daily life as if it were a series of
emergencies. These persons usually develop hypertension. Early symptoms of excessive stress include sleeping problems and inability to relax, irritability, trouble concentrating, very little interest
in recreation, tiring more quickly, taking too
much work home (physically and mentally),
drinking too much on a regular basis, or overindulgence in sedatives. Stress, however, does not
occur from outside sources alone. Much of it has
to do with what goes on within the person.
Type A's Annoy their Co- Workers
We have all heard of the Type A and Type B
people Drs. Meyer Friedman and Ray E. Rosen man classified. Type "A" is characterized as aggressive, having excessive drive, ambition, and a
sense of time urgency. This group seemed to be
fighting time itself. Type "B" did not display these
characteristics. The researchers predicted that
Type A persons were more prone to coronaries,
and —sure enough —of those in the study group
that subsequently had coronaries, 85% had been
previously classified as Type A persons.
Ironically, a curious sidelight of their research
indicated that the Type A "hard driver" usually
did not become president of his firm. Rather, it
was the more relaxed Type B person, who was
able to use the Type A's below him. Typical Type
A's have trouble delegating because they find it
difficult to sit back and let employees struggle
with tasks they believe they can accomplish more
quickly.
Although many executives attribute their success to their high level of drive, physicians and
psychologists point out that Type A behavior
quite often is self - defeating. The "one -man band,"
the compulsive competitor, the person always in a
hurry, is not always the most efficient or effective
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business person. Type A's certainly could improve
their physiological condition by managing their
time and strength with the same care they manage
their work and by analyzing the kinds of situations that make them angry, anxious or unproductively tense.
People who are excessively competitive against
their own standards of time urgency are more
likely to have physiological and psychological difficulties: Professor William E. Henry, of the University of Chicago, says men in the 30 -40 age
range view their outer world primarily as
"achievement- demanding." (According to recent
studies, business women are prey to the same
pressures.) They believe the outside world demands accomplishment, and they follow the cues
which the outside world provides. By focusing primarily on the outer world, they fail to pay
adequate attention to their own feelings and their
intimate personal relationships. Driven by deep seated personality factors, they are compelled to
compete continuously to achieve and lead. These
competitive impulses are fanned by cultural and
organizational demands and expectations. Unfortunately, those persons who are so possessed by
motivation that they cannot voluntarily choose to
relax, or do something different and feel comfortable with themselves, never get any real pleasure
from the achievements they worked so hard to
obtain.
Although it is difficult to admit, the type just
described is a fairly accurate portrait of myself
before October 1979. I would certainly classify
myself as a Type A person, and while I am aware
of the problems this behavior creates, both for
myself and the people around me, I find that I still
have to constantly force myself to slow down.
Workaholics Usually Are Type A's
The popular term "workaholic" is, for the most
part, synonymous with Type A behavior. Here, all
the anxiety and drive are focused on the person's
work, with all other activities (social, family)
nearly shut out of his life. Temporary success
achieved as a result of overachievement at work is
quite often overshadowed by collapse of an individual's physical or mental resources.
While many organizations will seek "bright
young people" and initially laud their aggressiveness and accomplishments, the eager beaver stalls
after reaching a certain level on the corporate ladder. A combination of lack of creativity, typically
snap decisions, and a tendency to annoy and intimidate co- workers too often add up to major
shortcomings for these types. Another irritating
fault of workaholics is their propensity for alienating and "burning out" subordinates. They neither
understand nor tolerate less intensive lifestyles.
They occasionally are exploited themselves, however, when managers, knowing the workaholic's
MANAGEMENT ACCOUNTING /APRIL 1981

receptivity to assignments, pile on the projects.
One middle manager explains: "Workaholics
come in handy when you have 100 things to do
and not enough time for them."
Highly related to the Type A workaholic behavior is independence, which manifests itself in a
type of role playing wherein the individual has
convinced himself he must show little emotion in
any situation and must never admit he is dependent on anyone. In other words, regardless of
what happens, he must be a "rock," a real "fortress of strength."
Here I deviated from "typical" Type A behavior in that I also had many outside activities I
enjoyed. I was president of NAA's Johnstown
Chapter from June 1977 to May 1978. (The
month after I assumed the presidency, our city
suffered a major disaster in the flood of July 20,
1977.) Right before my coronary problems I also
was: involved in the Executive Board of Greater
Johnstown Committee, director of the Cambria
County War Memorial Arena, chairman of the
Computer Craft Committee of the Greater Johnstown Area Vocational- Technical School, on the
Pennsylvania Human Relations Commission, and
a part -time MBA student (six credit hours per
semester). I was spending approximately 70 hours
a week on work, school and civic activities.
Involvement in so many activities, however, has
a tendency to cause stress, just as many jobs do.
Certain Jobs Cause Added Stress
Many job situations create stress. Any kind of
job change always means some disruption of ties

or relationships —some alteration in the characteristic way of coping. It can be a transfer across
the country or a simple change in the steps of a
work process. Also, many people find responsibility difficult. Reasons range from overcontrol by
parents on one hand to being pushed too hard
before they were ready on the other. The result is
that persons who shun responsibility are likely to
be more frightened of failure than others, and the
image they carry of themselves is one of incompetence. As one expert says, "self -doubt probably is
the greatest crippler of executive ability."
Another factor is role ambiguity. Despite extensive use of performance appraisals and job descriptions, there is a great deal of disparity between what a person thinks his job is and what his
superiors expect of him.
Even with modern testing and screening procedures, many people end up in jobs that are wrong
for them. People are "in over their heads," "bored
to tears," or just can't stand their work environment. How do people get into the "wrong" job in
the first place? The reasons are numerous, but the
major ones are strong attraction of external rewards with little consideration given to the required tasks or expected performance criteria, organizational pressures, the inability to say "no,"
and lack of self - knowledge or self - assessment.
Wider use of psychological testing, attitude surveys, and vocational guidance can greatly relieve
this problem, experts say.
When a person finds himself in such a stressful
situation, he must always ask himself if what he is
"killing" himself for is really worth all the pain

existence

and aggravation it is causing. An example is "career burnout" in which a person, quite simply,
feels that what he's doing is not important anymore. If the situation is one that is likely to continue for an extended period of time, such as a
poor work environment or job digsatist'action, a
person has to realize that he literally may kill himself attempting to adapt to the situation and that a
radical change such as a transfer, new job, or new
career may be the only step that will save his
life --or at least change
into living.

Workaholics
come in handy
when you have
700 things to
do and not
enough time to
do them.

What the Organization Can Do About Stress
Through their work peopie channel their aggressive and constructive drives into meaningful
directions. Managers must realize that for many
employees, work often is the "psychological glue"
that holds them together. What can be done to
maximize the good stress and minimize the bad
stress within the organization? Your organization
might find these guidelines helpful:
a Managers can determine what aspects of
each job will bring pride to the worker and recognition from his co- workers and family and then
encourage, support, and recognize the socially acceptable aspects of that behavior on the job.
• Managers can structure work rewards and
work achievements in such a way that employees
responsible to them will feel that what they do is
worth spending part of their lives on.
• Managers can increase the opportunity for
employees to master and control their work, in
keeping with the task to be done, thus giving them
more competence and security in their work.
*Managers must understand that the work
process should, insofar as possible, emulate the
style and family relationships typical of their employees. For example, a person accustomed to
close family relationships will be very unhappy ih
a mechanized work process in which people cannot communicate with each other due to high
noise levels.
• If a manager is a "Type A" personality, he
must be extremely careful that, in his own natural
desire to suppress anxiety within himself, he does
not become insensitive to those circumstances
which arouse anxiety in others.
• Managers should plan all changes together
with the people who are going to be involved in
them, to whatever extent is possible.
• Managers should make the collective goal
the target, not employee competition. In other
words, reward individual achievement for its own
merits. Don't introduce guilt feelings into one person for his achievements by making his accomplishment the condition of failure for another.
a Supervisors should keep in constant touch
with subordinates to define in practice the limits
oftheir work tasks and to give them support in
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accomplishing their various jobs.
• Supervisors should provide the opportunity
and the atmosphere for employees to talk things
over whenever they feel they need to talk. By
maintaining an "open door" and "open mind"
policy, people will be more prone to talk about
their actions before undertaking them and less
prone to let subconscious feelings govern their behavior.
• Managers must realize that anger is a part of
every person's personality, and they must try especially to reduce their tendency toward excessive
anger and the harmful effects it can have on their
work group. Obviously, not all anger should be
eliminated because overcoritrolled anger will reflect itself in equally harmful ways such as tension
and irritability. By dealing constructively with rising aggression (i.e., recognizing it and deciding
how to handle it), managers can actually improve
their communication and problem- solving.
• Managers can help their staffs by encouraging them not to be consumed by their career objectives. I don't mean that drive and ambition are
not important, but employees must know that the
company feels that well- rounded people who are
interested in both their work and off -work activities make happier and more productive employees.
• Organizations need to create more differentiated reward mechanisms and career paths to allow room for technical and creative people who
do not aspire to general management to grow
within the organization.
• Managers can help their employees by giving
them honest performance appraisals, thus aiding
them in self- assessment and reducing the possibility they will move into positions for which they are
not suited. Promoting someone to his "Peter Principle" level of incompetence is certainly not doing
him any favor because people in such positions are
certain to encounter, as well as create for others,
more stress than existed before.
• Management must reduce organizational uncertainty and its resultant stress by protecting employees from worry about events over which they
have no control. In other words, the organization,
through its managers, must act as a shock absorber for the emotional impact of the many local,
regional and national economic crises that could,
if unchecked, overload the company gossip mill as
well as the emotional capacity of many workers
and their families.
• Organizations can provide healthy and desirable working conditions and encourage employees
to live healthy lives. As heart disease is a leading
result of excess stress, it makes sense that people
should not add to the heart's burden by smoking,
overeating, not exercising, and the like. Some
companies even are offering employees a chance
to join health clubs; are setting up company
MANAGEMENT ACCOUNTING /APRIL 1981
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health facilities such as tracks or exercise rooms;
or are offering health exams as perquisites.
The real functions of a manager are to organize
people to perform a task together and to create
the environment that will allow the job to be completed successfully. Preventing unnecessary anxiety in the organization not only will aid in getting
the task done more efficiently, but it will contribute to the employees' well- being.
Employees, on the other hand, can:
• Avoid too rigid a schedule. When possible,
vary your schedule and eliminate most of those
self-imposed deadlines.
• Try to develop what is known as a positive
attitude. The curious thing about attitude is that it
can be changed over time with practice, much like
a muscle can be enlarged through exercise. At
first, force yourself to see every event in its most
positive light.
• M ak e a list of those events that regularly
cause excessive stress, and carefully identify what
it is about each event that is causing the stress.
Next, map out a strategy for consciously attempting to lessen the stress each successive time the
event occurs.
• Get on with the task, no matter how painful,
and get it over with rather than making yourself
sick worrying about it.

increase their sense of well - being. Managers also
can learn something about what their work means
to them and to others by attempting to examine
their feelings during the various "crisis events"
that occur on the job.
Company managers must understand stress and
its effect on them and their organizations. Much
of the literature about stress is based on its physiological aspects, with too little written about the
psychological implications on the individual, especially with regard to the impact of organizational
structure, morale, leadership, and other organizational variables. From the standpoint of human
welfare and productivity, it is in everyone's best
interest to eliminate as many sources of stress as
possible. I believe that the most progress will be
achieved by changing work environments that induce stress.

Find Your Right Job and Avoid Stress
There are no ready prescriptions for solving
most of life's problems, but everyone can learn
from what happens to him each day. Managers
can learn something about themselves and the
way they live and become aware of experiences
that trouble them. By trying alternative ways of
carrying on their daily tasks, they can find ways of
easing some of the most burdensome stresses and
MANAGEMENT ACCOUNTING /APRIL 1981
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What Happened to Me
Mine was the classic case: I found too many
things were finding their way to me for decisions —
decisions that rightfully needed to be made by other officers or managers. I was one of the persons
who founded Data Consultants, Inc. in 1966. At
the time 1 was elected president in 1970, the company was not doing well. I felt that in order to
"turn the company around, " it would be necessary
for us to stop trying to be all things to all people in
the area ofcomputer services and that we should
concentrate on the vertical market we knew best,
which was retailing. This strategy was implemented
and has been successful. 1 tried to keep in touch
with all major activities in the company, and I
made most decisions in the areas ofpricing, personnel, capital items, marketing policy. and software
product capabilities, as well as the normal planning
and financial decisions
19
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I'm still involved in all the same civic activities I
mentioned previously, plus I've since been named a
trustee of the Johnstown Savings Bank. However,
I've learned to limit my involvement in all activities, except for graduate school, to an advisory role
whenever possible.
I've tried to limit my working hours to no more
than 40 per week, and most ofmycivic activities
occur within that 40 -hour week. I've been carrying
six credit hours per term in graduate school, which
takes about 15 hours a week including travel and
study. In total, my time devoted to work, civic activities and school has been cut from about 70
hours a week to approximately SS.
1 have stopped trying to be all things to all
people. By concentrating my efforts on those things
only I can do, I believe I am doing a better job for my
firm, as well as building am uch strongerorganization
which can handle the growth we are experiencing. In
this process, I ha ve found that my key people are much
stronger, and the "bottom line "hasn't turned to red
ink asl oncethought it would.
Now

Then came my coronary problem. 1 was offwork
for less than a month, and I worked only half -days
for about two weeks after I returned. I also dropped
my two graduate school courses that term, but returned to school in January 1480.
While I was offwork, and during my period of
half -day sessions, I was quite astound ed at how
well the business ran and how well my managers
made decisions on matters I usually either handled
directly or where 1 customarily made the final decision. Since then, I have continued the practice of
delegating as many items as possible, and in most
instances the results have been excellent. The
growth in ability and self - esteem of most of my
managers has more than offset the few mistakes.
Delegation was forced on me —I probably would
not have done it to this extent without some similar
accident occurring. Regarding the temptation to
take on too much work, I have to constantly remind myself that delegation of authority is good for
the organization and helps to reduce my involvement in matters that are better handled by others.
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Accounting for'Shocks'
in Forecasts
An accurate forecast could be used to predict how many flowers
this company would need to meet an expected surge in Hawaiian tourists.

By Michael D. Geurts and Thomas A. Buchman
Forecasting models are of little or no use during
periods when a time series exhibits atypical behavior. Because time series models tend to be extrapolations of past trends and economic behavior
when current time series activity is expected to be
influenced by a large "shock," a forecasting model
based solely on past activity can produce large
forecasting errors.
When "shock" (hereafter called atypical) situations do arise, management is led into management by exception or simply forecasting by opinion in an attempt to accommodate the situation.
However, if a forecast is to be of any practical use,
the methods used for generating the forecast
should allow for atypical situations. In particular,
management accountants must devise techniques
to forecast the effects of these events, and techniques for conditioning the actual data so that
subsequent forecasts are not unduly influenced by
the atypical event. We propose a method to incorporate these needed refinements into existing forecasting models.
Atypical behavior in a time series may be characterized as an impulse from some normal pattern. The impulse is assumed to be non - recursive
and not to follow a discernible pattern over time.
When impulses are self - induced by management,
0025-1690/81/6210-0894/$01.00/0

such as in the case of promotional campaigns,
price adjustments, and mergers, short -term warning exists concerning these atypical acts. The
management accountant must react very quickly
to accommodate the effect of the atypical situation. To accomplish this he must have some
knowledge as to the magnitude, impact, and timing of impending shifts in a time series.
Under conditions of uncertainty, atypical
events occur because companies operate with limited control over their environments. As long as
this condition persists, unexpected and unique situations will continue to arise. Governments, the
firm's competitors, suppliers, customers, and acts
of nature are all potential sources of atypical situations.

Michael D. Geurts is
associate professor,
Institute of Business
Management, Brigham
Young University,
Provo, Utah.

Conditioning with Subjective Probabilities
The knowledge of an imminent atypical situation presents a unique problem in constructing a
forecast. If the forecaster is unable to predict the
exact outcome of such situations, he may find it
convenient to view the outcome as a chance event
and to assign a probability distribution to the assumed possible values of the chance event. To
construct this distribution, the forecaster can employ the subjective estimations of the appropriate,
knowledgeable manager.
The probability concept permits quantitative esCopyright 0 1981 by the National Association of Accountants
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The Conditioning of a Forecast
Let y*t +T be the forecast of the process value
of a time series T time periods ahead of available
data through t.
It is assumed that the forecaster knows that
some outside influences will be in effect during the
period of time (t +T), but the exact magnitude of
the effect or impulse on the time series is unknown.
It is the objective of the forecaster to condition
for forecast value y *t +T to reflect information
regarding the uncertain magnitude of the impending impluse. This can be accomplished by multiplying the forecast value, y *t +T, by the proportionate change, ft +T, expected to result from the
impulse during period t +T. If by definition:
Y*t +T = the forecast value for period t + T
generated by a forecasting model, and
ft +T = the multiplicative correction factor
or proportionate change relating the forecast
to its assumed true level,
then the conditioned forecast which considers the
effect of the assumed impulse during the period
t +T is
Y't +T = (I + ft +T) Y*t +T
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If the impact of the impulse is known for certain, the correction factor ft + T will be known. In
the otherwise more realistic case, ft + T must be
regarded as a random variable representing the
various assumed likely levels of proportionate
change. Then replacing ft + T in the formula by its
expected value, E(ft +T), the conditional forecast
is obtained:
Y't +T = ( I + E (ft + T)) Y*t +T
Although the success of the technique is dependent on the precise development of a probability
distribution of ft + T, this dependency, however,
should not decrease its usefulness. The development of probability distributions with greater
precision is a function of experience with the technique, familiarity with probability and its assessment, and experience with the effects of atypical
situations. It can be expected that decision makers
will be able to improve their. precision in constructing probability distributions concerning
atypical situations, and that increased precision
will lead to greater forecasting accuracy.
Geurts 2 has pointed out that one valuable
method in developing probability distributions
with greater precision is the keeping of a journal
of atypical events and their effects. The journal
should include such information as the causes of
the situation, when it was first recognized that the
situation would arise, alternative actions available
to the company, how long the situation lasted, its
effects, and the action taken. When subsequent
atypical situations arise, the journal can be referred to as an aid in assessing their effects.
The Incorporation of Sample Information
In many instances, empirical information may
be available which relates to the impact of an impending atypical situation. Customers or other
knowledgeable individuals could be canvassed to
assess their anticipated behavior if a promotion or
price change were initiated. Such sample information can be used in conjunction with management's subjective probability assessment of proportionate change to give an expected change reflecting both management expectations and actual
buyer intentions.
The device by which subjective assessments are
updated to reflect sample information is the well known Bayes' Law. As applied to the problem under study herein, if ft +T,k represents the kth representative value from the subjective distribution
of proportionate change, then the posterior likelihood of ft +T,k in light of the sample information,
is:
x,

Keeping a
journal of
atypical events
and their
effects can help
in developing
probability
distributions.

timates of the uncertainty associated with such
problems because the environmental factors
which determine the outcome cannot be interpreted as relative frequencies. Instead, we say that
probability is being used to express management's
degree of rational belief. Probabilities assigned in
this manner often are referred to as personal or
subjective probabilities. It should be pointed out
that the subjective probabilities incorporated into
the forecast do not necessarily improve it. However, the problem lies not with the concept of conditioning a forecast to take account of unusual
events, but with the development of subjective
probabilities.
Green and Tull' have noted that the so- called
Bayesian approach admits the, assignment of probabilities assigned to unique events. In some cases,
the probability assignments will be based on "public" experience, i.e., most people would assign the
same or nearly the same probability to the event.
However, in most forecasting problems, the particular expertise required to produce a meaningful
probability distribution will be possessed by one,
or at most, a few individuals. If such is the case —
and no additional information can be gathered —
the approach recommends action consistent with
these beliefs. When additional data can be collected, however, these initial judgments may be modified. The incorporation of new information, if economically justified, tends to bring opinions, which
initially may be at wide variance, into much closer
correspondence.

P (ft +T,k

x)

ft +T,k) g* (zk)

=Po

i E I P (ft +t,i) g* (zi)
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(x

where: g' (zi ) = the gaussian density function
evaluated at
zi =
V_n
- ft +t ,i )

x

o"x,
n = the number of customers supplying sample information,
= the mean proportionate change
obtained from the customer interviews,
o-x= the standard deviation of customer responses.

and,

What does this tell the forecaster? A Bayesian
analysis serves to correct management's assessments in light of customer preferences and intentions. 4r, more formally, posterior expectations
should condition the forecast by an amount:
E (ft +T x ), giving as the revised forecast:
Y't +T = 1 1 + E ( ft + T/ -x)) Y"t + T
An additional information source is being incorporated into the decision model. Reinmuth
and Geurts'l have described an example in which
employing subjective probabilities and sample information substantially improved forecasting accuracy.
A residual benefit of using the aforementioned
methods is that those within the organization who
possess information related to the impact of an
impending atypical situation are by necessity
working in concert. Such a Bayesian analysis is an
ing possibly divergent information and converting

it to a single entity to relate to the decision problem. When sample information related to the
problem is also available, it, too, can be incorporated into the model and have a bearing on the

.1
.1
.1
.1
.1
.1
.1
.1
.1
.1

Gaussian

g' IZI

Joint
P(ft +T, i l g• IZI)

1.88
.83
.29
-.09
-.39
-. 73
-1.23
-1.92
-2.90
-4.81

.0681
.2827
.3825
.3970
.3683
.3056
.1872
.0632
.0060
.0000

.00681
.02827
.03825
.03970
.03683
.03056
.01872
.00632
.00060
.00000

.0331
.1372
.1856
.1972
.1787
.1443
.0908
.0367
.0029
.0000

.20606

1.0000

E(ft + T, i

x)

10
7- (ft +T.i)P(ft +t.;
i =1

x)

Posterior
PIft + T. i) x

.1050
_

.063
.084
.095
.103
.110
.116
.126
.140
.160
.200

Argument
ZI
nIX- 1t +T.I)1o

. 1 0 1 , S = .0611

=

Priors
P(ft +T,I)

=

Representative
value
ft +T. i

9, x

)

n=

=

Table 1
Posterior Distribution to Reflect Sample Information for Sales (Airline Companies)

*The Gaussian value g• (Z) is proportional to the true likelihood at each level of the representative value, f „ T,i . However,
the constant of proportionality is the same for all levels and, hence cancels out when computing the posterior probablities.
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decision in direct proportion to its inherent precision. Of course, it is not always possible to gather
sample information effectively to relate to the expected proportionate impact of an impending
atypical situation. if "buyers" and "regular customers" are not readily identifiable, the decision
maker may have to rely entirely upon his own
subjective assessments.
An Hawaiian Surge
As a hypothetical example of the use of this

Table 2
Simulated Monthly Data for Year V
Mo nth

The Effect of Atypical Data on Future Forecasts

Seasonal
factor S.F.

Idealized
sales IX,I series'

Atypical
sales (X,I series'

1.00
1.10
1.20
1.10
1.00
.90
80
.90
1.00
1.10
1.20
1.10

100
110
120
110
100
90
80
90
100
110
120
110

150,
110
120
110
100
90
80
90
100
110
120
110

year 0 and year 2 sales are identical with the idealized sales series for year 1.
sales for the month
X,
Atypical month

'

=

'

January
February
March
April
May
June
July
August
September
October
November
December

technique, let us consider an incident that occurred during January 1972. The Civil Aeronautics Bureau allowed airlines flying to Hawaii to set
up charter flights to Hawaii to begin in January
1972. The charter flights were in addition to normally scheduled flights. Shortly after the CAB's
approval, the ruling was reversed. As a result, the
airlines had several charter flights scheduled for
Hawaii during the month. A.surge in tourists and,
therefore, an increase in sales to tourists was expected. The question at hand was what would the
magnitude of the surge be?
Suppose a Honolulu company that caters to
tourists and sells fresh -cut flowers, a highly perishable product, was faced with the expectation of
an atypical January which would be under -forecasted due to the influx oftourists attracted by the
lower flight fare. The firm used an exponential
smoothing forecasting model to forecast monthly
sales. In the absence of atypical events, the forecast proved very accurate (average error about
4 %).
The forecaster would obtain management's subjective estimates of the impact of the atypical
event. From these he would construct a continuous probability distribution and calculate the multiplicative correction variable E(ft +T)- See Figure 1.
The forecaster would next sample the airlines to
obtain their estimation ofthe effects of the charter
flights on the companies' sales (the percentage in24

crease in tourists due to the added charter flights).
The calculations are shown in Table 1. Using
only management's subjective estimate, the forecast would be increased by 10.01 %. When the
subjective probabilities are updated with sample
information, the conditioning value becomes
.1050. Thus, the forecast should be revised by
10.50 %.
In actuality the unconditioned forecast was
14% below actual sales. Conditioning with the
subjective probabilities which had been modified
by sample information produces an improved
forecast.

In addition to the effect on the current forecast,
as previously discussed, atypical events can have
catastrophic effects on future forecasts, particularly if an auto correlation model is being used. Exponential smoothing is such a model that has been
widely accepted by corporations using computer
software. For example, both IBM's IMPACT and
Honeywell's FORECASTER use exponential
smoothing as their base due to the mathematical
characteristics of exponential smoothing.
Because of its wide acceptance, exponential
smoothing is the model we use to explore the
problem atypical events have on future forecasts.
Let us look at adaptive forecasting techniques for
dealing with atypical data. Simulation is used to
illustrate the devastating effect atypical events can
have on forecasts after the atypical event.
Forecasting models are based on the underlying
process that generates the data pattern. Sales, for
example, are a function of customer tastes, attitudes, and preferences combined with promotions
and competitive actions. The process is usually
composed of trend, seasonality, cycles, "noise"
which distorts the underlying process, and atypical events which shift the underlying process.
Exponential smoothing models generally employ three smoothed statistics which are weighted
running averages with recent periods receiving the
greater weight. The statistics are referred to as
single - smoothed, double- smoothed, and triple smoothed statistics. Three forecasts based on each
of these statistics are made every period. Depending on past accuracy, one forecast is chosen by the
model. The smoothing statistic is updated each
month by taking a percent (a) ofthe most recent
month's sales and adding it to a percentage (I —
a) of the current smoothing statistic. This is the
smoothing process which develops a new
smoothed statistic. Alpha is referred to as the
smoothing constant and determines the weight
given recent periods. The new statistic is multiplied by a trend factor and a seasonal factor to
develop a forecast for the next. period. The trend
factor is needed because the average lags the actual sales ifsales are growing or failing. The seasonMANAGEMENT ACCOUNTING /APRIL 1981

al factor is needed because sales patterns are often
cyclic or seasonal with some months being consistently higher or lower than the monthly average.

errors for the 18 months are 94 units. The atypical
month causes the next month to be over- forecasted by 5 %. Fourteen months after the atypical
month the model still over- forecasts by 2 %.
Table 3, Column B, shows the double smoothing forecasting with the atypical event. The effects
are felt for 16 months. Total errors for the 16
months are 110 units. The atypical event caused
the subsequent month to be over - forecasted by
10% and nine months later the model still over forecasted by 3%. Triple smoothed forecasting is
shown in Table 3, Column C. It adjusted sooner,
and errors were present for only 12 months after
the atypical occurrence. The total errors in over forecasting were 119 units. The month after the
event, the model overforecasts by 16 %. Three
months later it is still over - forecasting by 9 %.
The smoothing constant, the magnitude of the
effect of the atypical occurrence on sales, the seasonal pattern, and the type of smoothing —all influence the errors. This simulation reveals, for a
particular set of values for these variables, the effect on forecasts and illustrates the problem that
occurs when exponential smoothing models are
used with data including atypical events.
To minimize the problem, the actual data for
the atypical month must be transformed or omitted so that subsequent forecasters are not unduly
influenced.

Mathematics of the Model
Let St(x) represent single smoothed statistics,
St(2 )(x) represent double smoothed statistics,
St (3) (x) represent the triple smoothed statistic
and Xt represent the current period sales; then:
( I ) St (x) = X t + (I — a) St

(x)

(2) St (2 )(x) = a St (x ) + ( I — a)
St - 1( 2)(x)•
(3) St(3)(x) = a S t (2 )(x) + (1 — a)
St- 1( 3)(x)•
To illustrate the problem, we developed an
idealized set of data in order to allow the model to
operate and forecast with zero error. One period
was modified in a second identical set of data to
represent an atypical occurrence (an increase in
sales of 50% in January of year 1). Both sets of
data are shown in Table 2.The two applications
were compared to illustrate the effects of the atypical occurrence. The sales pattern is typical of a
product with strong sales in the winter and a lower sales volume in the summer.
The simulation illustrates the lingering errors
on forecasts resulting from an atypical occurrence. Table 3, Column A, presents forecasts using single smoothing. In this simulation the errors
in subsequent forecasts exist for 18 months. Total

Mathematical Derivation of Effects
of Subsequent Forecasts
The smoothing constant controls the weight

able 3
recasting with Atypical Sales
Con
Forecast
rounded

Dec

110

110

0

150'

100

50

0
33

110

J an

100

Feb

110

116

6

5

121

Ma r

120

125

5

Apr

110

114

130
118

May
June

100

104
93

4
4

4
4
4

106

6

3

82

2

3
3

95
83

5
3

Err

Err

Err

Forecast
rounded

0

0

110

0

0

50

33

100

50

33

11

10

127

17

10

8

134

14

16
12

8

7
6

120

10
7

9

6

95
84

5

6
5

93

%

Forecast
rounded

Err

107

Err

96
Err

7

July

90
80

A ug
Se pt

90

92

3

93

3

100

102

2
2

4
3

2

103

3

3

103

3
3

Oct

110

112

2

2

113

3

112

2

2

No v
Dec

120
110

122
112

2

122

2

122

2

2

2

2
2

3
2

102

2

2

1

2
1

111
101

1
1

1

100
110

112
101

2

J an

112

2

2

111

1

1

110

0

120

122

2

2

121

1

1

120

0
0

110
100

111

1

1
1

110
100

0
0

0

1

1
0

1

101

111
100

J u ne

90

91

1

90

0

0

0

80

81

1

80

0

0
0

90

J u ly

1
1

80

0

0

Feb

00

%

X,

Mo nth

Mar
Apr
May

0

4

3
3

1
0
0

'Month of atypical occurrence.
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The
conditioning
model uses
subjective
probabilities
which reflect
managers
expectations.

given past observations. A small value gives less
weight to recent information; for larger values of
the smoothing constant, recent information is given greater weight.
The single smoothed statistic St(X) is a linear
combination of all past observation. The weight
given to previous observations decreases geometrically with age of the observation. If the smoothing
constant., alpha, is equal to .3, then the current
observation's value is .3 and the previous observations have weights of .21, .147, .1029, and so on.
The expected value of this observed, observational
function is:
00

E [St (X) = a yak 1 Xt
0

-0

As shown, in the exponential smoothing process, the weight given to data from k periods ago is
ap k where p = (1 — a).
Figure 2 graphically shows the weight given
past observations as a function of time for three
values of alpha. Thus, three periods after an atypical occurrence, the weight given the sales data associated with the atypical occurrence is a0 3;
therefore if 0 3 = 1 , t h e wei gh t o f (1 )(. 9 )'=
.0729.
Adaptive Forecasting
Because the atypical data does not represent the
underlying process, it distorts the model's view of
what sales will be like in the future. The data generated by the atypical period is unacceptable as a
basis for forecasting future sales.
One way to overcome this lag effect is to use an
adaptive forecasting technique. An adaptive forecasting model adjusts itself as the underlying
process is modified. The model evolved by responding to actual data. When a surge of "spike"
occurs in the underlying process, the model would
employ an algorithm that would normalize the effect of the surge on subsequent forecasts.
This operation can be accomplished by incorporating into the smoothing statistic the forecasted
sales quantity in place of the actual sales. The
26

o

Figure 2
Weight as a Function of Time: Smoothing Constant a

.3-2, and .1

forecast is the expectation of what would have occurred in the absence of the atypical event. By this
method, subsequent forecasts are not influenced
by the unusual event.
In a single smoothing simulation example for
the month of January, 110 sales, rather than the
actual sales of 150, would be smoothed into the
model. As a result, the February forecast would
be in 110 rather than the single smoothed forecast
of 116. The effect of the atypical event would be
completely dampened. The forecasting accuracy
of subsequent forecasts would be improved.
Another technique to eliminate the effect of
atypical events on subsequent forecasts would be
to drive the smoothing constant to an extremely
low value such as .01 for the duration of the atypical event. In the simulation problem the February
smoothing statistic would be 111.0, an error of .1.
The effects of the atypical event have been dampened. Forecasts beyond February would be error free.
The latter technique is appealing because actual
data rather than estimate data is used. It would
also be the preferred technique because using the
forecast value can introduce a source of error if
the model generates inaccurate forecasts, i.e., the
model is not modeling the underlying process perfectly. Through the use of a very small smoothing
constant the atypical data has an inconsequential
effect on the value of the average used to generate
the next forecast.
We have explored two problems which atypical
events introduce into a forecasting model. Our
proposed model has the ability to condition a forecast in light of subjective or qualitative information. The conditioning model uses subjective probabilities which reflect managers' expectations.
When available, sample information should be
used to revise the prior probabilities. The revised
subjective probabilities can be used as the conditioning variable. An example of the application of
a conditioning variable to update a forecast illustrated the process and demonstrated the improved
Continued on page 39
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Matrix Accounting for the
Statement of Changes
in Financial Position
This system is not only an elegant one for representing
the accounting process but also is readily adaptable to EDP
manipulation and report generation.

By A. Ronald Kucic and Samuel T. Battaglia
For over a decade, general ledger matrices have
been used to generate the balance sheet and income statement. The advantages of this approach
are that it facilitates a one -time set -up process for
each company, provides data manipulation and
compactness and readily adapts to a computer based system.
By expanding the use of matrix accounting, we
will illustrate how to generate the statement of
changes in financial position directly from the
original transactional inputs used in the general
ledger matrix. The underlying premise of this
scheme is that transactions affecting changes in
financial position and the resulting statements are
obtained from a subset of the total transactions of
the firm. Thus, transactions need be entered into
the accounting system matrix only once and the
financial statements, including the statement of
changes in financial position, can be generated directly from the original set of data inputs.
This model has an educational as well as a practical advantage in that the accounting process is
described in a matrix format, thus making it easy
to conceptualize the interrelationships between
data inputs and total system outputs. Because ma0025-1690/81/6210-3579/$01.00/0

trices are implemented as two - dimensional arrays,
the system can be adapted to techniques available
in programming languages.
The Funds Flow Process Using Matrices
The process is initiated by loading the beginning account balances into a trial balance matrix
(T) which has as many components as there are
accounts. Table 1 illustrates this for a company
with a limited (15) number of accounts, although
the process is easily extended for a firm with a
substantially larger chart of accounts. Note that
within the matrix, debit balances are carried as
positive numbers and credit balances are treated
as negative numbers. Let us call the company,
Denver Corporation.
Transactions for the current period are analyzed into simple journal entries which are entered
into the cells of the General Ledger Matrix (L),
one amount reflecting both the debit and the credit for each transaction. The cell in the ith row and
jth column represents the sum of all debits to the
ith account and the credits to the jth account during the period. At period end, for financial statement purposes, each account in the trial balance
matrix (T) is updated by its corresponding account debits (row total) minus credits (column
Copyright 0 1981 by theNational Association of Accountants
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of the SCFP on a working capital basis by partitioning the general ledger matrix (L) into working capital sections, one section for the current
assets (C /A) and one for the current liabilities
(C /L). From these partitions subsets of the total
transactions set affecting working capital can be
extracted to form a funds flow matrix. This funds
flow matrix will in turn be used to create a statement of changes in financial position, as illustrated in Table 3.
Similarly, the general ledger matrix (L) can be
partitioned into cash rows and columns, and the
subset of the total transactions that have an effect
on cash can be extracted to form a cash flow matrix. Ultimately a formal cash flow statement can
be developed from this cash flow matrix as shown
in Table 4.
The updated trail balance matrix, T(new), is
then used to construct the statements of income,
financial position and retained earnings. Of
course, the construction of financial statements as
well as the process of generating the required matrices ordinarily would be accomplished through
the use of a computer program.

Table 1
Beginning Account Balances and the Trial Balance Matrix
Trial balance
Dr
Cr

Col.
1. Cash
2. Accts. rec.
3. Inventory
4. Land
5. Building
6. Accum. dep.
7. Accts. pay.
8. Taxes pay.
9. Notes payable
Common stock

Trial balance matrix

2
3
7
10

2
3
7
10
-2
-1
-2
-2
-15
-4
0
0

2
1
2
2
15
4
0

Retained earn.
Sales
Cost of good sold
Oper. exp.
Taxes

0

Table 2
Matrix Approach to the Balance Sheet and Inc

Matrix T

Matrix L

(nxi)

(nxn)

Preparing the Statement of Changes:
Working Capital Basis

c re d its
b e g in ning
trial

+

d
e
b

Ge ne ral
le d ge r

t
s

b alanc e

t
0
t
a
I

ending
provides

d
b

m a tr ix

trial

Balance
loads to

balance

s hee t a nd

income statement

i

t5

1 .0

total credits

� r
Table 3
Matrices and the Statement of Changes in W orking Capital
General ledger Matrix L
(nxn)

CIA
CIA

CIL

_

r

y

crL
Statement
of

Funds

Working capital
Current assets
Working capital
Current liab.

leads to

fIOV^
ma trix

provides

g
changes

in working
capital

F

total) from the general ledger matrix (L). This
matrix approach is illustrated in Table 2.
The process can be extended to the statement of
changes in financial position (SCFP) on either the
working capital or cash basis without re- analyzing
the transactions. This is accomplished in the case
28

The statement of changes in financial position
(SCFP) now will be prepared on a working capital basis where net working capital is defined as
the difference between current assets and current
liabilities. In order to prepare the SCFP, the funds
flow matrix ( F) must be generated from the general ledger matrix (L), again using a computer
program. Changes in the internal content of working capital may be obtained either from direct
analysis of the beginning and ending trial balance
matrices or from an analysis of the rows corresponding to the current assets and current liabilities. D symbolizes the matrix of the debits made
to each account during the period, and C, the matrix of credits. The relevant information for our
example will be found in rows 1, 2, 3, 7, and 8 of
each matrix. In order to generate the funds flow
matrix (F), the total debits to the current assets
acounts as shown in D are placed in the first column of F and the total credits to the current asset
accounts are placed in the second column of F.
Current liabilities are handled in a similar manner. In our example, F will appear as in Table 5
once the above steps have been completed.
Now, one can readily determine the changes in
the internal content of working capital directly
from F (see Table 6). A positive difference between the debits and credits in any row indicates
either a current asset increase or a current liability
decrease both of which result in an increase in net
working capital. A negative result indicates a decrease in net working capital.
F must be completed by analyzing the working
MANAGEMENT ACCOUNTING /APRIL 1981
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What Is a Matrix?
The term matrix can be traced back to the aerospace industry in
the 1950s when mathematically trained engineers applied it to the
gridlike structures they were using in project management theory.
Matrix notation is used because it is clearer and more concise than
algebraic notation in expressing complicated problems. It has
been applied to linear programming problems, input- output
analysis, and game theory.
A matrix is comprised of a rectangular array of real numbers
assigned in rows and columns. The numbers are called elements
and are denoted in lowercase letters, while the matrix itself is
denoted by boldface capital letters, e.g., A. By general agreement
the letter i is used to denote the row location and j is used for the
column. Conventionally, the letter m is used for the number of
rows and n the number of columns. Thus, a matrix is identified
symbolically as m x n; therefore, the notation 6 x 10 would
mean a matrix of six rows and 10 columns. The transpose of A or
AT is obtained by interchanging rows with columns in A. For
more information, see Matrix Methodsin Accounting by John K.
Shank, Addison - Wesley Publishing Co., Reading, Mass. 1972.

Table 4
Matrices and the Statement of Changes in Cash
cash
FF

Cash

C

a
S

General
leads to

ledger

flow

pr m des

matrix

h

matrix

Statement of
changes in
cash

C

L

Table 5
Funds Flow Matrix for the Denver Corp.

Row /Col.
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14

1

Cash

c

20

16

2

Acct. rec.

c

8

9

3

Inventory

d,

c,

6

s

7

Acct. pay.

da

Ca

0

3

8

Taxes pay.

s

d

a

c,

d
a

F=

Account title

d,

a

capital changes in terms of the noncurrent
acounts. In order to do this the general ledger
matrix (L) must be partitioned into fund submatrices. Of course, in practice the partitioning
would be accomplished through proper programming in the initial steps of the accounting system
development.
First segregate the rows and columns corresponding to the working capital accounts (in our
Denver Corporation example this means rows and
columns 1, 2, 3, 7, and 8). This process will create
a subset of L representing those transactions involving working capital. The intersections of the
partitions represent transactions which have no
effect on working capital since two or more current accounts have been simultaneously debited
and credited. The cells of the matrix corresponding to intersections of the partitions will be
masked out and filled with zeros. All remaining
cells in the partitioned areas represent summarized transactions which are either sources or uses
of working capital. (The partitioned matrix will
be represented symbolically by L'.) More specifically, working capital changes are obtained by analyzing those transactions involving both nonfund
and fund accounts. For instance, in our example,
sources of working capital from land transactions
can be obtained by adding the fund rows (1, 2, 3,
7, and 8) for land (column 4) from L. The net
effect of these transactions would be a debit to
working capital and a credit to land for $3, i.e., $3
+0 +0+0 +0.
L' will be nearly identical to L except that L'
will contain zeros in those areas where the funds
partitions intercept, i.e., in cells (1,1), (1,2).
(1,3), (1,7). (1,8), (2,1 ),. .., (2,8), (3,1 ),. ...
(3,8), (7,1),• • , (7,8), (8,1),..., (8,8).
The above operations can be accomplished in
matrix format by pre - multiplying the partitioned
matrix, L', by a transpose of S' to obtain the
sources or inflow vector 1. S' is a 15 X 1 matrix
consisting of 1's in the fund rows and zeros elsewhere. The results of this process for the Denver
Corporation example are shown in Table 7. L'
must next be postmultiplied by S' and the transpose ofthe result taken in order to obtain the use
of funds vector 0. In matrix format this would
appear as follows: 0 = (L' * S 1 ) 1 = ( S')T *
(L')'. For the Denver example this leads to the
results shown in Table 8.
In generating I and O, the role of S' is to partition or segment the working capital transactions
from the total set of transactions.
The funds flow matrix F is now completed by
adding I to column one of F(F) and 0 to column
two of F(F_). The results for the Denver Corporation are shown in Table 9. Notice that the non fund rows (4, 5, 6, 9 -15) of Fare the only rows to
change in this operation. A summarization in matrix form is shown in Table 10.

The sources offunds are now found in column
one of F and the uses in column two. For the
Denver Corp., F summarizes the transactions
29
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Table 6
Cha nge s in W o rki ng Ca pit al
$13
4
(11
(2)
(3)

0

0
=

1
1

0

1

0

0

2

•

Increase (Decrease) in working capital

which increase net working capital, for example,
from land in
row four ($3) and the
uses of land in column two, row four ($2); and
similarly for all other nonfund accounts (5, 6, 915).
As Table 11 illustrates, the Statement of Changes in Financial Position is derived directly from F,
the funds flow matrix. Notice that funds "from
operations" are obtained from rows 9 -15 of F by
combining columns one and two. Other inflows of
working capital are obtained from rows 4, 5 and 6
of column one, while outflows are obtained from
the corresponding rows of column two of F .
Changes in the internal content ofworking capital
were obtained previously from rows 1, 2, 3, 7, and
8.
To recapitulate, the funds flow matrix and
statement of changes in financial position were obtained by a direct manipulation of the general
ledger matrix which contains the results of transactions which had to be entered into the system
only once. No additional inputs were required for
funds analysis other than identification of the specific accounts contained in the definition of the
one,

Samuel T. Battaglia is
associate professor of
accounting at the
University of Denver
and holds a Ph.D.
degree from the State
University of New York
at Buffalo.

Increase in cash ($27 -141
Increase in accounts receivable ($20 -16)
Decrease in inventory ($8.9)
Increase in accounts payable ($6.8)
Increase in taxes payable ($0 -3)

column

l`

f o r t he De nv er Co rp

0

0

0

0

1

0

t

0

0

2

0

0

0

1

0

0

0

9

0

3

0

3

(15 + 11

fund. This identification together with the specifications of the required manipulations are accomplished during the initial steps ofthe development
of the accounting system.
Analysis of Changes in Financial Position: Cash
Basis
On a cash basis, the only fund accounts are the
cash and marketable securities accounts. In our
example there were no marketable securities and
the cash account was increased by $27 and decreased by $14 for a net increase of $13.

V E W

Tab

T he S o urc e s V ec to r f o r the Denv er Corp.
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0 0

3
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0 0 0

0 0

0 0 0

00 0

0

0

2 0 0

00 0

0 0

0 0 0

0 0 0

0

3

0 0 0

0 0 0

0 0

0 0 0

00 0

0

3

0 0 0

01 0

0 0

0 0 0

0 0 0

0

0

7

0 0 0

0 0 0

0 0

0 0 0

0 0 0

0

0

8

0 0 0

00 0

0 0

0 0 0

0 0 0

0

0

2 0 0

00 0

0 0

0 0 0

0 0 0

0

0

0 0 0

0 0 0

0 0

0 0 0

0 0 0

0

5

1 00

00 0

0 0

0 0 0

0 0 0

0

0

00 0

00 0

0 0

0 0 0

0 0 0

0

20

00 9

00 0

0 0

0 0 0

0 0 0

0

0

30 0

01 1

0 0

0 0 0

0 0 0

0

0

00 0

0 0 0

0 3

0 0 0

0 0 0

0

0
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A
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Table 9
Complete Funds Flow Matrix for the Denver Corp
F, + I

cas h

$0

$14

$0

$27

$14

20

0

16

0

20

16

inv e n t,

8

0

9

0

8

9

land

0

3

0

2

3

2

b ld g.

0

3

0

0

3

0

ac c . d ep .

0

0

0

0

0

0

ac c t. p ay.

6

0

8

0

6

8

tax. p ay.

0

0

3

0

0

3

no te s p ay,

0

0

0

2

0

2

c o rn. s tk.

0

5

0

0

5

0

re t. e arn.

0

0

0

1

0

1

sales

0

20

0

0

20

0

c s tlg d s s ld

0

0

0

9

0

9

op e r. e xp .

0

0

0

3

0

3

taxe s

0

0

0

3

0

3

+

0
and L has row one and column one partitioned
out (in this case V = L since column one, row
one of L = 0). The fund matrix is obtained by the
same matrix operations outlined above for the
working capital basis. The results for the Denver
Corp. are shown in Table 12 from which can be
generated the formal statement also shown.
Once the formal statements have been prepared
it is a sim p le m at te r to p re p a re t h e " b o o k s" f o r
the beginn in g o f th e n ex t acco u n tin g p erio d . Th e
trial balan ce m a trix wo u ld h ave b een u p d ated so
that all that needs to b e d o n e is to up d ate th e
general led ger m atrix (L) so th at it co n tain s o n ly
zeros. Th is is n eces sary in o r d er to in s u re th at L
will contain o n ly th e results o f tran sactio n s fro m
the relevan t accou n tin g period. Th is c an b e accom plished b y sim ple po stmu ltip ly ing L b y a m atrix M w h er e M is th e sam e o r d er as L a n d c o n tains o nly zer o s. Fo r th e D en ver Co rp . M wo u ld
be a 15 X 15 m atrix o f zero s, and in m atrix no tation the clo sing pro cess wo u ld ap p ear as follows:
L

F

$27

ac c , re c .

F =

F, + 0

=
new
(15 X 15)

L

*M
old
(15 X 15)
(15 X 15)

+

The procedure for the usual financial statement
preparation is to load the general ledger matrix,
L, with the transactions of the period. By post multiplying L transpose by S, a sum vector, we
can obtain the debits minus credits to each account. The matrix representation is: L(new) _
L(old) + (L -L') * S.
For funds purposes, the general ledger matrix is
partitioned into fund rows and columns and pre multiplied by S, which contains ones in the fund
element cells and zeros elsewhere. This segregates
those transactions from the total transactions set
which have a net effect on the specified fund. The
results are placed in a funds How matrix, F. The
funds flow matrix.then is used to generate the formal statement of changes in financial position.
[Table 10
The Funds Flow Matrix Process —A Summary

i

d,

c,

d2

C2

d,

C2

0

0

0
0

0

0

d,

C2

do

c.

0

0

0

0

+

I S,T

x

U)

15 x 1

W * S')
15x1
115 x 2)

Matrix Accounting—an Elegant Process
We extended matrix accounting beyond the
usual financial statement generation in order to
include the statem en t o f ch an ges in fin an cial po sition on bo th workin g cap ital an d cash b ases.
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(1 5 x 2 )
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Table 11

The Denver Corporation

The system is
not only an
elegant one but
it can be easily
programmed
on a computer.

cash

27

14

acc. roe,
invent.

20

16

8

9

land

3

2

bldgs.

3

0

acc. dep.

0

0

acc. pay.
tax. pay.

6

8

0

3

notes pay.
com. stk.

0

2

5

0

rot. earn.
sales

0

1

20

0

C.O.S.

0

9

opera. exp.
taxes

0

3

0

3

'

Other sources
Sale of land
Sales of building
Issue of com. stock
generates

1

$

Fund s f lo w m a tr i x F

Statement of changes in financial position,
working capital basis for year ended 12131l8x
Sources
From operations
Sales
$20
Cost of goods sold
(9)
Operating exp.
(3)
Taxes
(3)
$3
3
5

Total sources
Uses
Purchase of land
Payment on notes
Cash dividend

5

11
$16

$2
2
1

Total uses

$5

Increase {decrease) in
working capital

$11

Change in internal content of working capital
Increase in cash ($27 -14)
Increase in acc. rec. ($20 -161
Decrease in inventory ($8 -9)
Increase in acc. pay.
Increase in tax. pay.

$13
4
(1)
(2)
13)

Increase (decrease) in working capital

$11

Table 12
Funds Matrix —Cash Basis

_

$27

$14

16
0
3

0
0
2

3

0

0

0

0

6

0
0

0
2

5
0

0
1

0

0

Statement of Changes in Financial Position,
Cash Basis
for Year Ended 1213118x
Sources of cash
From operations
Sales
Cost of goods sold
Oper. exp.

generates

Other expenses
Sale of land

3

Sale of building
Issue of common stock

3
5

Total sources
Uses
Purchase of land
Payment on NIP

$7

11
$18
2
2

0

0

0

3

Total uses

Payment of dividend

$5

0

0

Increase in cash

$11

The matrix representation for the funds inflows is:
I = S' * L' and for funds outflows: 0 = S'T * L'T .
In this process each transaction is entered into
the matrix once and is combined with other matrices to generate all the formal financial statements.

32

$061
(6)
(3)

1

This system is not only an elegant one for representing the accounting process but also is amenable to systems design and to computer program ming languages for EDP manipulation and report
generation.
❑
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Integrating ROI and CVP
The applications of the unified ROI /CVP model
can be much more powerful than those in classical approaches.

By Joseph G.Louderback
and George E. Manners, Jr.
The concept of return on investment (ROI) has
evolved into one of the most important considerations in planning and control. Concomitantly,
cost - volume -profit (CVP) analysis is one of the
tools most often employed in developing profit
plans and analyzing the results of operations.
Therefore, if management is interested in providing better and more realistic information for planning and control, then a combined ROI /CVP
model would make sense.
Essentially, the model restates the basic formula for ROI, profit margin times asset turnover, in
CVP terms, providing explicit consideration of the
behavior of different types of investment with
changes in revenues and costs.
Let us look at the two equations commonly
used in CVP analysis and in determining ROI:
Profit
ROI

=

(unit volume) (price- variable
cost)- fixed costs,
— profit
X revenue
revenue
investment
margin
X turnover

Taken in isolation, the basic CVP equation cannot be used to plan for ROI, unless investment is
fixed at all levels of volume. This is highly unlikely; receivables, inventory, and cash will usually
0025-1690/81/6210-3444/$01.00/0

change in response to changes in volume. Similarly, the ROI equation fails to consider CVP relationships and treats investment as a lump sum. It
is reasonable to treat plant and equipment as a
lump sum in the short run, but not working capital.
An accountant or other manager computing,
say, price or volume required to earn a target ROI
would begin by estimating investment, setting the
target profit equal to ROI times the estimated investment, and solving the problem. He or she
would then estimate receivables and inventories
based on price and volume, which would probably
be quite different from the original estimate. He or
she would have to repeat the process until the estimated investment used in the calculation was
close to the amount expected based on price and
volume.
Further, the ROI equation assumes that margin
and turnover are independent, and they are almost surely not. Changes in one usually generate
changes in the other, making the equation cumbersome for planning purposes by requiring a
large number of iterations. By linking the CVP
and ROI equations, one can solve these problems
and provide much better information than can be
obtained from using them separately.
The way to relate CVP to ROI is through turnovers. It seems reasonable to expect that companies will experience fairly constant rates of turnover on the elements of working capital. These
Copyright © 1981 by the National Association of Accountants
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tion so that the interactions among the various
components become clear. We begin with the basic CVP equation: profit = Q (P -V) - F, where
profit is pre -tax earnings, Q = volume,
V = vari able c o s t p e r u ni t , a nd F = f i x e d c o s t s .

Table of Equations
Equation

Eq. 1

Eq. 2

Formula

Q P 0 – S )– QV – F – F'
–
QP

ROI =

QV + F
QR
+
+
te
t,

QP

investment =

t,
Eq. 3

Qp
investment

For a m anufactur ing com pany this equation fails

to distinguish between production costs and selling and administrative expenses. This distinction
is im portant in analyzi ng ROI because production
costs are inventoried, while S & A expenses are
not.' We therefore expand the basic CVP equation
to explicitly consider both types of costs:

I

QP 0 – S) – Q V – F – F'

k =

QP + QV + F + QR + I
t,
tc
t,
Eq. 4

P =

profit = QP(1- S)- QV —F —F'

F + F' + Q V + k (QRlt, + fQV + Nit, + II
Q0 — S—

kh ,)

Eq. 5

P = ( average manufacturing cost! C,

Eq. 6

C, =

1+

+

where S = selling and administrative expenses
that vary with sales revenue (S is expressed as a
percentage of price, not per unit), F = fixed man ufacturing costs, and F' = fixed selling and ad-

C,

kit

ministrative expenses. ROI m ay then be expressed

1 _ S — kit,

as Eq. 1 in the Table of Equations.
Investment is now the only component not stated in CVP terms. Here is where we employ turn-

+ (F' + kl)IQ
1 — S — kits

_

W i t,

ove ns to re p re s e nt t hr e e typ e s o f i n v e s t me nt in

a ve ra ge ma nufa c turing c os t = IQV + F)IQ

working capital, and assume that investment in
F + F' + kI +

kFlt,

Eq. 7

(1 =

Eq. 8

PQ =

Eq. 10

(profit) _ (lU (1 – S) – V) AQ

Eq. 11

(investment) = 41ts + R i t, + Vl t c ) AQ

Eq. 12

A,

A,

+

QA,

F + F' + k(Flte

=

a: =
Eq. 13

PO – S ) – V – k IR l t r + Vit, + Pit,)

S =

-

+ I)

1 –S –kit,

plant and equipm ent is fixed — c onsistent with

short -range planning. Investment may then be
stated as Eq. 2 in the Table of Equations. Here, is
represents the turnover of those components of
working capital that vary with total sales, principally receivables. For our purposes, we also_ will
include cash as a component, although, for some
firms, cash may more appropriately vary with total costs. We employ t r to represent the turnover
of raw mater i als and purchased components, and
R (included in V) to denote raw materials and
com ponent cost per unit. The turnover of working

V + MR / t, + Vlt 1

capital components which vary with total manufacturing costs, typically finished and inprocess inventories, is represented by tc. Finally, the sym-

r

1 – S – kit,

ket°

bol, I, represent s property, plan t and equipm ent.
Thus, for our purposes,

t' ' t o
Eq. 14

P = C,AFIQ
AMP) = C ,AF

tts = investment in cash and accounts receivable,

Eq. 15

A lp ro f it) _ (C ,(1 — S) — 11AF

QV

Alinve stme nt) = IC ,It,

tc

Eq. 16

+

11tcleF

P = C,AV

turnovers may be related to sales or to costs. Organizations may develop information on expected
turnovers experientially, or through examining
policies regarding credit terms, purchasing methods, production scheduling, and banking constraints.
Developing the Model
Our objective is to restate the basic ROI equa34

- investment in goods -in- process and
finished goods;

R
tr

+ F -

= investment in raw materials and purchased
components, and

I = investment in plant and equipment
The formulation is quite general. We noted
above that cash could be a component of either is
or tc depending upon the operating characteristics
of the company. We could also allow for the usual
sources of short -term financing such as trade pay ables and accruals, by appropriate setting of t r
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Production capacity = 20 million units.
Standard volume (Q) = 16 million units (80% of
capacity) .
Variable manufacturing costs (V) = $100 per
unit.
Fixed manufacturing costs (F) = $500 million.
Raw material costs (R) = $10 per unit.
Fixed S & A expenses (F') = $100 million.
Variable selling expenses (S) = I I% of sales.
Plant and equipment investment (I) = $700 million (book value).
Target ROI (k) = 40% (pre -tax).
Turnovers: is = 4, tc = 5, t r = 6
Given these data, average manufacturing
cost = $131.25, C, = 1.5359, and C2 = 8.7553.
Employing Equations 5 and 6, price, P, is given
by
P = (average,
manufacturing
cost)
2 =
$
210.34. Table 1 provides the expectC, + C
ed income statement and balance sheet data using
the target price. Of course, many managers use
such a target price as a starting point in short -run
pricing decisions.' Additional work is usually necTable 1
Pro -Forma Income Statement and Balance Sheet
($ millions)
Income
Sales (QP)
Cost of sales:
Variable (QV)
Fixed (F)

$3,365.4
$1,600.0
500.0

2,100.0
$1,265.4

$

Gross profit
Selling and admin. expenses:
Variable IQPS)
Fixed IF')

370.2
100.0

470.2
$

Profit (pre -tax)

795.2

Assets
Cash and accounts receivable (QPlt
Raw materials and purchased components (QRIt,)
In- process and finished inventory (QV+ F)It
Plant & equipment II)

S 841.4
26.7
420.0
700.0

Total investment

$ 1,988.1

c

)

TARGET ROI PRICING DECISIONS
For decades the concept of target ROI pricing,
has been an accepted description of the manner in
which many companies initiate the difficult decision process of product pricing. Evidence of the
usefulness of this concept dates back at least to
1927 when the General Motors' "pricing policy"
was published in the NACA Bulletin (the predecessor to this magazine).' The problem is that
there has never been an ROI pricing model that is
both theoretically sound and, at the same time,
practical and understood by top managers. One
approach at ROI pricing is attained by a straightforward solution of Equation 3 for price, P, assuming a desired pre -tax ROI, k, and standard
volume, Q, as noted in Eq. 4 in the Table of Equations. This solution is quite simple to work with

and possesses outstanding qualities for sensitivity
analysis. However, to be usable by the businessman, a target -ROI price model should be reduceable to the format of Eq. 5 where C, and C 2 are
parameters that can be determined using the variables contained in Equation 3. Using this approach, we can develop the equations in Eq. 6.
As an example of how this approach may be
employed to determine a target ROI price, we will
use the following data which are fairly representative of a large, essentially single product company
serving the automotive industry (data are averages only):

s

and t c. For example, suppose that raw materials
and components turn over about six times per
year, and that trade payables are generally about
50% of these inventories. We could set t r equal to
12 if we wanted to use net investment, or equal to
six if gross investment was desired. Other short term financing such as accruals could be similarly
considered by appropriate adjustments to tc.
We also assume absorption costing with standard and actual volume equal to Q. Calculations
of book ROI customarily use absorption costing.
In order to be as complete as possible, we have
included more factors than a particular accountant might deem necessary. Some readers will no
doubt find that expressing all components of
working capital in one or two turnover figures
provides quite adequate results.' The importance
of investment in any single component of working
capital depends upon the particular set of circumstances.
Let us use k to denote ROI and rewrite the
basic equation as appears in Eq. 3 in the Table of
Equations. This reformulation of ROI in terms of
CVP relationships through the consideration of
turnovers has many advantages over classical, iterative methods of profit planning, short -term financial forecasting, budgeting, and operations
analysis. These advantages are, principally, the result of (1) making explicit the interrelationships
of various key balance sheet and income statement
components and (2) allowing simultaneous
changes in many key result areas to be analyzed
without numerous step -by -step iterations. We will
illustrate five types of decisions or analyses that
are enhanced by this approach: target ROI pricing
decisions; price, volume, revenue analysis;
planned versus actual analysis; analysis of turnovers and credit policy decisions; and cost structure analysis.
Throughout, we shall assume that the principal
goals are achieving a target ROI and determining
the effects on ROI of various changes.

Profit
_
R01(k) = Total Investment

4096
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Table 2
Operation Results and Capacity Utilization'
In millions
Target
price

10

$719.83
428.69
331.65
283.12
254.01
324.60
220.74
210.34
202.25
195.78

20
30
40
50
60
70
80
90
100

Revenue

Profit

Total
assets

Margin

Asset
turnover

$1,440
1,715
1,990
2,265
2,540
2,815
3,090
3,365
3,640
3,916

$481
526
571
616
661
706
750
795
840
885

$1,203
1,315
1,427
1,540
1,652
1,764
1,876
1,988
2,100
2,212

0.33
0.31
0.29
0.27
0.26
0.25
0.24
0.24
0.23
0.23

1.20
1.30
1.39
1.47
1.54
1.60
1.65
1.69
1.73
1.77

'Data are the same as those used in Table I (k
40 %, is
4, tc
5, 4
6, S
11%,
R
$10, V
$100, 1 $700 million, f
$500 million, P
$100 million, capacity
20 million units).
=

-

=

=

=

=

=

=

=

=

=

The way to
re /ate CVP to
ROl is through
turnovers.

Volume
(% capacity)

Table 3
ROls for Assumed vs. Actual Volume"
Assumed volume for target (40%) R01
Actual
Vo l .

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

10%

20%
30%
40%
50%

40.00
97.27
131.55
154.38
170.67

(3.49)
40.00
69.24
90.25
106.08

(20.78)
14.83
40.00
58.74
73.23

{30.06)
0.68
23.02
40.00
53.34

(35.85)
(8.39)
11.93
27.58
40.00

(39.81)
114.70)
4.12
18.74
30.44

(42.68)
(19.34)
(1.68)
12.13
23.24

(44.87)
(22.90)
(6.16)
7.00
17.64

(46.59)
(25.71)
(9.73)
2.90
13.14

(47.97)
(27.99)
(12.63)
(0.44)
9.46

60%
70%
80%
90%
100%

182.88
192.37
199.96
206.17
211.34

118.43
128.33
136.45
143.23
148.98

84.77
94.18
102.00
108.60
114.24

64.09
72.95
80.36
86.67
92.10

50.10
58.47
65.52
71.55
76.75

40.00
47.97
54.71
60.48
65.49

32.37
40.00
46.48
52.04
56.87

26.40
33.75
40.00
45.38
50.07

21.60
28.71
34.77
40.00
44.55

17.66
24.57
30.46
35.56
40.00

'Same assumptions as in Table 2

essary, in the form of sensitivity analysis and com
petitive evaluation.
PRICE, VOLUME, REVENUE ANALYSIS
Competitive reality rarely allows a company the
price- setting power outlined above. Even if an organization could control price, an analysis of
price, volume, revenue relationships would be desirable. The ROI /CVP model makes the investigation of interrelationships much more flexible.
As an example, Table 2 outlines the necessary target ROI price and resulting pro -forma relationships as a function of capacity utilization.
Corporations that are price followers may still
set target ROIs as primary corporate objectives.
For these firms, volume is the critical variable and
a solution to Eq. 3 in terms of output, Q, would be
more appropriate as in Eq. 7. Eq. 7 is the "ROI
counterpart" of the familiar CVP equation with
volume as the solution variable. Either Eq. 4 or
Eq. 7 could then be employed to construct "isoROI" curves using price and volume. These
curves are similar to the "Read diagrams" that
link ROI to margin and turnover. See Figure 1. 5
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The manager can look along each iso -ROI
curve for price and volume combinations that
seem reasonable, instead of iterating through a
long series of possible choices. As a rule, we
would expect to confine the analysis to a relatively
short segment of the curve. However, inspection
of Table 2 together with the information. contained in Eq. 4 or 7 leads to a certain proposition
rarely found in the literature. Namely, to the extent that a firm operates so as to achieve a target
ROI, changes in unit volume, although leading to
nonlinear changes in price, would lead to strictly
linear changes in revenue, profit, and total investment. This very interesting result of the ROI/
CVP model follows from the fact that Eq. 4 may
be restated to represent revenue as a linear function of output.
The basis for managerial understanding of the
resources required by increases in output is contained in Eqs. 8 to 12. Using the data in Table 2,
we see that 41% of any increase in revenue is
committed to increases in working capital investment again assuming that the company adjusts
price and output to attain a target ROI -in this
MANAGEMENT ACCOUNTING /APRIL 1981

case, 40 %). Notice that only 16% of increased
revenues fall through to profit, which means that
infusions of funds will be needed to finance the
additional investment. Again, less comprehensive
models do not routinely provide this important
information.
ACTUAL VERSUS EXPECTED ROI
Managers concerned about the effects on ROI
of changes in volume can use the model for sensitivity analysis. Table 3 outlines ROIs for various
levels of capacity utilization when prices were set,
using Eq. 5, assuming the same or other levels of
output. Table 3 also serves as a break -even table,
demonstrating that at lower levels ofassumed output, increases in actual volume produce dramatic
increases in ROI. At higher levels of assumed output, changes in actual output have less effect on
ROI because of the magnitude of working capital
investment. These relationships are highlighted in
Figure 2.
ANALYSIS OF TURNOVERS
In the short run, shifts in turnovers can have
significant effects on price, output, or ROI. The
effects of two types of turnover, cash plus accounts receivable and goods -in- process plus finished goods, on the price required to achieve a
40% target ROI assuming 80% capacity utilization are outlined in Table 4. This table is primarily
illustrative because changes in turnover typically
are functions of changes in other variables. Here
again, the combined ROI /CVP model makes
analyses of such changes more straightforward
than do classical iterative methods.
As an example, we would expect sales -based
turnover, ts, to be highly correlated with variable
selling expenses, S. The ROI /CVP model allows
the decision maker to get a feel for, say, how
much he must lower (or, how much he can lower) sales -based turnover in order to achieve a decrease in variable selling expenses through manipulation of credit controls, discounting or credit
terms, commissions, factoring, etc. and still maintain the target ROI while holding all other variables (price, output, etc.) constant. The equation
for this type of analysis would be as shown in Eq.
13. If we apply Eq. 13 to the first data set used in
Table 1, the trade -off relationships for S and is
appear as follows:

_

s

t
S M
5
13.00
9
16.56

2
1.00
6
1433
10
17.00

3
7.67
7
15.29
11
17.36

4
11.00
8
16.00
12
17.67

turnover from, say, four to three times per year in
order to achieve a reduction in variable selling expenses from I I% to 7.67 %. The questions for the
decision maker then become, first, whether or not
such a change in variable selling expenses could
realistically be expected to yield the corresponding change in turnover, and, perhaps more importantly, would a change in turnover of less than
one be related to the same reduction in selling
expenses, thus increasing ROI? Secondly, since
the reduction in turnover from four to three necessitates an increase in investment of $168 million, which is only partially offset by an increase
in profits of $112 million, can the corporation

Figure 2
Target Prices, Actual Volumes, and ROI
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Thus, assuming no changes in other variables,
the firm might be willing to decrease sales -based
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Table 4
Target Price as a Function of Working Capital Turnovers
t$
tc

2

3

4

5

6

7

B

9

10

11

12

2
3
4
5
6
7
8
9
10
11
12

263.65
250.97
244.63
240.82
238.29
236.47
125.11
234.06
233.21
232.52
231.94

240.42
228.85
223.07
219.60
217.29
215.64
214.40
213.44
212.67
212.03
211.51

230.27
219.20
213.66
210.34
208.12
206.54
205.35
204.43
203.69
203.09
202.58

224.59
213.79
208.38
205.14
202.98
201.44
200.28
199.38
198.66
198.07
197.58

220.95
210.32
205.01
201.82
199.70
198.18
197.04
196.15
195.45
194.87
194.38

218.42
207.92
202.67
199.51
197.41
195.91
194.79
193.91
193.21
192.64
192.16

216.57
206.15
200.94
197.82
195.73
194.25
193.13
192.26
191.57
1 91,00
190.53

215.14
204.80
199.62
196.52
194.45
192.97
191.86
191.00
190.31
189,74
189.27

214.02
203.73
198.58
195.49
193.43
191.96
190.86
190.00
189.31
188.75
188.28

213.11
202.86
197.73
194.66
192.61
191.14
190.04
189,19
188.51
187.95
187.48

212.35
202.14
197.03
193.97
191.93
190.47
189.37
188.52
187.84
1 87.28
186.82

Other data are the same as in Tables 1, 2, 3.

stand the need for additional funds?

recovery

EFFECTS OF COST STRUCTURE
The investigation of required changes in prices,
revenues, profit, and investment as functions of
cost changes also is made very explicit by the
ROI /CVP integration. And, here again, the basic
equations may be reduced to forms that are easily
communicated to management. We continue to
assume that the company seeks to maintain ROI
and will respond to cost changes by first adjusting
price while holding output constant.
The sensitivity of target -ROI price to changes
in fixed manufacturing cost, F, may be presented
by reducing Eq. 4 to the form of
P = V X C, + (F /Q) + C, Thu s, a ch ange in
target -ROI price as a function of a change in fixed
cost is given by Eq. 14. Therefore, a company
must adjust its target price by a decreasing
amount as a function of output, hardly a surprising result (C, is a small quantity). The effects on
revenue, profit and investment would then be as
shown in Eq. 15.
Notice that total revenue must increase by more
than the increase in fixed costs. This result stems
from the facts that fixed costs are inventoried (increasing investment) and that increases in revenue also lead to increases in investment in receivables. Thus, cost
is expressed as maintaining ROI, not profit.
Changes in target prices as functions of changes
in variable cost are much more interesting.' If we
work simply with total unit variable manufacturing cost, V, the relationships are as illustrated in
Eqs. 16 to 19. First we should note that target
price increases linearly with increases in variable
cost and, since C, > 1, the price increase must
exceed the cost increase.? Although practicing accountants and other managers will hardly be surprised at this requirement, the result does have
theoretical significance. Almost any pricing model
that assumes profit maximizing will predict, or re38

quire, price to increase by a smaller amount than
variable cost. The above equations, together with
the assumption that the company satisfices in the
sense of seeking a target ROI, predict, or require,
that price increases exceed cost increases. Profit
maximizing equations predict a reduction in profit
given cost increases. On the other hand, the ROI/
CVP approach predicts profit increases with cost
increases. Obviously, neither theory is sufficient to
explain the behavior of the company, but the impact on inflation of the satisficing firm is certainly
nasty, requiring that customers more than pay for
cost increases to maintain ROI.
We also see that Eqs. 17 to 19 require the maintenance of ROI through a reduction of profit margin, since A (profit) times PQ < A PQ) times
(profit), and an increase in total turnover, since
A (PQ) (investment) > A (investment) (PQ).
This represents a very consistent description of
corporate financial results throughout the 1970s.
When competitive responses must be incorporated
into short -range planning, or the price elasticity of
demand has been estimated, these approaches obviously require iterations of the ROI /CVP model.
The objective of this section was simply to outline
the initial implications of changes in costs
MULTIPLE PRODUCTS
Multi- product companies rarely have cost
structures enabling them to make unambiguous
allocations of fixed costs and investment. A workable solution could focus on total revenue and variable manufacturing margin instead of unit price
and output, while all other variables would remain the same, but represent aggregates. One approach would be to restate Eq. 3 as noted in Eq.
20 in the Table of Equations, where W is total
revenue, M denotes variable manufacturing margin as a proportion of sales (M = (P - V )/ P ,
weighted average over all products) and R now
represents the raw material proportion of total
variable costs. Equation 20 generates many of the
MANAGEMENT ACCOUNTING /APRIL 1981

relationships that are noted above.
A Flexible Planning Tool
Our basic tenet is that classical, iterative applications of simple ROI and CVP methods may be
integrated into a much more flexible tool for planning and analysis. This integration was shown to
be facilitated by employing turnovers to unify the
ROI and CVP equations into a single, concise
model. The applications of the unified ROI /CVP
model in pricing; volume, revenue, profit analysis;
the investigation of turnovers; cost structure investigations; and multi - product analysis were
shown to be much more powerful than those in
classical approaches. Throughout the illustrations, we pointed out the implications of the model by assuming the firm would adjust its behavior
so as to achieve a target, pre -tax, book ROI. This
assumption is not necessary, but was made to enhance the overall presentation. The use of the basic relation sh ips, b egin n in g with Equ ation 3 or 20,
offers the m an ager a m o re flex ib le to o l fo r m an y

❑

types of analysis.

' The model will, thus, employ the concept of "book" Rol, which is most often
Cmployed in practice.
Some care is needed to developing turnover figures that include more than one
element if working capital. Firs t, the acco untant must determine the variable with
which the element rums over. For example, raw materials and purchased compo.
nents do not tum over with total manufacturing costs unless volume is held constant. Second, when two or more elements are combined, such as cash and receivables or goods-in-process and finished goods, the turnover for the combination is
f'vcn by t = I ' V ( t , + t r).
he ongin 1 article wasTby Albert W. Bradley in the January 1927 issue. For a
more accessible description sec Anthony and Dearden, Management Control Sys rems, 3rd edition, Richard D. Irwin, Inc., Homewood, 111., 1976.
"Equation 4 may also be employed in long-range target pricing by allowing plait
and er uipment to be variable and redefined in Equation 3 as 1 = (QV +F)/ p
where p denotes plain and equipment turnover. In this case, Ci and C, in Equation
5 become:

CI
C2

= t,[tt,t,. + k(tn + te))
Yet,(I -S) - k
t,(klk/t r + F' /Q)

=

t, ( I - S) - k

'Russell B. Read " Return on Investment —A Guide to Management Decisions,
"NACA Bulletin. June 1954.
"The ,cost structure" question of a trade -off among fixed and variable costs is not
really enhanced by the combined ROI /CVP approach. The fact that maintaining
ROI requires that OV = aF /Q is achieveable with the CVP model
'Similar results are obtainable for a change in raw materials, LR. In this case
CI = ( I t k / t r + W t') /(1 - S - k/t < ) and p (investment) = Q - (CI /t x +
,/ ,r + ut ).

ROI and CVP
methods may

be integrated to
make a more
flexible tool.

"To the extent that the firm can only adjust output as costs increase, the analysis is
quite similar. For variable manufacturing cost increases, the relationship would be
pQ = C • LV, where C = (I + k /tr ) /[P(1 - S) - V - k W t' + V /te + R /t r)

J.

ACCOUNTING FOR `SHOCKS' IN FORECASTS
Continued from page 26
accuracy of the forecasts. The second problem of
the effects atypical data have on subsequent forecasts was explored using an exponential smoothing model, artificial data, and simulation. Two alternatives in dealing with the lag problem were
presented. The use of these techniques and models

Mark
Your
Calendar

will enable the forecaster to improve his forecast
when atypical events influence the time series being modeled.
❑
' P E. Green and D.S. Tull, Research for Marketing Decisions, 4th ed., Prentice.
Hall, Inc., Englewood Cliffs, N.1., 1978.
Geurts, Michael, Proceedings of the Amencan Marketing Assn., Fall Conference,
August 1972.
'1.E. Remmuth and M. D. Guerts, - A Bayesian Approach to Forecasting the
Effects of Atypical Situations," Journal of.Warkering Research, August 1972.
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LIFO: Big Benefits
for a Small Company
The auditor issued a disclaimer, the owner wanted to switch
methods —but the banker was understanding.

By David V. Douglas

■

Many companies, large and small, have adopted
the LIFO method of inventory valuation since the
Revenue Act of 1938 first permitted its use. Between 1938 and 1949, the regulations were modified several times before the Treasury Department
generally accepted the LIFO method.
David V. Douglas holds
Most of the literature has been concerned with
BS
/BA
degree
from
a
the University of LIFO's technical application, tax benefit, balance
Denver and is a
member of the sheet distortion, or the question of whether it is a
Sheboygan Lakeshore valid accounting technique. Unfortunately, little
Chapter, through which
this article was information is available concerning how a compasubmitted. ny can adopt LIFO and have a better opportunity
to build the strong financial base necessary to
meet its cash obligations. The following case history of a small Midwestern plastic goods manufacturer illustrates the advantage of a LIFO adoption.
In 1975, when inflation was about 9 %, a plastic
goods manufacturing company, Picnic -Time, Inc.,
was purchased by an individual with a strong sales
background in the housewares industry. The annual sales and total assets of this company were $2
million and $1 million, respectively. The seller, a
large conglomerate, had been unhappy with the
company's operating results during the two years
it had owned Picnic -Time (the parent company
had been charging the company with a seemingly
unrealistic management fee). The conglomerate
40
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was content with receiving book value for Picnic Time's assets and agreed to finance 20% of the
purchase price over a three -year period at a reasonable interest rate. With the help ofan imaginative banker and several optimistic business associates, the buyer was able to put the financing
together. The opening balance sheet showed an
extremely weak debt to equity ratio of 13:1.
Because of the seasonal factors connected with
its product line, the company chose a fiscal year
ending date of January 31.The purchase was consummated on October 31, so the first taxable year
was only three months_
Allocation of the Purchase Price
The purchase agreement only roughly estimated the company's asset values, allowing the new
owner to establish fixed asset costs which more
clearly reflected their intrinsic value or income generating capability. Accounts receivable, guaranteed by the seller, and prepaid expenses, with
lives of less than three months, were transferred
from the seller's to the buyer's books intact.
Picnic - Time's new owner made the purchase of
Picnic -Time contingent upon a covenant not to
compete for three years. The company valued this
intangible at $34,000.
Establishing Opening Inventory Value
The balance of the $1 million purchase price
Copyright C0 1981 by the National Association of Accountants
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tio of the two aggregates is calculated. This index
is applied to the total ending inventory at current
costs in order to restate the inventory at base -dollar costs. Picnic -Time uses this indexing method
to determine the base -year unit value of new items
entering its inventory pool, unless a unit base value can be extrapolated using base - values of similar
le 1
Summary of Account Values

I
r

—

,Accounts receivable
,Inventories
Prepaid expenses
Fixed assets
Trademarks and names
Covenant

Seller's
value
200
460
9
311

—

was allocated to the inventory. The seller gave the
buyer an audited list of the inventory items, valued at the seller's standard costs. The new owner
wrote down these values by 35% on an item by
item basis. (Because of changing markets in later
years, much of this inventory was sold at or below
these newly established costs.) The differences between the seller's, buyer's, and replacement values
are shown in Table 1.
The decision to use LIFO as the method to value inventories had been made before ownership
changed hands. An Application to use LIFO Inventory Method (Form 970), completed in triplicate, was attached to and filed with the first year's
tax return. The required information on Form 970
is noted in Table 2. Picnic -Time took a very assertive stand in applying the law to the company's
financial statements.
The LIFO election may be made with respect to
all or a portion of the inventories. The IRS, however, maintains the right to question the scope of
the election. Supplies, even if considered inventory
from the accounting point of view, are excluded
from the inventory and therefore the LIFO election. Picnic -Time categorizes all of its supplies as
prepaid expenses.
Because this was the first taxable year, the statement concerning "the inventory method used up
to this time" was superfluous. The statement regarding the method used to determine profit and
loss on the reports issued to the company's banker
and owner was the key to continued use of the
initial low inventory values at last -in, first -out, as
is the statement regarding the method of costing
the closing inventory— earliest acquisition in Picnic- Time's case.
The dollar -value method of valuing the LIFO
inventory, instead of matching units in the closing
inventory with units in the opening inventory, was
chosen to determine whether there had been a
change in the total inventory level. Dollars in the
closing inventory are converted to base -year price
levels and are compared with dollars in the opening inventory (computed at base -year prices) to
determine the inventory change.
Form 970 suggests that the method to use in
computing the LIFO value of dollar -value pools
would be the double extension method because
any other method employed must be described
and justified. Each year's ending inventory is
priced at current costs and re- priced at base - dollar
costs. Although this computation involves an extensive amount of clerical work, it seems to be the
most accurate because it involves pricing 100% of
the inventory at base- dollar costs. A hybrid of
double extending every item, which may be used,
involves the development of an index of a representative portion of each year's ending inventory.
The aggregate current cost and base- dollar cost of
the representative portion are compared, and a ra-

980

er'a
value
200
300
9
427
10
34
980

Replacement
value
450
9
650
15

—4

1,324

Table 2
Application to Use LIFO Inventory Method —
Required Information
I. The inventory covered by the election includes all raw
material, work -in- process and finished goods.
2. The business of Picnic -Time is manufacturing paper products.
3. The inventory method used up to the time of the election
was FIFO.
4. There was no closing inventory at the end of the preceding
taxable year since this was the first taxable year.
All goods subject to inventory would use the LIFO
method.
6. Credit statements and reports that had been issued used the
LIFO method in determining income.
7. The method used to determine the costs of goods in the
closing inventory in excess of the opening inventory was
earliest acquisition during the year.
8. The dollar -value method is used in valuing LIFO inventories.
9. The contents of the only pool used is one natural business
pool consisting of all raw materials, work -in- process and
finished goods.
10. The cost system used is material at actual invoice cost.
Labor and burden at standard estimated cost.
`11. The method used in computing LIFO value of dollar -value
pools is the double extension method.
12. Attached to the LIFO application was the following
schedule:

2

Raw material
Work in process
Finished goods

Beginning
inventory

Ending

$215,000.00
6,OOO.00
79,000.00

$189,000.00
5 000.00
99,000.00

9300.000.00

$298.000.00

1

items that existed during the year in which the
election was made.
Sales during the short year were low and purchases were minimal. Profits for the period
amounted to $10,000, and the miniscule tax liability for the period was more than offset by investment tax credits.
First Full Fiscal Year

If the FIFO
method had
been chosen,
Picnic -Time
would have had
to pay almost
$70, 000 in
taxes,
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Although the company had been purchased as a
going concern, Picnic - Time's new owner had different objectives than those of the conglomerate.
It seems that the conglomerate's objectives were
to use Picnic - Time's manufacturing facility to
supply other subsidiaries with its plastic goods
and to use Picnic - Time's marketing organization
as another outlet for other subsidiaries' products.
The new objective of the company was to sell its
products to mass merchandisers with the customer's name on them, and to become the largest private label supplier of its type of plastic products in
the United States. As the national sales manager
of Picnic -Time under the previous owners, the
new owner had developed good relationships with
many of his prospective customers.
With an already strained capital position, the
company embarked on its private label program.
Traveling expenses, new artwork expenditures,
and initial customer pricing concessions along
with ever - increasing raw material costs yielded
what would have been a break -even year had current costs been used to value inventories. Using
current prices, the inventory increased by
$115,000; in base dollars, the inventory increased
by $99,000. This base dollar increase was multiplied by a current price /LIFO price index of 1.47,
yielding a $145,000 increase in the LIFO - valued
inventory. The difference between the current and
LIFO value inventory was nearly $137,000.
Needless to say, the net loss for the first year
created a stockholders' deficit. The auditors issued
a disclaimer, and the owner wanted to use another
inventory method. However, an election to use the
LIFO method is virtually irrevocable. Once
adopted, it must be used in all subsequent taxable
years unless the use of another method is required
or authorized by the district tax commissioner, as
the result of a written request for a change in accounting method. This request is made by filing
Form 3115 within the first 180 days of the taxable
year of change.
Long and involved discussions were carried on
with the owner and the company's banker explaining the paper loss, as interim reports had
shown several months with small profits or losses
and cumulatively would have shown a very slight

profit. Under regulation Section 1.472 (e), a taxpayer is required to state that no violation of the
reporting requirement occurs in reports covering a
period of operations less than the whole of the
taxable year. The reporting requirement is that no
other inventory method had been used other than
the LIFO method in the company's reports, statements of income, owners' equity, or for credit purposes for a year.
The banker understood the effects of LIFO on
the company's cash flow and recommended that
Picnic -Time continue to use the inventory method. Picnic - Time's owner acquiesced.
Second Year Activity
The aggressive sales techniques of the first 15
months continued. Even though sales increased
30% over the previous fiscal year the company
showed another loss. Inventory at both current
and LIFO values decreased by $20,000 and
$55,000, respectively. However, because of the
method used to calculate base year dollar inventory, the difference between LIFO dollars and current dollars widened by $38,000. This was principally due to an increase in raw material costs of
more than 17 %.
The same discussions from the prior year -end
surfaced but were laid to rest in the same manner.
However, the auditors were replaced. Fortunately,
the bank waived its audit requirement.
The Light at the End of the Tunnel
In the third year, the aggressive pursuit of private label customers finally started to pay off.
Sales increased by 50% and net profit exceeded
$100,000. The previous years' tax loss carryforwards offset the profit, making the tax liability nil.
At this point, the LIFO reserve, or difference
between the LIFO inventory value and current inventory value, was nearly $190,000. If the FIFO
method had been chosen, Picnic -Time would have
had to pay almost $70,000 in taxes during its first
three years in business. This would have created
an unusual strain on working capital because fixed
assets had increased by $300,000 and inventory
and accounts receivable by $500,000. Because of
its weak opening capital position, I sincerely
doubt that Picnic -Time could have survived with
$70,000 less cash. In future years, the company
will begin to use its investment tax credit carryforwards to offset taxes.
The imaginative banker had come to the company's rescue several times during the first three
years and the debt to equity ratio was 8:1 after
year three. The company should continue to fare
well❑and❑begin❑to❑pay❑its❑shares❑of❑taxes❑in❑1982.❑❑
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A Guide to Accounting
for Costs of Discontinued
Operations
Reviewing all accounts in the general ledger is a critical step.

By W. Dale Nelson
Shortly before the exposure draft of APB No. 30 1
was published, our company was beginning to dispose of a relatively small segment of its business
entity. Subsequently, in the years following the
first disposition, additional relatively small dispositions have been completed. Each occurrence of
disposal has something new and different associated with it. Consequently, the knowledge gained
from the different experiences has been added to
our procedural documentation of accounting for
disposals. The research, study, and experience associated with the disposals during the past years
have been incorporated into this article in the
form of two checklists.
This article emphasizes the nitty - gritty, detailed
steps which must be reviewed, analyzed and completed to assure proper accounting for actual
amounts or reasonable estimates, acceptable within generally accepted accounting principles or
GAAP. However, this is predicated on my judgment and interpretation of the professional standards. The issue of applicable income tax regulations is not addressed here, but several items
properly included in the accounting derivation of
the provision for discontinuance are not included
in federal income tax calculations until actual
payment is made.
The following guidelines and checklists will be
0025-1690181/6210-3110/$01.0010

useful as accounting tools to those who have the
responsibility to direct and /or perform the accounting for the disposal of a segment of a business entity. I present here both a general guidelines checklist and a detailed checklist, which may
be used in developing a net dollar impact to the
current fiscal year's financial statements as a result
of the disposal of a segment of a business. But
first, a short explanation of terms as clarified by
APB No. 30, 2 as amended, is important.
What Does Discontinued Mean?
"Discontinued operations" refers to a segment
ofa business that has been sold, abandoned, discontinued, condemned, expropriated, spun -off,
otherwise disposed of, or which — although it is
still operating —has a formal plan for disposal.
What Is A Segment?
The term "segment of a business" refers to a
component of an entity whose activities represent
a separate major line of business or class of customer.
Which Business Form?
A segment of a business may be in the form of a
subsidiary, a division, a department, a joint venture, or other non - subsidiary investee. The segment must be representative of a major line of
business or class of customer whose assets, result's
of operations, and activities can be clearly, physically and operationally distinguished for financial
reporting purposes from other assets, results of opCopyright ©1991 by the National Association of Accountants
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erations, and activities of the entity.

1. The appropriate management must commit
itself to a formal plan.
2. The date of the commitment becomes the
measurement date for determining the dollars for provision for the discontinuance,
etc. This terminology is used in APB No.
30.
3. The commitment must be in writing, in the
official company records.
4. The formal written plan should include the
following:

performing the review and calculation of
the items contained in the Detailed
Checklist in the next section; therefore,
use this checklist Item No. 7 as a summary repository of all those calculations.
b. Base the estimates on the net realizable
value of the segment. (1) Make an estimate of the costs and expenses directly
associated with and caused by the disposal. Also, if the segment is to be sold,
calculate the estimated net gain or loss
on the sale. (2) Make an estimate of the
income or loss due to operations of the
discontinued segment from the measurement date to the estimated closing date
of the discontinuance. (3) Add the gain
or loss on operations calculated in 7b(2)
above to the estimated gain or loss on
other than operational items related to
the discontinuance calculated in 7b (1)
above.

a. Identification of the segment.
b. Expected method of discontinuance
(sale, abandonment, and so forth).
c. Expected period of time required to accomplish the discontinuance.
d. Statement of an active program to find a
buyer, or accomplish discontinuance.

8. When are gains or losses from discontinued
segment operations, as calculated in Item
No. 7 above, recognized in the current fiscal year? The following list provides answers to some of these "what if' situations
with an indication of whether or not it is
recognized in the current year:

General Guidelines
Use the following general guidelines to plan the
discontinuance requirements and its financial effects. The section that contains the detailed checklist following this general guidelines checklist will
specify what to include in the monetary amount of
the accounting provision for discontinuance.

The checklists
should be
useful in
developing a
net dollar
impact on the
financial
statements.

e. Estimated results of operations of the
segment from the measurement date to
the disposal date —that is, date of closing
the sale, or final closedown and its after
effects.
f. Estimated net amount of profit or loss to
be produced by the discontinuance.
5 . If a loss is expected from the proposed discontinuance of the'segment, the estimated
loss should be provided for as of the measurement date (commitment date).
6 . If a gain is expected, it should be recognized when realized, which is usually the
date of sale.
7 . The calculation and resultant determination as to whether there is a gain or loss
should be made as of the measurement
date.
a. These dollar amounts are developed from
44

a. Estimated loss from discontinued operations during the interim period after the
commitment date, combined with an estimated loss caused by the disposal actions?
Yes.
b. Estimated profit from discontinued operations during the interim period after the
commitment date, and an estimated loss
caused by the disposal actions:
if it is a net gain?
No.
if it is a net loss?
Yes.
c. Estimated loss from discontinued operations during the interim period after the
commitment date, and an estimated
profit caused by the disposal actions:
if it is a net gain?
No.
if it is a net loss?
Yes.
d. Estimated profit from discontinued operations during the interim period after the
commitment date and an estimated profit
caused by the disposal actions?
No.
9 . In the calculation of the gain or loss caused
by the discontinuance, the costs and expenses associated with normal business activities that should have been recognized on
a going concern basis up to the measurement date should not be included. (Note:
make any necessary going concern adjust ments separately and prior to the discontinMANAGEMENT ACCOUNTING /APRIL 1981

uance entries.)
a. Examples are the write -down or write -off
of receivables, inventories, property,
plant and equipment, equipment leased
to others, or intangible assets.
b. The costs, expenses and proceeds that
are clearly a direct result of the decision
to discontinue the segment should be included in determining the gain or loss on
the discontinuance. Costs and expenses
directly associated with the decision to
discontinue include such items as severance pay, additional pension costs, employee relocation expenses, and future
rentals on long -term leases, to the extent
they are not offset by sub -lease rentals.
c. Gain or loss on normal operations before
the measurement date (commitment
date) should not be included in the gain
or loss on the sale or abandonment of the
subsidiary; however, as indicated in No.
7b(2), the operations results of the discontinued segment after the measurement date are included.

F-I

10. The accounting disclosure requirements as
specified in APB No. 30 are not included
in this checklist. The requirements are adequately covered with instructions and examples in APB No. 30.

Detailed Checklist of Accounting Items
Contained in Provision For Discontinuance
The following steps are to be reviewed, analyzed, evaluated, and performed relative to dispositions. Use this checklist to calculate the total
monetary amounts of an accounting provision for
discontinuance by computing the net amounts for
(1) costs, expenses and proceeds related to the
decision to discontinue the segment, and (2) the
segment's results of operations for the period of
time after the measurement date. Then refer back
to Item No. 7 of the general guideline checklist to
determine if the net amount should be recorded in
the financial records in the current year.
The normal period of time for which a cost determination is made for a discontinuance is a year.
However, the dollar amounts associated with each
line item may extend for several years in the future —for example, unrecouped rental expenses associated with a lease with several years remaining
in its term, and employee termination salaries or
pension costs for the period of time involved.
Additionally, the time value of money should
be considered as it normally would while applying
any other generally accepted accounting principal
when computing the various cost, expense, or proceeds elements of the discontinuance.
This detailed checklist is not intended to be allMANAGEMENT ACCOUNTING /APRIL 1981

inclusive; consequently, items should be added
depending upon the nature, environment and requirements of each discontinuance. Most descontinuances are very similar in broad description,
but may be quite dissimilar in the details. Therefore, all items in the detailed checklist are not necessarily going to be applicable to a specific disposal. Furthermore, new items not contained in the
checklist can be extremely germane to the disposition and should be added.
It must be noted that the requirements of FAS
No. 5, as amended,` in addition to all other applicable promulgations, is mandatory under GAAP.
To quote FAS No. 5, "A contingency is defined as
an existing condition, situation or set of circumstances involving uncertainty . . . as to possible
gain or loss . . . to an enterprise that will ultimately be resolved when one or more future events
occur or fail to occur." Also, FAS No. 5 specifies
that an estimated loss contingency shall be accrued by a charge to income if both of the following conditions are met: (1) it must be probable
that one or more future events will occur confirming the fact of the loss and (2) the amount of the
loss can be reasonably estimated. Furthermore,
the Statement requires the use of the low -end
amount when ranges of estimates are involved.
Finally, as in all GAAP, the concept of materiality is appropriate when reviewing the various
line items in the checklists for determination of
amounts to accrue as an accounting provision for
discontinuance.

PART A:

Most
discontinuances
are very similar
in broad outline
but differ in
detail.

RECEIVABLES EVALUATION

1. Adjust the provision for bad debts to the date
of measurement for any normal type of accounting impacts. Include the additional financial impact in normal operations, that is, other
than the expenses identified with discontinuances.
2. Analyze and determine the additional provision for bad debts because of the disposition.
Include in the financial results due to the disposal.
a. Determine any customers who may be potential problems because of discontinuing
the business segment.
b. Estimate the potential additional customer
claims, such as advertising (including coop45

erative advertising), shortages in shipments,
defective merchandise, price adjustments
and discounts, freight, transfers between
customers, probable returned goods, less the
recovery portion, and miscellaneous unidentified claims. (Be certain to follow GAAP.)
PART B: INVENTORY ELEMENTS TO REVIEW
1. Determine the net realizable value of a valid
physical inventory.

Discontinuance
Cost
calculations
must include
only the
impacts from
the decision to
discontinue.

a. Record any normal -type inventory adjustments prior to determining discontinuance
impact, such as physical count shortages.
b. Be alert for potential inventory problems,
but be aware that any adjustments due to
business activities that occurred prior to the
measurement date must be made and the
books brought up -to -date. Discontinuance
cost calculations must include only the impacts from the decision to discontinue. Examples of potential problems are obsolete
items, excess parts over proper production
mix to complete finished units that can be
sold, commitments for items not yet received, inventory items located at various
vendors for processing, and in- transit items.

the net realizable value concept related to each
amount.
PART F: PLANT, PROPERTY AND EQUIPMENT
EVALUATIONS
1. Make dollar determination of the amount of
gain or loss, comparing the net realizable, value
to the net book value for the following accounts:
a. Land, buildings, improvements, and construction in progress.
b. Machinery and equipment, including any
patterns, dies, small tools, or containers.
c. Furniture and fixtures.
d. Autos and trucks.
e. Leaseholds and Ieasehold improvements.
PART G: OTHER NON - CURRENT ASSETS TO
MEASURE
1. Intangible items
a. Patents, copyrights, trademarks, names.
b. Franchises, licenses or processes.
c. Organization costs.
d. Goodwill
e. Other.
2. Deferred charges.
a. Advertising expenses.
b. Rearrangement expenses.
c. Start -up costs.
d. Employee related costs.
e. Long -term prepayments and rent.
f. Deferred income taxes.
g. Other.
PART H: LIABILITIES TO CONSIDER
1. Are all liabilities recorded?

c. Fixed overhead adjustments, such as write offs.
d. Provision for miscellaneous unidentified
losses not yet apparent. (Be certain to follow GAAP.)
PART C: PREPAID EXPENSES ANALYSIS
1. Cancellation costs of business insurance coverages.
2. Prepaid rent that cannot be recouped.
3. Prepaid royalties that might be worthless.
4. Any other prepaids that would have a detrimental impact.
PART D: OTHER CURRENT ITEMS
IDENTIFICATION (INCLUDING MARKETABLE
SECURITIES)
1. Review and calculate any gain or loss on each
account, using net realizable value amount.
PART E: INVESTMENTS REVIEW
1. Evaluate and determine any gain or loss using
46

a. Review all documentation and /or verbal
commitments and quantify any financial obligation. Include all verbal or written contracts, agreements, and purchase orders. Examples of items or activities to examine are:
(1) Advertising agencies.
(2) Assets, including construction activities.
(3) Banking activities, including interest
receivables or payables.
(4) Leases of equipment and space.
(5) Public relations.
(6) Covenants not to compete.
(7) Purchase commitments.
(8) Intercompany transactions.
(9) Royalties.
(10) Product warranties.
(11) Customer cooperative advertising.
(12) Tooling and molds.
(13) Payrolls.
(14) Vacations.
(15) Holidays.
MANAGEMENT ACCOUNTING /APRIL 1981

(16) Termination costs, including regular
pay, termination vacation and holiday
pay; relocation costs, including moving, travel and house costs; insurances,
pensions, and so forth. (Write employee termination policies and procedures.)
(17) Freight.
(18) Sales and use taxes.
(19) Withholding taxes.
(20) Employee incentives or bonuses.
(21) Pensions.
(22) Property taxes or other similar taxes.
(23) Investment tax credits.
(24) Building service terminations costs, including utilities (gas, electricity, water,
and so on), guard service, janitorial requirements, or other.
(25) Employee insurance coverages, including Workmen's Compensation claims.
(26) Dividends payable.
(27) Income taxes payable.
(28) Unidentified liabilities. (Be certain to
follow GAAP. )
(29) Provision for continuing operations of
the discontinued segment which includes, but is not limited to, the following:
(a) Estimated net sales for the balance of the operating period starting with the measurement
date.
(b) Estimated standard costs of sales relative to
the estimated net sales for the interim disposition period.
(c) Estimated cost of sales adjustments:
1.
2.
3.
4.
5.
6.
7.

6. Commissions to sales agents of real estate
or personal property, remaining inventories, etc.
7. Finder's fees.
8. Any other identifiable cause that is subject
to reasonable estimation and is probable
(carefully apply FAS No. 5).
PART I: GENERAL LEDGER REVIEW

Review all accounts in the General Ledger. This is
a critical step.
1. Carefully verify that each and every one of the
asset and liability accounts in the General
Ledger has been reviewed and evaluated to determine if any of the accounts were missed in
any of the Parts A through H listed above.
If the account was previously missed, calculate
the financial impact and include that impact
properly in either the normal operations or discontinuance classification, based upon the prior
guidelines as to where it is properly included.

A critical step:
summarize and
establish
support files.

PART J: SUMMARIZE THE FINANCIAL IMPACT
OF THE DISCONTINUANCE

Summarize and Establish Support Files!
1. Prepare a summary of the gain or loss on each
line item in each of the Sections A through I.
2. Prepare a Grand Summary Sheet for Item I
above.
Critical Step: identify, cross reference, and index all of the work sheets and documents used
to calculate the dollar amount for each of the
line items, and keep in permanent files for the
period necessary to support the Grand Summary of Costs of Discontinuance.

Purchase price variances.
Labor and overhead variances.
Fixed overhead.
Outside processing variances.
Freight variances.
Finished goods scrap variances.
Inventory count adjustments.

(d) Manufacturing, selling and administrative
budgets — properly prepared in detail —for
the continuing operations period starting
with the measurement date and extending
until the disposition is complete. The budgets
should include but not be limited to:
1.
2.
3.
4.

Labor, direct and indirect.
Materials and supplies.
Depreciation and amortization.
Mothballing costs —such as crating, packing, storage, deactivating and dismantling
of equipment and buildings.
5. Costs of maintaining idle facilities until
sold.

MANAGEMENT ACCOUNTING /APRIL 1981

PART K: REVIEW INVESTMENT, EQUITY, AND
REMAINING DISCONTINUANCE ACCOUNTS
BALANCES

After all of the accounting activity described in
the preceding sections has been recorded, and all
of the affected accounts closed, the remaining balance sheet accounts must be analyzed to create
additional adjusting entries relative to the discontinuance. This involves a review of such account
classifications as receivables and payables —including intercompany, investments, and equities.
Derivation of these accounting entries is contingent upon which type of business segment was discontinued and how it was discontinued. For exam47

The item
checklists are
accounting
tools that also
can serve as
controls of the
project.

ple, a wholly owned subsidiary whose stocks or
assets were sold would require, at a minimum, an
analysis and proper entry determination related to
the parent's investment account, the intercompany accounts, any asset or liability accounts of the
subsidiary which have not yet been closed, and the
equity sections of both the parent and the subsidiary. A major segment of a corporation —such as a
major product line or a division which is reported
separately and whose assets were sold —would require a review of its asset and liability accounts to
ascertain that all accounts were properly closed by
the sale, write off, or transfer of its assets. The
accounts remaining on the corporation's books
would be only those representing the impact to
profit and loss statements due to the discontinuance, any remaining unpaid liabilities (including
the newly created provision for loss on discontinuance), and any residual assets properly transferred to other divisions or subsidiaries.
In summary, the requirements stated in this
section specify a very careful review of the accounts that previously have been and are now involved with the business segment that was discontinued. All affected accounts should have been
properly adjusted. Close all possible accounts.
Any remaining balances in any account must reflect only that which is properly left there under
GAAP.

PART L: FOLLOW -UP REQUIREMENTS

Naturally, if the whole segment is immediately
disposed of and no further costs are to be incurred, there would be no accounting entry requirements for a liability provision for loss from
discontinuance. However, when the discontinuance process extends beyond a month's normal
accounting period the liability should be recorded.
When this is done, it then requires follow -up and
administration. This entails a monthly review and
update relative to the provision established for the
discontinuance. Carefully review each step in the
checklist, analyze it, and compare actual amounts
to the estimated amounts. This information, along
with any new or changed information relative to
each of the elements of expenses or proceeds, will
be the basis for adjusting the estimated amount of
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the liability provision account. Upon completing
this analysis process, summarize and record the
activity, including any adjustments, for the month
involving the provision account. A new page of
analysis is then added that lists the month's activity and year to date balances. This procedure is
followed each month thereafter until the last monetary activity is recorded in the provision account
and it is closed.
Checklist Saves Time, Provides Clarity
The intent of this checklist is to provide a suggested approach to the performance of the accounting requirements relative to the disposal of a
segment of business; therefore, its purpose will be
served if it saves an accountant some time by providing the organization to permit better planning,
and supplying some increased clarity in accomplishing the accounting objective and responsibility. The checklists of items to analyze relative to a
discontinuance are accounting tools that can also
serve as controls of the project. New items to analyze should be added to the checklists as they arise
while the work is being done on the accounting
requirements of the discontinuance.
All going concern monetary adjustments must
be made to the financial records under the parameters of generally accepted accounting principles
before the gain or loss on the discontinuance is
developed. The net amount of the discontinuance
gain or loss must be an amount which represents
the total monetary impact that is specifically due
to the decision to discontinue the business segment. A net gain will require different accounting
entry requirements than a net loss.
All FASB promulgations also must be carefully
followed and administered relative to the development of the provision for loss due to the segment's
discontinuance.
Only the accounting requirements relative to
recording a provision for discontinuance has been
emphasized in this guide. It is recognized that
other important facets not described or explained —for purposes of brevity and focus —are
most definitely extremely critical, such as accounting disclosure requirements, a definitive set
of instructions about how to quantify each one of
the discontinuance checklist items, legal requirements, proper legal composition of contracts, other contract negotiation problems, employee- termination - problems procedure, and income tax
planning.
' APB Opinion No. 30, Exposure Draft. Reporting the Results operations AIC•
of
PA, New York, 1972.
'APB Opini on No. 30. Reporting the Results of Operations. A1CPA, New York,
June 1975.
Annunting jar Contingencies Financial Accounting Standards Board, Stamford,
Conn.. March 1975.
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Due Process and FAS No. 13
The very low response to the Board's DM on leasing,
a controversial topic for 30 years, was "shocking."

By Mie Nakayama, Steven Lilien,
and Martin Benis
Since the end of World War I1, accounting for
leases has aroused more interest and generated
more debate than any other issue in the profession, industry, and the investment community.
Therefore, when the Financial Accounting Standards Board commenced operations, one of its
first acts was the appointment of a task force on
leases to research the problem and issue a discussion memorandum.
The FASB Discussion Memorandum, "Accounting for Leases" was issued July 2, 1974. Subsequently, the Board conducted hearings, analyzed written comments and issued two exposure
drafts prior to the issuance in November 1976 of
FAS No. 13, "Accounting for Leases."
Because of the intensive, extensive, and continuing debate on accounting for leases, the FASB's
due process procedures seemed appropriate for its
resolution. The hearings on a discussion memorandum provide the first significant opportunity
for all interested parties to present their views on
an issue. For these reasons, we selected responses
to the FASB Discussion Memorandum, "Accounting for Leases," in order to evaluate the success and effectiveness of the due process procedures in the development and adoption of an accounting standard.
00 2 5 -1 6 9 0 /8 1 /6 2 1 0 -3 4 9 0 /$ 0 1 .0 0 /0

There were 305 respondents who submitted position papers on accounting for leases to the FASB
between August 16, 1974 and October 7, 1974. In
order to develop a profile of the respondents, we
classified them in each of four different categories:
1.
2.
3.
4.

Nature of business.
Revenue or sales volume.
Number of employees.
Identification of independent auditor.

The classification of the respondents was obtained from Standard & Poor's Register, 1977,
Corporations. If the respondents were trade associations, they were classified by size of budget, and
number of members.
In Table 1 respondents are classified into broad
business categories and then broken down into
subclassifications.
What is noteworthy about this analysis is the
low number of responses from industries that have
previously indicated strong interest in accounting
for leases. There were only 13 responses from the
retail industry and just one from the real estate
industry. In addition, insurance companies which
have a vital interest in financial statements, both
as a provider and user of financial information,
provided only four responses.
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Profile of Respondents by Business

45

Table 1
Nature of Respondents' Business
Responses

Martin Benis, Ph.D., is
professor of accounting
at the Bernard M.
Baruch College.

Industries
Public utilities
Transportation
Membership organizations
Individuals
Government
Information not available
Total

%

rs

"

154
45
12
32
16
10
36

50
15
4
11
5
3
12

305

100

Respondents by Industry
Manufacturing
Finance
Service, public accounting
Retail
Insurance
Mining
Construction
Real estate
Wholesale
Multi industry
Total

81
23
23
13
4
4
3
1
1
1

52.5
15.0
15.0
8.5
2.6
2.6
2.0
0.6
0.6
0.6

154

100.0

Respondents by Manufacturing

&

Machinery
Equipment
Food
Petroleum
Chemicals
Steel
Apparel
Furniture
Glass ceramics
Textile
Household goods
Lumber
Paper
Total

21
13
10
9
9
5
3
3
3
2
1
1
1

26.0
16.0
12.0
11.1
11.1
6.3
3.7
3.7
3.7
2.5
1.3
1.3
1.3

81

100.0

were from industry. What is surprising is the low
number of responses from public accounting
firms, individuals, and membership organizations
and trade associations. One would assume that academics and financial analysts would want to influence the resolution ofan issue such as accounting for leases which has generated intensive and
extensive comments for more than 30 years. However, only 16 individuals, seven of whom were academicians, responded to the Discussion Memorandum.
No matter what assumptions are made as to the
identity of the other nine, it is obvious that few
academics, financial analysts, and other individuals responded to an issue the resolution of which
significantly affects the financial statements of
business enterprises.
A disturbing aspect about the lack of responses
from academicians is that if a broad conceptual
50

framework is ever to be developed, there must be
input from those deeply involved in theory. In the
issue of leases, the resolution of which required a
definition of an asset, academics were strangely
and thunderously silent.
A factor as disturbing as the lack of a significant input from individuals is the small number of
membership organizations and trade associations
that responded. In a political process —and to
some degree the establishment of accounting standards is such a process— participants expect their
representatives to present positions on crucial issues. That so few membership organizations and
trade associations responded to the issue of accounting for leases makes one question if, in this
instance, the organizations were working in the
true interests of their constituencies.
The response from public accounting firms was
low, too. The 23 respondents classified in the service industry included nine public accounting
firms —seven of the "Big 8" and two national
firms. One can only wonder how it was possible
that on the most important issue since World War
II confronting the accounting profession, only
nine firms felt the urgency of participating in the
solution of this problem. By any standard —number of business enterprises, number of publicly held enterprises, number ofacademicians, number
of accountants -305 responses to the resolution of
this issue was low.
Profile by Revenue or Sales Volume
Generally, the revenue or sales volume of a
business enterprise is a good indication of its size.
In this study, therefore, revenue or sales volume
was used as a surrogate for the relative amount of
available financial and human resources.
Of the 305 respondents, 203 were classified according to amount of revenue or sales. Respondents were excluded if they did not operate as
sales or revenue - producing entities, for example
governments, individuals and membership organizations. Banks were excluded because their revenues were not published in the Standard & Poor's
Register. Twenty trade associations were classified
by annual budget as obtained from the Encyclopedia of Associations. The classification of respondents by revenue, sales or budget is presented in
Table 2.
Note the revenue distribution is almost bimodal, clustering around two points, with 29.1%
of the respondents having revenue or sales between less than $100 million and $199.9 million
and 34.0% of the respondents having revenue or
sales between $1 billion and $9.9 billion.
Almost 30% of the respondents had sales of
under $200 million. Sales of this magnitude do not
indicate business enterprises with substantial human or financial resources; therefore, we surmise
that these entities probably responded because of
MANAGEMENT ACCOUNTING /APRIL 1981

Based on the responses of trade associations to
the Discussion Memorandum on leases, the answer to all three questions appears to be "no."
When associations did respond, however, they responded in depth. For example, the Financial Executives Institute response was 39 pages and the
National Retail Merchants Assn. submitted a 17page response.
Profile by Auditor
The classification of respondents by independent auditors (Table 4) did not produce unusual
MANAGEMENT ACCOUNTING/APRIL 1981
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-

-

31
28
8
7
9
9
7
9
8
5
69
7
2
1
1
2
203

%

Responses
Less than 100 million
100- 199.9 million
200- 299.9 million
300 399.9 million
400 499.9 million
500- 599.9 million
600 699.9 million
700- 799.9 million
800 899.9 million
900 999.9 million
9.9 billion
1
10- 19.9 billion
20- 29.9 billion
30- 39.9 billion
40- 49.9 billion
50 billion or over
Total

15.3
13.8
4.0
3.4
4.4
4.4
3.4
4.4
4.4
2.5
34.0
3.4
1.0
0.5
0.5
1.0
100.0

34% of
companies
responding to
DM had sales
ranging from
7 to 9.9 billion
dollars.

Respondents

-

Over $1,000,000
$500, 000 $1,000,000
50100,000
Total

%

T rade Associations by Annual Budgets

13
4
3

65
20
15

20

100

Responses
9,999 or fewer
10,000- 19,999
20,000- 29,999
30,000- 39,999
40,000- 49,999
50,000- 59,999
60,000- 69,999
70,000- 79,999
80,000- 89,999
90,000- 99,999
100,000- 109,999
110,000- 119,999
120,000- 129,999
130,000 or over
Total

117
30
14
14
9
6

%

Table 3
Respondents by Number of Emp loyees

4
3
0
2
1
2
7

54,9
14.1
6.6
6.6
4.2
2.8
1.9
1.9
1.4
0.0
0.9
0.5
0.9
3.3

213

100.0

4

Trade Ass ociation s by Members
999 or fewer
1,000- 1,999
2,000- 2,999
5,000- 5,999
9,000- 9,999
14,000- 14,999
20,000 29,999
30,000 or over
-

I. Do trade associations have the resources to
participate in the establishment of accounting
standards?
2. Are trade associations able to perceive the interest of their members in the promulgation of
accounting standards?
3. Are trade associations willing to participate in
the development of accounting standards?

Table 2
Respondents by Revenue or Sales Volume

$

their perceived economic stake in the FASB's decision. That is, these enterprises must have believed that the Board's position on accounting for
leases would have an economic effect on their operations.
That firms with limited resources responded to
the Discussion Memorandum is confirmed when
respondents are classified by number of employees. Almost 55% of those responding had less
than 10,000 employees, and almost 70% had less
than 20,000 employees (see Table 3). Thus, based
on number ofemployees, the majority ofthe firms
responding had limited resources, and based on
revenue or sales volume, a significant percentage
of those responding had limited resources. These
results indicate that firms with limited resources
will probably respond when they perceive that
economic consequences ofan accounting standard
will affect them.
The classification of respondents by revenue or
sales volume also indicates that a significant pro portion- 34 %-of those responding had sales between $1 billion and $9.9 billion. These respondents must have substantial human and economic
resources. Because enterprises with revenue or
sales volume of $10 billion or more did not respond in any significant degree, it is possible that
companies with revenue or sales volume from $1
billion to $9.9 billion responded because of the
perceived economic consequences of the accounting standard.
An analysis of trade association respondents
(Table 2) does not provide significant conclusions. Although 65% of the respondents had budgets of over $1 million, 48% of the respondents
represented less than 1,000 members. This analysis poses a major question: Why did so few trade
associations respond? and three subsidiary questions:

Total

11
1
1
2
3
2
2
1

48.0
4.8
4.8
8.7
13.0
8.7
8.7
4.3

23

100.0

results. Most of the respondents were audited by
"Big 8" accounting firms; however, this is not significant. In the past, it was assumed that the "Big
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Table 4
Respondents by Auditor

Total

%

Respondents
Price Waterhouse Et Co.
Deloitte Haskins 6 Sells
Arthur Andersen Et Co.
Peat, Marwick, Mitchell Et Co.
Coopers Et Lybrand
Ernst Et Whinney
Touche Ross Et Co.
Arthur Young Et Co.
Other

39
34
33
30
18
15
15
9
16

18.7
16.3
15.8
14.3
8.6
7.2
7.2
4.3
7.6

209

100.0

Number

-

-

Increased difficulty or increased cost of raising
additional capital
Adverse effect on performance ratios
Adverse effect on economy
increased inflation
Violation of loan agreements
Legal aspects
lessee doesn't own property
Reduce credibility of balance sheet
Increase in franchise and property taxes
Loss of organizational flexibility
Total

%

Table 5
Possible Effects of Lease Capitalization
30
29
28
25
17
15
13
10

18.0
17.4
16.8
15.0
10.2
9.0
7.8
5.8

167

100.0

8" audited firms with huge financial and human
resources; however, because of recent mergers in
the accounting profession, this assumption is no
longer valid.
Reaction to the Issues
The analysis of the characteristics of the respondents to the DM / "Accounting for Leases,"
indicated that availability of resources may not
indicate a willingness to respond to the development of accounting standards. Quite to the contrary, the analysis of the respondents' characteristics indicated that a perceived economic interest
in the results of the FASB deliberations may have
been a significant factor in determining who responded. To test this, the respondents' reactions
to the issues were analyzed.
Of the 305 responses to the Discussion Memorandum, 167 or 55% were three pages or less. For
ease of analysis, these 167 were selected for review. The classification of these responses by nature of business, industry, and manufacturing industry was similar to the distribution in Table 1.
The responses of the 167 respondents were read
and classified, where applicable, as follows:
1. Attitude toward change.
2. Attitude toward existing authoritative pronouncements.
3. Possible effects of lease capitalization.
A review of the 167 responses indicated 144
dealing with the concept of change. These were
52

classified into those which specifically opposed
any change whatsoever and those which were in
favor of disclosure of lease commitments. Because
disclosure was required for lessees by APB Opinion No. 31 and ASR No. 147, it may be concluded
that there was an overall opposition to change. An
analysis of the specific responses is as follows:
Opposed to change
In favor of disclosure

68
76

Total

47 %
53

144 100%

These resources are consistent with the results
of the analysis of attitude toward Accounting
Principles Board Opinions and Accounting Series
Release No. 147. A review of the 167 responses
indicated 107 supporting a specific authoritative
pronouncement as follows:
APB Opinion No. 5
APB Opinion No. 7
APB Opinion No. 27
APB Opinion No. 31
ASR No. 147
Total

17
7
6
29
48

15.9%
6.5
5.6
27.1
44.9

107

100.0%

The fact that only about 12% referred to APB
Opinions No. 7 and 27 -the opinions concerning
lessor accounting- indicates that those responding were concerned primarily with lessee accounting.
The interesting feature about the above analysis
is that 72% of the responses indicated support for
disclosure as opposed to the approximately 16%
which indicated support for the lessee's incorporating the lease commitment in the body of the
financial statements.
Possible Effects of Lease Capitalization
All 167 respondents were concerned with the
possible effects of lease capitalization (Table 5).
The first three possible effects - accounting for
over 50% of the total -are interrelated and pertain to changes in perceptions of the capital markets.
By capitalizing leases, business enterprises
would increase their long -term debt, their interest
expense, and, in the early years of a lease, their
total expenses. By doing this, debt - equity ratios,
interest coverage ratios, and return ratios would
be reflected in lower bond ratings and therefore in
higher interest costs for long -term debt. Further,
as costs increased, business enterprises would
have to pass these increased costs on to the consumer, thereby fueling inflation. Based on the
above scenario, one has to question the extent to
which the efficient market hypothesis has permeated the business community.
Other possible effects of lease capitalization relate to possible legal complications and other perMANAGEMENT ACCOUNTING /APRIL 1981

ceived user problems. Slightly over 25% of the
responses concerned legal ramifications of lease
capitalization, Additional debt placed on the balance sheet would put the business enterprise in
violation of long -term debt covenants pertaining
to debt - equity ratios and interest coverage ratios.
Further, a significant number of responses questioned the advisability of recording as an asset
property which is not owned.
Those who believed the balance sheet would
lose its credibility based their beliefs on changing
ratios and users' lack of understanding of present
value concepts. The effect of increased taxes
comes about because many taxing districts tax assessments on total assets as reported in an enterprise's balance sheet.
To some degree, the loss of organizational flexibility is an outgrowth of the first three possible
effects. Greater capitalization will result in higher
costs of capital; therefore, the enterprise will have
difficulty in raising funds for expansion.
Is "Due Process" Working?
This study was conducted in order to determine
who responded to the solution of one of the most
difficult accounting problems faced by the business community and to analyze the reasoning of
those who participated. Based on the responses to
this issue, the due process procedures of the FASB

do not seem to be working. A necessary ingredient
of due process is participation by a constituency.
In the development of a standard for accounting
for leases, that constituency -user, preparer, auditor, and others did not participate.
An area for further research would be to survey
accounting firms, industry and investors to determine if policies and structures exist for allocating
resources to provide input to the decision - making
process of the Financial Accounting Standards
Board. Perhaps resources must be pooled in order
to respond effectively to the FASB. One instrument for such pooling would be membership organizations and trade associations. In the current
study, however, some of these respondents did not
respond in depth.
This analysis of responses to the leasing Discussion Memorandum also indicates that respondents
probably reacted to what they perceived as the
economic consequences of an accounting standard. An analysis of responses to other Board actions indicate that participants, in fact, do respond
on the basis of perceived economic effects and not
on the basis of sound theory. The Board should be
cognizant of this type of behavior in the future.
The goal of due process with participation by a
broad constituency is attractive; however, in the
resolution of the problem of accounting for leases,
the FASB did not achieve this goal.
O

The due
process
procedures of
the FASB do
not seem to be
working.

Survey Draws Enthusiastic Response
Many thanks to those of you who answered the questions we asked
in our first Small Businesscolumn. Your in -depth replies were excellent, and we plan to use them as guides for future columns and as
guides in determining the ways NAA can meet your small business
needs. Plans are moving forward in this area, and we will keep you
posted on any developments. Please keep the letters coming —we
look forward to hearing from all of you who have a special interest
in the area of small business.
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NAA Research Report

The Self- Insurance Decision
Many companies are increasing their exposure to loss by reducing
their reliance on commercial insurance.

This month NAA is publishing The Self- insurance Decision by Joseph M. Conder and Gilbert N. Hopkins, both of Indiana University. The
following is a summary of the publication. Also
included is a coupon for use by readers who
want to obtain the report.
By Joseph M. Conder
Approximately 60% of the large companies responding to our recent mail survey expect to increase their involvement in self - insuring their
business risks during the next five years. Some
72% of the respondents are already self - insuring
significant risks.
The National Association of Accountants sponsored our research of the critical factors used by
business and industry to evaluate the self- insurance decision. In conducting the research, we directed 18 questions to 400 randomly selected large
firms. Usable responses were received from 198 —
a • response rate of 49.5 %. We conducted interviews at four companies, one of which became the
subject of a short case study on a firm which
switched to self - insurance for the first time.
Some of the more significant findings of the
study are these:
The companies' financial capacity (or lack of
capacity) to withstand losses was the factor which

9
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had the most influence on their decisions to self insure or not self - insure. 98% of the respondents
were influenced by this factor. Other factors
which had an influence on most respondents included: availability of qualified personnel to administer self - insurance program (80 %); emphasis
on in -house loss prevention program (75 %); geographic or similar dispersion of risks (70 %); and
tying up funds in commercial premiums or deposits (70 %).
• The larger the companies, the larger the involvement in self- insurance for property and lability risks. Workers' compensation and employee
benefit risks appeared to be rather uniformly self insured by companies of various sizes.
• Industry grouping generally does not have a significant bearing on a firm's propensity to self -insurance.
• Fewer than half of the self - insuring firms handle
their own claim settlements.
A broad definition of self - insurance was used in
the study. In essence, it includes all methods of
handling the risks of loss other than covering
100% of risks with purchased commercial insurance. Specifically, the forms of self - insurance referred to in the questionnaire were:
MANAGEMENT ACCOUNTING /APRIL 1981.

1. Deductibles of more than 10 %n of the amounts
at risk.
2. Formal self - insurance programs.
3. Captive insurance companies.
4. No insurance. (A passive situation where the
firm doesn't purchase commercial insurance or
use the foregoing techniques.)
In addition to the results of the mail survey,
this study includes a discussion of risk identification, risk quantification, and risk handling. References are made to previous studies of self- insurance, and a topical bibliography is included as an
appendix. Also included are excerpts from a "exposure inventory" checklist.
The researchers found abundant evidence that
insurance brokers are ready, willing and able to
assist their clients in studies of the desirability or

nondesirability of setting up self - insurance programs in their particular circumstances. The insurance people are taking a much broader look at
their function as evidenced by advertising slogans
such as, "Insurance and Risk Management,"
"Buyersof Insurance." Business managers should
not hesitate to discuss the self - insurance possibility with their brokers, agents, or other insurance
professionals.
This NAA research study consists of six chapters. Highlights of findings and conclusions are
presented in Chapter 1. A comprehensive description of self - insurance considerations, approaches,
techniques and procedures is given in Chapter 2.
The study method is described in Chapter 3, and
mail survey results are presented and analyzed in
Chapters 4, 5 and 6. Chapter 7 includes the summary and recommendations of the researchers. I]

NEWS RELEASE/NAA RESEARCH STUDY...
01:14016
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"Most business firms are increasing their exposure to
loss by reducing their reliance on commercial insurance "
More and more companies are moving to self insurance of their risks. This is one of the
conclusions of a major new NAA Research
study titled The Self- Insurance Decision .

making today, answers such questions as:
Who makes the self - insurance decision? What
factors influence the decision? What methods
are used to implement the decision?

Written by Joseph M. Conder and Gilbert N.
Hopkins, the study is based on responses from
198 componies —ond in -depth interviews at
four firms. This publication, which describes the
state -of- the -art in self - insurance decision

At 1 20 pages, The Self- Insurance Decision , a
highly informative NAA research study, is an
absolute must for today's
inflation- minded
Price
decision maker!
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Mad this form and remittance to:

Please send 'The Self-Insurance Decision" to:

National Association of Accountants
919 Third Ave.. New York. N.Y. 10022
ATT: Marketing Division

Name

9
1
IIIIIII
Member No

Please send me information
on NAA membership
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Nonmember

MACH

Company
Address
City. State Zip
Price: $6.95 (10% discount to member - $6.25) 120 pgs
Quantity:
Amount
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The National Association of Accountants
invites you to attend

The National Automation Conference
on
INCREASING THE PRODUC TIVITY
OF THE FINANCIAL MANAGER
ru

Through The Effective Use of

Computer Technology
MAY 12 -14, 1981
New York Statler Hotel, New York City

IM_

Telephone Patrick L. Romano, Program Director (212) 754 -9759
for immediate confirmation of your registration
and for further information.
Special Feature —
Four pre - conference workshops on May 12, 1981
■ Audit and Control of the Financia l Data Base
■ Impa ct ofOffice Automation on Accounting and Financial Managers
■ Basic Control Guidelines for Automated Financial Systems
■ Impact of Today's Automated Systems on the Financial Manager
Plus —A Roster of Nationally Known Speakers
In a Program You Ca n't Afford to Miss!

LETTERS
Continued from page 12
ern business have reached levels of sophistication never contemplated a few
decades ago, the fact still remains that
they are not typically an everyday
working tool of many practicing management accountants. Frequently we
rely on our systems analysts and programmers to develop the mathematical
techniques that will produce the information we require in the most effective
manner.
My concern is that Professor Bartley
is not alone in his approach. Too often,
articles appearing in MANAGEMENT
A c co UN T I NG are replete with formulae
and derivatives of formulae which excite the mathematically inclined but do
not emphasize the management information aspect as the primary purpose of
the article.
Once you get through Professor Bart ley's calculations, he makes some good
points— points that management accountants should be considering. Personally, I would have found it much
better had he been a little more direct in
establishing the principles and left the
mathematics to our experts in designing
business information systems.
Frederick D. Finney
Assistant Controller
Armstrong World Industries, Inc.
Lancaster, Pa.
Our intent is not to convert accountants
to be mathematicians, but rather to
make them aware of the possibilities and
expose them to what can be done. We
realize that mathematical modeling and
other sophisticated techniques may not
be used every day by every accountant,
but many are using them and
more will. The accountants who keep up
with progress in the field— whether it
concerns them at the moment or not —
are the ones who will be prepared to
discuss and use the techniques should
they suddenly find themselves in a
position where such knowledge is
essential.
The Editors
Inventory Discrepancies
There is an age -old dispute whether an
inventory adjustment at the end of a peMANAGEMENT ACCOUNTING /APRIL 1981

riod is a "real loss /gain" or just a spurious one. After all, is it not just a correction of a "miscount ?" Is it not just a
"method" of putting "accrual accounting" into a cash accounting equivalent?
Why, then, is a shrinkage inventory,
even if it is a miscount, of less impact on
the P &L than if it were a theft? Disappearance is shrinkage, regardless if it is
an error or if it arises from another human intervention such as theft. Does
the reason matter to the factual, dispassionate bottom line of the statement?
This is often a polemic argument among
engineers, accountants, business people
and economists. However, the question
arises, especially if it is another adjustment of unrecognized variances or over expenditures.
If these discrepancies represent unreported rework or scrap, do they suggest
a quality problem, poor purchasing, defective material, improper manufacturing practices, poor supervision, or other
problems with real cash impact. And
could they have been remedied if only
they had been known on a real -time basis and at the point of origin? Therefore,
this "correction" has the same negative
effect on business profits as "stealing"
or any other operational reduction of inventory.
Hence, should one not consider all
book versus physical discrepancies as
real discrepancies —that is, real reduction of profits since they represent missing items and assets which explicitly or
implicitly were paid for but which do
not show as being "received" in the various stages of inventories.
I think that ifwe accept the premise
ofaccrual accounting, we should accept
inventory variances as real losses. We
cannot relegate discrepancies between
book and physical as "only miscounts"
without any effect or impact on profits
or the decision- making process.
Fred Schneider
Principal
Case and Company, Inc.
Marina del Rey, Calif.

Reindustrialization of America
Too few American people understand
the fundamentals of economics and our
tax system. Political thinking has yielded to vote getting and special interest
groups, bastardizing the main purposes

oftaxation and tariffs. The populace believe that they have a champion in the
politician who vows to tax big business
while cutting individual taxes, but who
never confesses the basic truth that all
costs — business taxes, too, plus a profit —must be paid by the consumer, domestic or foreign, if business in our free
America is to stay in business and provide jobs. The "business tax" is on the
consumer. Business simply must pass it
along.
Great achievements were made in
fields of industrial engineering in this
century, and those efforts were thwarted
and fought bitterly by workers and their
unions for generations by "limiting production" or by "featherbedding." For
the sake of votes, politicians passed
laws, and the court system aided and
abetted work stoppages and production
limitations with bias and favoring of the
worker - voter.
We need workers who have esprit de
corps, company loyalty, pride in their
work, the skill and understanding to do
their jobs using the new tools and facilities to produce to designed capacities.
We need unions that encourage their
members to work toward their own battle cry of, "a fair day's work for a fair
day's pay," and to produce quality.
We need tax law changes that maximize internally generated funds for the
current (inflated) replacement cost of
not only worn down plants, but for new,
upgraded, automated facilities so we
can produce quantity and quality competitively in the free world economy.
Then we will not need duties or import
limitations. Business, the real job creators need a favorable government climate and tax treatment to enable it to
keep modern and competitive, not government hand -outs for failures. We
don't need more government. We do
need a helpful and honest government.
We need labor laws and administration that are fair on both sides of labor management differences. We need both
federal and state legislation that puts a
stop to paying workers when they
choose not to work. We have current
tax laws that allow deduction for payments of union dues but, unreconcilably, may permit picket line payments
and other union payments to striking
workers to be treated as "gifts," so not
deemed taxable income —thus condonContinued on page 59
57

b

r

a

Life Cycle Costing: A Practical Guide
for Energy Managers
Robert J. Brown and Rudolph R.
Yanuck, Fairmont Press, Inc., P.O.
Box 14227, Atlanta, GA 30324, 1980,
300 pp. —A thorough and practical
presentation enables the reader to apply
life cycle costing to a broad spectrum of
energy- related projects and purchases.
The book covers how to use life cycle
costing, compliance with government
procurement practices and how to save
energy and operating costs.
Foreign-Exchange Management in U.S.
Multinationals
Rita M. Rodriguez, Lexington Books,
125 Spring St., Lexington, MA 02173,
1980,128pp. —The findings of a research
project undertaken to understand the
processes involved in the multinational
foreign exchange management decision
and to assess its impact on international
financial markets. The author attempts
to sort out the role of MNO's management procedures in the foreign exchange
markets.
Managerial
Hospitals

Cost

Accounting

for

American Hospital Association, 840
North Lake Shore Drive, Chicago, IL
60611, 1980, 126pp.—Offers hospitals
of any size more sophisticated methods
for making accurate and timely determinations of the costs required to
provide all services. Provides a clear
understanding and practical means of
implementing cost planning and measurement principles and applications in
hospitals.
Accounting Models
M.J. Mepham, Polytech Publishers,
Ltd., 36 Hayburn Rd., Stockport,
Cheshire SK2 5DB, England, 1980, 624
pp.— Accounting theory traditionally
has been concerned mainly with valuation and income measurement with little
attention being given to the underlying
framework of the models used, so this
text concentrates on this framework.
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BR,EF REVIEWS OF NEW PUBLICATIONS

Any book reviewed here is
av ailable from the NAA Library.
Members may borrow books for a
two -week loan period by mail, telephone or personal visit. Address
Manager, Library Services, NAA
919 Third Avenue, New York, N.Y.
10022 —(212) 754 -9736.

Pension Funding: Actuarial Primer for
Corporate Management
Daniel F. McGinn, Charles D. Spencer
and Associates, Inc., 222 W. Adams
Street, Chicago, IL 60606, 1980, 124
pp. —A concise, clearly understandable
book intended to help the corporate
plan sponsor understand what an actuary does and why he does it. Provides
practical insights into the funding of
"defined benefit" pension plans and
techniques in the long -term budgeting
for plan costs.
The Minicomputer Simplified: An
Executive's Guide to the Basics
Carol W. Brown, The Free Press, 866
Third Ave., New York, N Y 10022,
1980, 213 pp. —A nontechnical, simple
guide which clears up mysterious computer jargon, buzz words and acronyms
in the entire process of obtaining and
implementing a minicomputer system.
The Functioning of Floating Exchange
Rates: Theory, Evidence and Policy
Implications
David Bigman and Teizo Taya, Ballinger Publishing Co., East Washington
Square, Philadelphia, PA 19105, 1980,
419 pp. —By focusing on the policy
implications of the more advanced
exchange rate theories, this book
encourages better policy planning. It
demonstrates the idea that a dialogue
between researchers and policy makers
must be established in order for them to
contribute meaningfully to international economics.
The Manager's Guide to Copying and
Duplicating
Richard E. Hanson, McGraw -Hill
Book Co., 1221 Ave. of the Americas,
New York, N Y 10020, 1980, 225

pp.— Written in easily understood
language, this down -to -earth book
shows you how to set up and implement
a cost - effective operation that
meet
all your company's copying and /or
duplicating needs. Every aspect of such
an operation is covered in thorough
detail for both l arge and s mall companies. You'll also learn how to sell a
cost- conscious program to senior management.
will
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The Financial Real Estate Handbook
Financial Publishing Co., 82 Brookline
Ave., Boston, MA 12215, 1980, 253 pp.
— Intended as a practical handbook to
guide you through the intracacies of
mortgage financing, the book is not a
textbook. The publisher provides
answers to financial questions you will
have when you enter into real estate
transactions.
How to Construct Pro -Forma
Statements
Jerry A. Viscione, National Association
of Credit Management, 475 Park Ave.
South, New York, NY 10016, 1980, 72
pp. —The author explains how to
prepare pro -forma (projected) financial
statements, discusses the nature and
purpose of pro -forma analysis, presents
an overview of the process and provides
a concise treatment of the techniques by
relying on examples and avoiding conceptual approaches and theoretical type
discussions as much as possible.
Preferable Accounting Principles: A
Comprehensive Restatement of the
Preferable Accounting
Principles
Created by FASB Statement #32
Martin A. Miller, Harcourt Brace
Jovanovich, 757 Third Ave., New
York, NY 10017, 1980, 513 pp. —Each
publication covered by FASB No. 32
has been carefully reviewed to extract
this one meaningful document. The
author has exercised utmost care in
restating the principles for easy comprehension, and illustrations demonstrate
the applicability of specific concepts
and observations.
MANAGEMENT ACCOUNTING /APRIL 1981

LETTERS
Continued from page 57
ing the lowering or stopping of production. The result adds more inflationary
costs to American goods.
We have a start, improved by 1974
law, to motivate Americans to save for
retirement. As a goal, Americans
should think a savings rate of 20% or
more. The tax laws could be made more
generous in this area so that we can get
back to our earlier savings history. In
turn, savings can be invested in property and industry and research and development, or used for emergencies. Business and government can encourage an
even larger opportunity for workers to
own a stake in industry. Savings should
earn free - market, going -rates of yield,
with changed banking rules.
Reindustrialization to me means providing again the right climate for manufacturing, processing, and an inventive
base for the output of goods and services in quality and quantity, at lowest
achievable cost —thus competitive —in a
free world economy. Come on, America, let's do it again!
Norman R. Burger
Emeritus Life Associate
Port Charlotte, Fla.

Licensing Does Improve
Professionalism
I must respond to the rather long letter
by George Munster in the December
1980 issue. The defects he ascribes to
the licensing of CMAs would apply
equally to the licensing of CPAs, as well
as plumbers, beauty operators, doctors
and lawyers.
I doubt that even the majority of
CPAs would fit his romantic description. I reject his argument that licensing
does not promote professionalism, especially in the "learned" professions. He
correctly points to the creation of a new
bureaucracy. His logic fails, however,
when he says that "licensing protects
the incompetent performer who hides
behind it" and "limits and curtails a
number of potentially competent people
from entering a desirable profession..."
Were it not for the licensing of CPAs,
I doubt that the profession would have
developed to its present status. There is
MANAGEMENT ACCOUNTING/APRIL 1981

reason to believe that licensing CMAs
would also tend to raise the general level of performance.
Jim G. Ashburne
Austin, Tex.

Consciousness Raising
I don't like to miss an opportunity to
right a wrong —to do a little consciousness raising.
I'd like to take issue with Mr. Fetzner's correction in the December issue,
page 57. [He refers to magazine staff
members as `gentlemen " —Ed.]
Come now, Mr. Fetzner. The word is
"people," and a mistake such as that
should never appear in any journal —not
in 1980.
Laurie Callahan
Colorado Springs, Colo.

Graphs That Lie
In "Pictures That Lie: The Abuse of
Graphics in Annual Reports" (Oct.
'80), Figures 1 and 2 were particularly
useful since they depicted the wrong
and right way to present the same material. However, figures 2 and 4 broke the
continuity by depicting different information. Figure 3 reflected assets and
earnings on the same figure with different scales (one for earnings and the other for assets) on the vertical axis, and a
correct way of presenting this data was
not shown. The authors' suggestion that
an arithmetic scale be used is not feasible since earnings range from about two
to ten percent of assets; thus earnings
would be close to the bottom of a figure
and assets would be at the top with a
great deal of space between them. If one
desires to compare changes in earnings
and assets, a semi -log chart should be
used so one could visually compare the
rates of change in earnings and assets, a
significant relationship.
Then a semi -log chart was presented
which the authors objected to because
the scale was not arithmetic, saying that
non - arithmetic scales are more difficult
to understand and that the earnings
trend was incorrectly reduced in recent
years. But the "corrected" chart does
not clearly reflect, as does the semi -log
chart, that the rate of increase in earn Continued on page 61

LAST YEAR HUNDREDS OF
ACCOUNTANTS
ACQUIRED BETTER
POSITIONS THRU NPA
WE CONCENTRATE EXTENSIVELY
ON PLACING PEOPLE WITH YOUR
PROFESSIONAL SKILLS THROUGH
OUR EXPERIENCE AND OVER 200
AFFILIATES, WE HAVE SUCCESSFULLY PLACED HUNDREDS IN
YOUR FIELD.
YOU CAN FEEL CONFIDENT WE
WILL FIND THE RIGHT JOB FOR

YOU, SEND YOUR RESUME IN CONFIDENCE TODAY
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All Fees Company Paid
Contact any of the following NPA
affiliates

APEX PERSONNEL
CONSULTANTS, INC.
601 Poydras St., Suite 2415
New Orleans, Louisiana 70130
504 -529 -2304

RECRUITING ASSOCIATES, INC.
711 Polk, Suite 1000
Houston, Texas 77002
713 -651 -0654

JIM KING & ASSOCIATES
1840 Gulf Life Tower
Jacksonville, Florida 32207
Attn: J.H. Lanahan
904 -398-7371

NEWTON ASSOCIATES
1111 Civic Drive, Suite 395
Walnut Creek, California 94596
(San Francisco Bay Area)
415-934-7092

LANDRUM PERSONNEL ASSOC.
Contact: Barry Denham
P.O. Box 1373 M
Pensacola, Florida 32596
Toll Free 1 -800- 874 -2407
in Florida Call 904 -434 -2321
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BOOK SERVICE

COST CONTROL AND INFORMATION
SYSTEMS: A COMPLETE GUIDE TO
EFFECTIVE DESIGN AND
IMPLEMENT ATION
by Pravin Shah
Intended for controllers and management
consultants as well as computer professionals,
this guide offers all the practical know -how
needed to design and implement an effective
cost control and information system. Three key
aspects explained are system analysis, system
design and system implementation. Detailed
checklists, practical suggestions and actual
company practices are included.
McGraw -Hill Book Co.
608 pp.

This comprehensive working reference tool is
designed to help accountants solve today's
most complex accounting problems (such as
leasing, inflation adjustments, pension plans),
plus traditional accounting problems (such as
partnerships, inventories, and mergers and
acquisitions). New sections include analyzing
financial statements, valuation of small
businesses, and nonprofit institutions.

FORECASTING METHODS FOR
MANAGEMENT (3rd edition)
by Steven C. Wheelwright and
Makridakis

1981
$75.00

Spyros

This edition includes the newest forecasting
methods and advice on how to apply them in
order to solve problems and plan more
effectively. The book features an overview of
forecasting and its problems, a full range
of quantitative forecasting methodologies,
situations where only limited historical data are
available or are relevant, and problems of data
acquisition,
John Wiley & Sons
334 pp.

90 days only.)

1981
$24.95

ACCOUNTANTS' HANDBOOK (6th edition) by L. J. Seidler and D. R. Carmichael

John Wiley & Sons
2 Vols.; 2,400 pp.

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

DIRECT COSTING
by William E. Arnstein and Frank Gilabert
A practical handbook that will teach you how to
eliminate confusion about volume variance;
clarify the interaction of cost, price and volume;
and improve cost control.
AMACOM
352 pp.

DIRECTOR'S AND OFFICER'S COMPLETE
LETTER BOOK
by the Prentice -Hall editorial staff
The letters included can be used for any
situation. This book is one of the most
comprehensive and versatile model letter
books for corporate directors and officers. The
102 prewritten models assure you of the most
persuasive, up -to -date letters possible. In
addition, there are 920 alternate sentences and
phrases you can include in your basic letters.
Prentice -Hall, Inc.
256 pp.

1965
$32.95

Reston Publishing Co.
360 pp.

1979
$21.95

CONTROLLER'S HANDBOOK
by Sam R. Goodman and James R. Reece
A working tool for controllers, the book covers
all aspects of the controller's function.
Contributors to the book are engaged in solving
day -to -day problems and are top -notch in their
field. A unique reference book.
Dow Jones- Irwin, Inc.
1,253 pp.

1978
$37.50

TREASURER'S AND CONTROLLER'S DESK
BOOK
by Daniel L. Gotthilf
A quick- reference guide that covers all major
areas of financial responsibility, divides them
between treasurer and controller, and details
the profit - building methods, systems and
procedures for carrying them out. The 137
working aids simplify everyday tasks.
Prentice -Hall, Inc.
511 pp.

1977
$34.95

SUCCESSFUL SMALL CLIENT
ACCOUNTING PRACTICES
by Carl S. Chilton, Jr.

CONSTRUCTION ACCOUNTING
by James J. Adrian

An invaluable handbook for accountants who
have or who are planning to have small
businessmen as their clients, this book covers
all aspects of serving small clients. The author
draws from his experience to help you.

The biggest and most profitable construction
companies have one thing in common —a solid

Prentice -Hall, Inc.
221 pp.

1980
$28.95

MANAGING AND ACCOUNTING FOR
INVENTORIES (3rd edition)
by C. Paul Jannis, Carl H. Poedtke and Donald
R. Ziegler

1960
526.50

accounting system. In this single volume are all
those techniques that can develop a company
into a big profit maker. The author tells you how
to make your management accounting system
give you timely data for better cost control,
streamline the internal auditing system for
faster analyses of financial status, and use
effective tax planning among other ideas.

1976
cloth $32.95

NAA MANAGEMENT ACCOUNTING BOOK SERVICE
Quantity

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

Total

An all -new edition of the classic Inventories by
Hoffman and Gunders —the standard guide to
inventory, tax planning, accounting and
control —the book covers all areas.
Ronald Press
480 pp.

1979
$34.50

Member Acct No.
SHIP TO:

Subtotal . . . . . . . . . . . . . .

THE ANALYSIS OF FINANCIAL
STATEMENTS
by Leopold Bernstein

Add P ostag e and Hand ling
$2 /bo ok , 4 th CI Bo ok Ra te
( 3 6 wk s d e l i v . )

Sharpen your analytical skills and learn to read
and analyze a financial statement properly.
This book shows you how to use financial
statements to loo k into the f uture as well as
understand the present.
Dow Jones - Irwin, Inc.
322 pp.
60

S ubt o tal....
Less 10% Discount ...

1979
$13.95

-

$3 / b oo k UPS 12 -3 wks dew.)
PA Y MENT MUS T A CC O MPA NY OR D E R

TOTAL

S __

Mail T o: Manager, Library Services
Natio nal Asso ciation o f Accountants, 919 Third A ve., New York, N.Y. 10022
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LETTERS

Time Off
The Perils of Whistle Blowing

so

Employees who believe their corporation is doing something wrong and who
decide to take actions that they hope
will lead to correction of the situation
are a brave lot, indeed. Most of them
are fired; many of their careers are destroyed. That is the lesson of Whistle
Blowing*, ten case histories of employoutraged at what they perceived
ees
to be wrongs that they single - handedly
took on the corporation.
Edited by Alan F. Westin, this book
grew out of the work of the Educational
Fund for Individual Rights, a nonprofit
foundation organized to conduct research and educational activities about
individual rights in corporate employment. With one exception, each of the
case histories is written by the whistle
blower; however, extensive editing has
been done on each account.
The cases range from an Eastern Air
Lines pilot who blew the whistle on his
company because of what he perceived
as a serious defect in the Lockheed 1011
wide -body aircraft to a private secretary
who found no one would do anything
about her story of sexual harassment by
her supervisor.
The book is subtitled "Loyalty and
Dissent in the Corporation," and it is
obvious that those who were "loyal" to
the company vastly outnumber these
ten dissenters. Dan Gellert, the pilot,
won a $1.6 million judgment against
Eastern and retained his job, but not until after five years of harassment and
three lawsuits. The pilot warned of a defect in the autopilot system in Fall 1972;
in December, an L -1011 crashed, killing
103 people in an accident that probably
was caused by the defect he disclosed.
The problem of sexual harassment may
have lesser consequences if untended,
but the psychological damage done to
the employee who complained of a lecherous boss and then found herself demoted, harassed, and finally fired is incalculable.
Particularly relevant to NAA readers
is the account of an internal auditor for
the Michigan Consolidated Gas Co. He
MANAGEMENT ACCOUNTING /APRIL 1981

Continued from page 59

uncovered evidence of mismanagement
and possible fraud in the credit division
and was ignored, reassigned, and eventually fired. A government investigation
brought him partial vindication.
This revealing book presents a pessimistic prognosis for future whistle
blowers. If you are inclined to report
wrongdoing by your corporation, the
message here written in broken careers
and shattered lives is: Don't! Editor
Westin, however, recognizes in his conclusion that many whistle - blowing complaints are not accurate and that often
corporations are fair in handling complaints, valid or otherwise. Some major
corporations, notably Citicorp, are establishing systems to handle such complaints, but more needs to be done.
This book is valuable because it alerts
everyone to the problem, makes clear
the need for whistle blowers, and paves
the way for devising systems and procedures to aid and protect them.
Cl
* Whistle Blowingl Edited by Alan F.
Westin, McGraw -Hill Book Co., 1981.
$12.50.

ings is slowing ... a trend which should
be important to any financial reader. In
addition, the semi -log chart is said to be
erroneously constructed because it had
a Y origin above zero. But semi -log
charts show rates of change, and no rate
can be computed with an origin of zero.
Thus all semi -log charts must start with
an origin greater than zero.
Harley Courtney
Professor of Accounting
The University of Texas
Arlington, Tex.
Approves `Nonprofit' Issue
I noticed with interest the articles that
appeared on nonprofit organizations in
the November issue Of MANAGEMENT
ACCOUNTING. I read these, and they
are excellent. I am sending a copy of
this letter to Elaine Jorpeland, editor of
Association Management, published by
the American Society of Association
Executives (ASAE), with a suggestion
that they recommend these articles on
nonprofits to their readers.
George D. Webster
Webster & Chamberlain
Washington, D. C.
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National Association of Accountants

in Honolulu, June 21 -25
Beautiful Honolulu, Hawaii plays host to NAA members
in 1981. Not only will you be dazzled by the breathtaking splendor of The Islands, you'll be charmed by its
culture, and fascinated with the entertaining programs we
have prepared for you and your family.
The theme of this year's conference is "Challenges to
American Industry." A few of the eminent speakers to
be heard are: Raymond D. Ryan, Vice President and
Treasurer, United States Steel Corp., Pittsburgh, PA.;
John W. Kendrick, Professor of Economics, George Washington University, Washington, D.C. and Director of the
American Productivity Center, Houston, TX; Will Scott,
Vice President - Government Relations, Ford Motor Company, Dearborn, MI; Allen H. Seed, III, Senior Consultant,
Arthur D. Little, Co. Inc., Cambridge, MA; and Jesse W.
Markham, Charles Edward Wilson Professor of Business
Economics, Harvard Business School, Boston, MA.
Some of the topics include: Global Utilization and
Conservation of National Resources; Planning, Managing
and Measuring Productivity; Challenges to the U.S. Auto
Industry; Opportunities in American Basic Industry; The
Japanese Experience: Productivity and Production; Antitrust Regulation: Business and Economic Reality; Securing
Capital in Today's Environment; Plight of U.S. Business —
Overregulated, Overtaxed and Under Capitalized; and
additional topics related to the theme of "Challenges to
American Industry" that promise to be both educational
and stimulating.

Spouses' Program
Spouses will enjoy the activities that are planned for
them — from an historical pageant, luncheons and sightseeing — to trips to the Punchbowl, Iolani Palace, Nuuanu
Pali, Diamond Head, Pearl Harbor and a host of other
interesting things to see and do.
Young People's Program
The youngsters (in age groups of 6 to 11 and 12 and
over) will gleefully greet the excitement in store for them.
It all starts with a scenic tour from Waikiki Beach along
beaches and shore points to Sea Life Park. Arid there's
also a trip to the enchanted Kingdom of Castle Park with
the most incredible rides ever imagined. Ages 6 - 11 will
also visit Honolulu - Kapiolani Park, while ages 12 and
over will tour Bishop Museum and see an astronomy show.
There are also dinners, a Polynesian show and a disco
party ... plus much more!
Family Event
The Family Event features 50 singers, dancers and
musicians presenting a spectacular show of the fire knife
dance, the hula of Hawaii, the slap dance of Samoa, the
Fiji spear formations and many others — with added laughs
galore provided by the famous comedian George Gobel.
All in all, the enjoyment of this Annual International
Conference will be remembered for a long, long, time —
don't miss out!

TO REGISTER: If you wish conference information and a registration form, you must

,

oi

complete the coupon previously mailed to you and return it to Registration Headquarters
in Deerfield, Illinois. Another mailing and a coupon will be coming to you shortly.
If you have already sent a coupon to Deerfield, please do not send in another!
FREE BONUS: Anyone purchasing "Member's Full Book" will receive a free copy
of the book Enchanting Hawaii, a full color illustrated history of the Hawaiian Islands —
chock -full of fascinating details. This bonus will be sent in advance to especially enhance
your trip to Hawaii.

Qd

Small Business
Kathy Williams, Editor

projects involve developing guidelines for proposals which would give prospective clients a
good basis for comparing firms, reviewing the
1980 decision to eliminate the ban on direct
solicitation of prospective clients, and initiating
a public information program to induce a more
objective process of selecting CPA firms. For
information, contact Bradford E. Smith, (212)
575 -3877.

Tax Incentives for Small Businesses
What Permits Does Your Business Need?

will

It's a frustrating business for a would -be entrepreneur trying to find out through numerous
calls to many state and city agencies what permits he must obtain. That's why New York —
and other states are sure to follow— established an Office of Business Permits. New
York's Office in Albany has identified more than
1,000 permits that can be required by more
than 35 state agencies. The Office can tell a
business why a permit is needed, how to obtain
it and how long it
take to get it. In addition, it
can tell an owner why permits usually are denied, who issues the permit and the issuer's
telephone number.
The OBP also has developed a Master Permit Application. After an applicant has filled out
the form, the Office sends the material to all
state agencies which must reply within 15 days,
informing the applicant if a permit is required.
The Office then can arrange a pre - permit conference with the necessary officials. For information about the Office and its programs,
contact New York State Office of Business Permits, A.E. Smith Office Building, Albany, NY
12225, (518) 474 -8275. Tom Horey is director
of the Office. (If you know about any other contacts in other states, please let us know so we
can spread the word-)

A bill which would set up tax incentives to encourage capital retention and formation in small
and medium -sized businesses has been introduced by Senators Orrin Hatch, R -Utah, and
Lowell Weicker, R -Conn. Sen. Hatch is a member of the Small Business Committee, and Sen.
Weicker is Committee chairman. The Omnibus
Small Business Capital Formation Act would
help modify tax provisions that act as "stumbling blocks" to raising and reinvesting money
for expansion. Some changes would improve
"small business capital formation from external
sources by providing greater incentives for investors, capital retention rules permitting small
businesses to retain a greater share of internally generated capital, reduction of gift and estate
taxes, allowance for employee stock options
without tax consequences, and elimination of
the current tax penalty for small businesses using a FIFO inventory accounting method."

Starting a New Business?
Small Business Development Centers, a government- sponsored program, offers free advice
on management, marketing, finances and other
problems for small businesses. The program is
being offered in 15 states, according to The Kipiinger Washington Letter. For details on the
program, contact the Small Business Administration regional or local offices.

Expanding the Role of Small CPA Firms
Publications Available
The American Institute of CPAs has issued recommendations in the areas of standard setting,
solicitation of clients and the role of small firms
in professional activities which, if implemented,
could help expand the role of small CPA firms.
The 25 proposals are the result of a two -year
study by a Special Committee for Small and
Medium Sized Firms headed by Samuel Der ieux, former AICPA chairman. Recommended
programs were approved by the board of directors, and, according to AICPA President Philip
B, Chenok, several are under way. Some of the
64

Getting Money by Richard D. Smith is a step by -step guide, complete with forms, to financing a business. It includes a list of private,
commercial, public and government sources of
financing along with advice on how to get money from them. The book is available by mail on
a check - with -order basis from R.D. Smith and
Associates, 69 Gloucester Street, Toronto,
Canada M4Y 1 L8, or it is available in various
bookstores for $14.95. ($2 additional for postage and handling for mail orders).
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o minimize creditrisk andbuildprofitable volume.
The National Association
of Accountants
and

Dun & Bradstreet
present a NEW Course
in

CREDIT AND
FINANCIAL
ANALYSIS
Based on the highly acclaimed self -paced learning program
from D & B for * Credit Managers * Collections Personnel * Controllers
* Financial Analysts *Management Accountants * Treasurers and
Executives who need to understand credit and financial analysis .
This NEW Self -Study course from NAA/
D & B features:
• A unique benefit — you will be able to
communicate directly with an experienced
CREDIT ANALYST/ INSTRUCTOR!
• Feedback, reinforcement, comments (at no
extra charge!)
• Case studies and work exercises that
solidify instruction!
What You Will Learn

• At course completion, detailed indexing
converts study manual to a valuable
reference text!
All this, and more, designed to help you
speed up your cash flow and insure profitability in credit sales.
National Association of Accountants
919 Third Avenue. New York, N.Y. 10022
Aft: Self-Study Programs

MA 4 8 1 1

Please send me your NEW course in
CREDIT AND FINANCIAL ANALYSIS .
Name
Company
Address
City. State. Zip
Price: $149.00 (10% discount to members)
Quantity
Amount

I I I I I I I

—

--

-

-

-

NonmemberJ

-

Member No.
Send information on NAA meinhershif,
------

■ How a set of figures from the past can
help predict future financial condition.
■ How to project the ability of a business
to meet current and future bills on time.
■ How to predict the probable success of a
business.
■ How to use financial ratios -and what
they mean.
■ How to find financial "leaks ".
■ How to compare financial standing and
operating results of one business with
others in the same line.

• Your work will be evaluated and graded!
• An engraved certificate plus 20 continuing
education credits upon successful
completion of this course!

P.S. Step into a secure tomorrow by ordering CREDIT AND FINANCIAL ANALYSIS today!

Taxes
Jerold M. Weiss and
Israel Blumenfrucht, Editors

IRS Adopts Debt /Equity Regulations

(e.g.,

Although the distinction between debt and equity securities may seem obvious, often it is not.
Numerous cases litigated in the courts over the
past years have grappled with the question of
whether a particular instrument issued by a corporation is to be treated for tax purposes as
debt (e.g., a note or bond) or equity
preferred stock or common stock). The ambiguity
often arises, for example, when what is classified as debt by the issuing corporation has
characteristics similar to equity. The tax distinctions between treating an instrument as debt or
equity can be significant:
1. Corporations may deduct interest payments on corporate debt but may not deduct
dividend payments on equity.
2. Corporations may generally deduct 85%
of dividends received from another domestic
corporation; only 15% of such dividends are
therefore includable in corporate gross income.
Interest, however, is fully includable in gross income.
3. A corporation's repayment of debt principal is ordinarily tax free to the debtholder, but a
corporation's redemption of its equity stock
may result in income to the shareholder.

(e.g.,

Recently, the IRS adopted long- awaited Income Tax regulations— summarized below —
that seek to establish some objective criteria
for taxpayers to rely on in determining whether
a given instrument will be treated as debt or
equity.
A corporation's "straight debt instruments ",
debt instruments not convertible into stock and
not providing for any contingent payments of
principal and interest, that are not held proportionately by the corporation's shareholders
instruments issued in connection with
bank loans), will never be treated as stock.
However, if the instruments are held propor66

tionately by shareholders, they may be treated
as stock; particularly if the corporation is thinly
capitalized with a debt - equity ratio exceeding
10:1. This is particularly relevant for shareholders who fund closely -held corporations, including wholly -owned subsidiaries, and take back
proportionate interests of debt and equity.
A "hybrid instrument," a debt instrument
containing a convertible feature or providing for
contingent payments (e.g., an income bond or
a participating bond), will generally be treated
as debt if no more than 50% of the fair market
value of the instrument is attributable to its equity features. However, if held proportionately
by shareholders, these instruments will generally be treated as stock. These provisions may
be particularly relevant for venture capitalists.
Typical preferred stock having an average
life of at least 10 years should qualify as equity
stock under the regulations. However, preferred stock that provides for fixed payments in
the nature of principal or interest may be classified as debt if there is a mandatory redemption
provision providing for redemption out of "legally available funds" (rather than out of "retained earnings ") and at least 50% of its total
value at the date of issue is attributible to its
debt features (i,e., its fixed payments).
Loans to a corporation that are guaranteed
by a shareholder may not be treated as debt if
it is not reasonable to expect that the corporation will be able to repay the loans from its own
resources.
The Regulations are generally effective for
corporate instruments issued after April 30,
1981. Corporations contemplating the funding
of a newly- organized subsidiary, particularly in
connection with a corporate merger or acquisition, are well advised to consult these Regulations prior to taking such action.

Avoiding Casualty Loss Limitations
Section 165 of the Internal Revenue Code permits businesses to deduct casualty losses —but
with limitations. First, the amount deductible
(subject to any insurance or other proceeds received) is limited to the lesser of (i) the actual
loss sustained (i.e., the difference between the
value of the property immediately before and
after the casualty), and (ii) the adjusted basis
of the property. Second, the loss is generally
deductible only in the year the amount of the
loss is definitively determined. So long as there
is a reasonable prospect of recovering the loss,
through insurance or other means, the loss
cannot be taken —and for complex matters,
resolutions of disputes can take years.
Continued on next page
MANAGEMENT ACCOUNTING /APRIL 1981

The Tax Court's ruling in R. R. Hen sler Inc., v. Commissioner (73 TC
168 (1979) ) suggests a means of
avoiding these limitations. In Hensler,
the corporation- taxpayer claimed a
deduction in excess of the limitations
allowed for casualty losses for repairs
to equipment damaged by flood.
Moreover, the deduction was taken in
the year the expenses were incurred,
although disputes with the insurance
company continued for a number of
years, The IRS argued that because
the repairs were made as a direct result of the casualty, all such expenses
had to be treated as part of the casualty loss and be subject to its limitations. The court, however, agreed
with the taxpayer and ruled that the
fact that a deduction is allowed as a
casualty loss does not preclude the
taxpayer from taking the deduction instead as an "ordinary and necessary"
business expense, deductible under
Section 162 without limitation —as
long as the payments in question
qualify as ordinary and necessary business expenses. ( Any insurance or other proceeds received in a future year
for losses suffered must, of course, be
included in gross income.) The IRS
recently acquiesced to theHensler decision (1980 -40 I.R.B. 5), thereby indicating that it accepts the court's
conclusion and will treat similar cases
with substantially the same facts and
circumstances accordingly.
I

the stems. Management accountants,
many of us at any rate, fail to apply
the same principle to our work.
Interpreting and Reporting the Results
Here comes the management accountant's report —all 20 pages of it,
And where is the conclusion? Right at
the end, of course. But does it belong
there? It allows the patient reader to
follow the management accountant's
thought processes from start to finish.
Even assuming that the analysis, selection and interpretation of the data
all have followed impeccable logic
and have used the highest language
skills, reporting the results in this
fashion is still frequently a disaster.
The key words above are "patient
reader." Who among us is patient
enough to wade through 20 pages to
learn the author's conclusion? Consider the "who, what, when, where" in
the first paragraph of a newspaper article. Our conclusions belong there,

too.
Recommending Courses of Action
It's been said that accounting re-

Accountants: Start
your own practice!
We'll send you The Book
on how and why. Free!
Programmed for Success is the name — and it has all
the f acts, figures and background data co mpiled by
COMPREHENSI VE , I the nation's largest franchiso r of
monthly bookkeeping, accounting and tax services for
small and medium -sized businesses of all kinds. If you
want to work for yourself, be your own boss, and have
the security of being backed by experienced professionals, c ontact C OMPREHENSI VE today .

OPINION
Continued from page 6
countant to generate facts by the
truckload, and it allows him to analyze
them up one side of the page and
down the other. But then comes the
crucial problem of determining which
of the key facts are germane to the
problem. Here, the management accountant's knowledge of the problem
and his understanding of the business
come into play. Rarely, no matter
what the problem, are more than a
few elements so key as to have a real
bearing on the problem. Growers
prune the side buds of chrysanthemum plants to produce the single,
soccer ball -sized blooms at the top of
MA NA GE ME NT A C C OUNT ING /AP R I L 1981

ports have only two purposes: (1) to
record information as history or (2 )
to redirect action if such redirection of
action is needed. The true management report has the second purpose.
Unless such a report triggers some
action, it is useless. The ideal management report represents such a
high level of completed staff work
that all the manager s hould have to
do is to approve or disapprove it ...
say yes or no. Rarely do we reach
that level, but it should be our objective nevertheless.
The management accountant has
the opportunity to talk management's
language, to understand management's problems, and to contribute to
management's objectives. He won't
do this, and he won't be looked upon
as a full - fledged member of the management team, unless he doffs the
green eyeshade and sees the business from the same perspective that
management sees it. Easier said than
done? Yes, of course, but accomplishing it is one thing that will help
management recognize professionalism in management accounting.

Call S. A. Kucera
Toll free (800) 323 -9000
A
here in the Continental U.S.
In ii
. call collect (312) 898 -6868

C O MP R EH E NS I VE '

Please send Programm ed for Success, including complete data on earnings and profits of al
Current COMPREHENSIVE accountants.
II Name

II

II

Address

I '

' I

City

' I

Phone

State
(area code)

Zip

I '

(number)

(best time to call)

I '

C ® M P R E r M i E N S H V E "

accounting corporation
MA 4

2 1 1 1 Comprehensive Drive. Aurora. Illinois 6 0507
Offic ial Tabulato rs fo r the National Easter Seal Te W hon
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Data Sheet
Robert F. Randall, Editor

plans, fully paid insurance benefits, and raises
based on merit, As of Sept. 19, 1980, 66% of
U.S. companies maintained the 40 -hour week
while in Canada, 86% of companies continue
the practice of working less than a 40 -hour
week. Salaries for middle managers in both
countries were roughly comparable on the average: $23,798 in the U.S. and $24,880 (Canadian dollars) in Canada.

American Appraisal Forms Investment
Advisor
General Management Is Route to Top
The most promising path to the top corporate
office —chief executive officer —is through general management, according to an Arthur
Young survey of 800 top business leaders. The
survey notes that while financial managers and
lawyers directed about 40% of the top 800
companies in 1976, today that figure is 26 %.
The report points out, however, that "A part of
the difference may be due to an increasing
tendency for CEOs with early legal and financial experience to be viewed as having advanced through the general management
route." More than 40% of the chief executives
polled were born in the Midwest, but more than
25% were educated at eastern Ivy League colleges. Copies of the report, "The Chief Executive," are available from AY offices.

SEADOC Evaluates Internal Controls
Peat, Marwick, Mitchell & Co. has introduced a
new approach to documenting and evaluating a
company's system of accounting controls
called SEADOC (Systems Evaluation Approach: Documentation of Controls). The system introduces a new flowcharting logic and
uses new concepts to identify and evaluate internal accounting controls. "We estimate that
the costs of an SAS 30 review for an audit client, which have been typically put at 20% to
30% of a client's yearly audit fee, can be
halved by SEADOC," Peat, Marwick Chairman
Thomas L. Holton said.

U.S. Managers Work Harder
U.S. managers put in more hours per week and
have fewer paid holidays per year than their
counterparts in Canada, according to the 1981
AMS Guide to Management Compensation
published by the Administrative Management
Society, Willow Grove, Pa. However, U.S. managers are more likely to receive better pension
68

American Appraisal Associates, Inc., has
formed a new wholly -owned subsidiary, American Appraisal, Inc., which will be registered as
an investment advisor. Its principal services will
be as a finder in mergers and acquisitions, private placement of debt and fairness opinions.
Ronald M. Goergen has been named president
and chief executive officer of the new firm
which will be headquartered in Milwaukee.

High Interest Rates Pinch Credit
Managers
Credit managers are having problems with
slow - paying customers because of high interest rates, according to the National Assn. of
Credit Managers. To counter the situation,
69% of the credit managers polled in a January
survey say they intend to take a stronger
stance with slow - paying customers. Some
63 expect a rise in the number of bankruptcies in their respective industries in the first half
of 1981; 77% were either "concerned" or
"worried" about the economy.

Business /Accounting Briefs
Touche Ross International has announced a
merger with Kwan Wong Tan & Fong, the largest Chinese firm of chartered accountants in
Hong Kong.... The National Assn. of Regulatory Utility Commissioners has just published a
"Glossary of Depreciation Terms" designed as
a practical guide for anyone concerned with
public utility economics. The 44 -page glossary
can be obtained from NARUC, P.O. Box 684,
Washington, D.C. 20044.... General Electric
Company's treatment of data under FAS No.
33 was praised by the Financial Analysts Federation which presented G -E with one of 32 annual awards for excellence in corporate reporting. The criteria of clarity, candor, conciseness,
and completeness were applied to 1979 reports and 1979 -80 interim reports.
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People in the News
Promotions and New Posi,
Kathryn A. Jehle, Ann Arbor,
appointed director of treasu
tions for Comshare, Inc.
Kathryn C. Buckner, Atlanta,
named director of the master c
program at Georgia State L
She is a past president of All,

tral Chapter.... James M. C
been appointed vice presiden
of Munford Inc. He is a mem
lanta North Chapter.
Robert H . En gman , Bad Axe, Mich .,
has joined Hu ro n Mem o rial Hosp ital as
controller. He is a m em b er o f Michigan
Upper Peninsula Ch ap ter.
Dennis A. Beran ek, Betten do rf, Io wa,
has joined Brown- Andersen & Asso ciates as co mp tro ller. He is a m em b e r o f

Illowa Chapter.
Charles L. Higgins, Columbia, has been
named vice president, internal audit of
Blue Cross and Blue Shield.
F. Alan Smith, Detroit, has been elected
director and executive vice president in
charge of finance for General Motors.
Vern J. Siegworth, Dubuque, Iowa, has
been promo ted to con tro ller o f the Telegraph H erald . He is a p ast p resid en t o f
Dubuque Tri -State Ch ap ter.
William J . Kafka, Elkh art, In d., has
been nam ed gro u p manager, fin ancial
services for th e Lab -Tek division of
Miles Lab orato ries. He is a m em b er o f
Fox Ri ver Va lley Ch ap ter.
J. Bruce Rid d le, Eu gen e, Ore., h as b een
nam ed presid en t o f Pacific Co n tin en tal
Bank. He is a mem ber of Eugene Springfield Ch ap ter.
John F. Ro ney, Everett, Wash., has
been prom o ted to general man ager at
Jansport. He is a mem ber of Seattle
Chapter.
Jam es H. Fix , Fin d lay , Oh io , h as b een
appointed cred it division man ager at
Marathon Oil. H e is a memb er of
Northwestern Ohio Ch ap ter,
Richard C. Klein feld t, Fo n d Du Lac,
Wis., has been ap po in ted vice p residen t
MANAGEMENT ACCOUNTING /APRIL 1981

Accountants in Southeast Louisiana recently met to organize a new
NAA chapter. L. -r., Pete Ballard, committee member; Spruille Braden,
Jr., NAA manager of membership and chapter development,- E. V.
Correia, organizing committee chairman; Wallis Grissett, Dixie Council
treasurer.
an d co n troller of Giddings & Lewis,
ident o f A R I Industries Inc. He is
In c. He is a past president of Sheboygan
mem ber of Fox River Valley Chapter.
Lakeshore Chapter.
Dwigh t J . Wor re ll, G re enw ic h, Conn.,
Gerald M . Posluszny, Franklin Park,
is now manager, financial system s and
Ill., has been appointed senior vice presprocedures for the health and beauty

A way
ut
for
the
executive
y in the middle.
caught
If you have both ability and ambition, you're anxious to make it on your own. You're
ready to run your own business and control your own destiny.
And if you're like the nearly 1,000 others who have already found what they
want, your future could hold a challenging new career as a GBS counselor to small
business. With GBS training and support, your business is helping other people run
theirs. You're a respected professional supplying them with the information, advice,
and systems they need to grow and prosper.

We Train You for Success
In addition to the rights to the GBS name and systems, a GBS franchise includes
full training and continuing backup. You get 14 days of intensive indoctrination at
GBS headquarters, 5 more in the field, continuing special training throughout your
career. You learn not only how to serve your clients, but how to start and operate your
own business.

A $15,000 Investment in Yourself r - - - - - - - - - - - - - - - - As franchise fees go, the GBS fee is
I
Robert F. Turner, V.P.
relatively modest. And it includes all your
I G B S General Business
training, basic supplies, and continuing
backup from the largest organization in

the world devote d e xclusively to s erving
the nee ds of small busines s. T here's no
need to inve st in re al esta te or expens ive
equipme nt.

Send for Our Free Brochure
To help you evalua te our program,

we've prepared a detailed brochure. It tells
all about our franchise plan and your
future. It's yours for the asking. Just mail
the coupon. Or for immediate response,
call toll -free (800) 424.2733, ext. 501 and
ask for brochure MA-W-04. And see how
you can move to the top.

I

...

Se rvic e s, Inc .

1 Dept MA -W -04
I The GBS Building
1 51 Monroe Street
1 Rockville, Md. 20850
I Tell me more about a new career as a
1 GBS Business Counselor. Send me your
I free brochure without obligation.

I
I
1
I
1
I
I

1 Name
I sam
I city /smcuzip
1
;'
1
1 '°
717'. 1
L - -- - -- -- - -- � - � -� -� - � - �
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div. of Chesebrough Ponds Inc. He is a
member of Bridgeport Chapter.
Michael Fortunato, Latrobe, Pa., is now
treasurer of Newcomer Products, Inc.
Member of Westmoreland County.
Howard W. Quimby, Middletown,
Conn., has been promoted to manager
of purchasing for North and Judd, Wilcox and Crittenden Div,, of Gulf &
Western Manufacturing Co. He is a
member of Bridgeport Chapter.
Roger J . Palmer, .Milwaukee, has been

Years of serving companies nationwide provide us with a direct line to outstanding upcoming positions in the S24K , range —
most of them unpubli shed. For an i n - depth
vi ew of e xc epti ona l c ar eer oppor tun i ti es i n
your di sci pli ne, c all us c ollec t, i n f ull c onf i dence, at (617)
8- 3451, or send resume to:

90z9aw
ASSOCIATES

elected treasurer of Bucyrus -Erie Co.
Thayer C. Smith, Nashville, has been
promoted to vice president of the First
American National Bank. He is a member of Durham Area Chapter.
Glennell C. Forinash, New Orleans, has
been named assistant vice president of
the Bank of New Orleans.
Robert E. Sefton, Oklahoma City, has
joined Organon Teknika (formerly CCI
Life Systems) as assistant controller.
Edward J. Halas, Park Ridge, N.J., has
joined Westburne Supply, Inc., as controller. He is a member of New York
Chapter.
Patrick M. Politz, Pittsburgh, has been
appointed assistant controller for Dravo
Corp. He is a member of New Jersey
Meadowlands Chapter... , C.E. Ryker
has been appointed vice president, corporate finance —major programs of
Rockwell International Corp. He is a
Member -at- Large, USA.

186 Forbes Rd., Department E
Braintree, MA 02184
Fee Paid Positions - Free Resume service

Certified Internal Auditor Program
The Institute of Internal Auditors, Inc., invites
applications for the permanent positron of Executive
Director of The Institute's Certified Internal Auditor
(CIA) Program.
The Executive Director reports directly to the
President, has responsibility for all activities of the
CIA Program, and assists The IIA's Board of Regents
in formulating and monitoring policies and
programs. The Executive Director provides overall
program leadership, develops and administers the
CIA Examination, and directs the continuing professional development of those certified.
Applicants should possess a doctorate degree or
the equivalent, have appropriate professional certification, substantial teaching experience, and proven
administrative and leadership abilities. Practical
auditing experience is desirable. Particular
consideration will be given to academic background
and experience with high -level examinations
Salary is negotiable. The position is available June
I. 1981. For full consideration. submit a letter,
application, and detailed vita to:

Director of Personnel
The Institute of Internal Auditors, Inc.
249 Maitland Avenue
Altamonte Springs, Florida 32701
4n equal employment opportunity, alhrmative action employer

io

Barbara J. Mullins, Shawnee Mission,
Ks., has been promoted to vice president of administration at Bride Co, She
is a member of Kansas City Chapter.
Raymond L. Kunkel, Jr,, Sinking
Springs, Pa., has been promoted to controller of Hoffman Industries. He is a
member of Reading Chapter.
Keith G. Turner, Spokane, Wash., has
been appointed executive vice president
of a new Coeur d'Alene company, Morgan Concepts. He is a member of Spokane Area Chapter.
Cliff F. Ricketts, Springfield, Mo., has
been promoted to assistant vice president of Co mmerce B an k. .. . John W.
Thurman is now manager of product
cost at Paul Mueller Co. Both are members of Greater Ozarks Chapter.
B. Charles Bono, II1, St. Louis, has
been named controller of Storz Instrument Co. _ .. G. Michael Nebel has
joined Federal Intermediate Credit
Bank as director of accounting —bank
operations.

PERSONNEL CONSULTANTS SINCE 1973

ExecutiveDirector

member of Florida Gulf Coast Chapter
and is currently on the Committee on
Research_

SUNDBY
St. Paul

KEENE
Pittsburgh

Ernest H. Artiz, Portland, Ore., has
been promoted to western region controller for International Paper Co.'s
wood products manufacturing organization. He is a member of Portland Columbia Ch apt er.. . . Patrick T. Howard
has been promoted to secretary-treasurer of Roberts Motor Co. He is a member of Portland - Willamette Chapter.
Janice L. McClintic, Providence, has
joined Tymshare Transaction Services,
Inc. as controller of the eastern region.
Carl Chiara, Sacramento, Calif., has
joined Main Hurdman & Cranstoun as
director of taxation. He is a member of
Oakland -East Bay Chapter
John L. Hanson, Sarasota, Fla., has
been appointed to serve as assistant
dean of the School of Management and
Business, University of Sarasota. Mr.
Hanson is vice president of finance and
treasurer for the Electro Corp. He is a

Lowell K. Anderson, St. Paul, Minn.,
has joined Borchert- Ingersoll, Inc. as
controller. He is a member of Minneapolis Viking Chapter.
Leroy A. Sundby, St. Paul past president, has been named controller for
Burlington Northern Inc.
Edgar M. Darnall, Sunnyvale, Calif.,
has been named manager of ASD Financial Analysis & Support at Lockheed Missiles & Space Co. he is a member of San Jose Chapter.
Stephen M. Bader, Tacoma, Wash., is
now business manager at Tacoma Radiation Center. He is a memb er of Mt.
Rainier Chapter.
Ben O. Howell, Jr., Thomson, Ga., has
been admitted to partnership of Farr,
Howell, Tyler & Co. He is a member of
Augusta Chapter.
Lynn J. Helminski, Toledo, has been
promoted by the Lane Drug Co. to controller for the Ohio div. of Peoples Drug
Stores.
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John Hozik, Washington. (D.C.), past
president, has been named a partner of
Arthur Young & Co.
Milton J. Keene, Washington, Pa., has
been elected vice president and treasurer of Jessop Steel Co. He is a past national director and Pittsburgh Chapter
past president.
Michael G. Joneson, CMA, Waverly,
Iowa, has been named assistant vice
president — controller at Lutheran Mutual Life Insurance Co. He is a member
of Waterloo -Cedar Falls Chapter.
Lee C. Harren, Wayzata, Minn., has
been named a partner with Copeland
Buhl & Co. He is a member of Minneapolis Viking Chapter.

J . Charles Stracuzzi, Webster City,
Iowa, has joined Modern Farm Systems, a division of Blount Inc., as vice
president of finance. He is a member of
Racine /Kenosha Chapter.

of the Council for Noncollegiate Continuing Education (CNCE), a nationally recognized accrediting agency.

In Memoriam
Author
Frank R. Molitor, Edison, N.J., has
published a revised second edition of his
text, Accounting and Computing Systems for Profit Improvement. He is a
member of East Jersey Chapter.

Organization Service

Walter G. Williard, Winston - Salem,
N.C., has been promoted to manager —
international taxation in the R.J. Reynolds Industries, Inc. tax dept. He is a
member of Piedmont Winston -Salem
Chapter.

William J . Key, Memphis, has been
elected president of the Broadcast Financial Management Assn., a nationwide association of the top financial
people in radio, television and cable. He
is controller of WHBQ -TV and Radio,
and assistant controller of the parent
company, RKO Broadcasting.

Lewis L. Amick, York, has been named
controller of Sears, Roebuck and Co.'s
Washington store.

John E. Vavasour, New York, NAA
managing director of member and chapter services, has been elected president

Bong Sik Chung, 34, Hawaii, 1977.
Donald E. Evanson, 50, Lake Superior,
1956,
G.C. Hetlage, 88, St. Louis past president, 1931. Emeritus Life Associate.
Everett Isaacson, 54, Salt Lake Area,
1967.
Roy T. Kieft, 78, Phoenix, 1947. ELA.
J.J. Lanczycki, 6l, Fall River -New Bedford, 1969.
H.R. Orvis, 66, Los Angeles, 1948.
Armando Porto, 59, Long Island -Nassau, 1972.
Ronald F. Sarvis, 53, Mobile, 1973.
Chester M. Surdyk, 66, Detroit, 1949.
ELA.
Geraldine A. Taylor, 38, Memphis,
1978.
Thomas H. Thorns, Albany, 1948. ELA.
John N. Tice, 61, New Jersey Meadowlands, 1959.
William D. Wallin, 64, Chicago, 1951.

FinPlanl, the Professional Computer Forecasting Tool.

FinPlan features —
- Complete reporting, ratios, graphs
• Multiple calculation functions
• Ease of use
• $1,350 License fee
FinPlan stimulates —
• Business planning productivity
• Quick evaluation of business opportunities
DEVELOPED AND IMPLEMENTED BY CPA'S
INSTALLED NATIONWIDE
Ask about our other popular accounting software for
• IBM System /34 and 32
• IB M 5120/5110 Systems
CALL OR WRIT E T ODA Y

Ites

System/34Small Business
Financial Planning
andModelingSystem.

ID D E N

IiG

64
AccounTech
AccounT ech Systems
28104 Orchard Lake Road
Suite 108

Farmington Hills, Michigan 48018
313/626 -0770
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New Products /Services
New commercial software for the PDP11 -based DEC Datasystem business
computer systems is available from Digital Equipment Corp.'s Commercial
Products Group. Designed for use by
commercial OEMs, the software is
called DIBS -11, for Digital Integrated
Business System running under the
CTS -300 operating system. The package
contains software modules for accounts
payable, accounts receivable, payroll,
invoicing, order entry, inventory control, and general ledger. Each module is
programmed in DIBOL (Digital's Business- Oriented Language). Phone Joseph C. Nahil, (603) 884 -5101.
Wang Laboratories has added word
processing to its 2200 series small
business computer. Word processing
functions, supported through a new Integrated Information System work station, include a wide range of document
editing, creation, print, storage, and filing capabilities. In addition, the new series has all 2200 telecommunications facilities and capabilities. The addition of
word processing to the 2200 series was a
response to the growing demand for
dual DP /WP functionality in the expanding small business computer and
office automation marketplace. Phone
( 617) 459 -5000.
The Service Bureau Co. is offering a

new system for small and medium -sized
companies called Control Business System which can be operated by individuals with no data processing experience.
Functions include order entry and billing, inventory control, accounts receivable and sales, purchase order control,
accounts payable, general ledger and
payroll. Users can buy only what they
need. As their businesses expand, so can
their computerization. For further information, contact Alan Caminiti or
Bill Warner at (203) 622-2000.
Audyxx Corp. has developed a data
processing system that combines state of -the -art processing features, special
software, and a system growth path for
medium- to large -sized public accounting firms. Model 216 offers expansion of
up to 12 operator workstations, up to
800 megabytes of on -line data storage,
and increased remote communications
capabilities. An accounting firm with
numerous customers in remote locations can use portable terminals during
on -site audits, write -ups and other accounting tasks. Then, once the information has been collected, it can be transmitted over ordinary telephone lines to
the accountant's headquarters where
the 216 will begin generating the needed
reports, forms and studies. For further
information, call David H. Couchman,
( 301) 657 -4500.

Wang's 2200 series adds word processing capacity.
72

WP /34 expands system capabilities.

WP /34, a software package developed
by Financial Software, Inc., makes it
possible to use IBM System 34 data
processing equipment as a full- function
word processor with the capabilities of a
stand -alone word processor. Under the
system, both data processing and word
processing functions can be undertaken
simultaneously. No additional hardware
is necessary when System 34 owners use
this package which requires no user
programming. The system uses a large
disk, eliminating the need to change
from diskette to diskette when preparing lengthy documents. Call George F.
Insko, Jr., 1- 800 -241-8291.
IBM has new software that can help
simplify accounting procedures and
make financial data more readily available. The IBM Interactive Financial
System (IFS) allows accountants,
working at video display terminals, to
interact directly with a computer —en tering, validating and posting transactions as they occur. IFS-can help keep
management abreast of financial conditions through profit- and -loss statements, financial status reports and balance sheet reports. To help minimize
accounts receivables and reduce operating costs, IFS includes modules that allow accountants to specify payment
conditions, such as optimal discounts,
and to allocate payments to open items.
Phone ( 914) 696 -1900.
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YOUR

HIGH CONTENT COURSES

C H I CLA1.G O

l

THINK

18
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HYATT REGENCY O'HARE

i

*

I

WED. /'1HU`./FR1.
*Flexible Budgeting and
Performance Reporting

*Developing and Using
Standard Costs
*Internal Control for
Management Accountants

THU. /FR1.
*Advanced Standard Costs
for Manufacturing

1

-Accounting for Foreign
Operations

• Free Market Pricing of
Financial Services

`

*Financial Accounting
Standards Review

*Management Accounting
for Hospitals

-Information Systems
Management
*Statistical Sampling for

•Modern Budgeting Methods
for Local Governments and
Nonprofit Institutions

MON. /TUE./WED.
*Data Processing — Concepts
and Information Systems
1

T ANK

MON. /TUE.
•The Controller: Role
and Techniques

Accountants and Auditors

`
1
'

I

.

(

*Retail Financial Control
Systems

i

•Management
Science
for
Budgeting and
Profit Planning

Communications and
Report Writing

• Marketing Fundamentals

career great mileage for your money
take a course today.
=A c c re d i t ed b y t h e

.

Council for Noncollegiate
Continuing Education

for the Management
Accountant
11

_

k :

A _
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(Please type or print)

I Name
Title
II Division,
Plant or Office

I City, State, Zip Code
Principal Product or Service
II Firm'sNAA
Member (Chapter)

2 day course
I 3 day course

Business Phone
(Account No.)

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

1

Dates

Location

1.

$
—

—

—

—

—

—

—

—

—

340
445

I technical materials.
"Nonmembers: The differential
I per Course for nonmembers may be
Fee

$

—

290
395

The fee for refreshments,
NAA Courses and
includes
I luncheons,
all daily

Nonmember

12

—

Registration Information
To register for any Course listed, fill
out and return the registration form
I together with your check to:
I National Association of Accountants
919 Third Avenue
New York, N.Y. 10022
Att: CEP Registrar
■
I (212) 754.9758
Fees
Members Nonmembers*
I 1 day course
$145
$170

Social Security No.

I Company
Street Address

—

FUEL...

NA A' s Co n ti nu in g
Education Program gives your

'Economic Evaluation of
Capital Expenditures

Fixed Assets
IlI -Accounting for Leases

CEP

I

Design

WED,
•Management and Control of

WITH

— _

applied
to NAAagainst
membership;
orofit
I may
be applied
the dues
NAA memberThe
of the
same firm
I an
(organization).
differential
may
be used anytime after the Course is
completed and before June 30, 1982.

P.S. CEP—Prestige courses priced lower rated higher!

'
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If you've been interviewing too many candidates
for accounting, financial or edp positions,
call Robert Half.'
If you're a busy executive, your time is
valuable. That's understandable.
If you're a concerned executive, you want
to make certain your company hires the best
personnel. That's understandable, too.
For 32 years we have probably filled more
financial and edp positions than all other
recruiters combined.

We're specialists concentrating in limited
markets where we know the best people and
where to find them.
We are success - oriented. Fees are earned
only when you hire our candidates. And
these fees are backed by a liberal guarantee.
Cut down on your interviews. Interview
only the right people. Call Robert Half.

1W
ROBERT OOLF
accounting, financial and edp personnel specialists
0
ALBUQUEROUE • ALLENTOW N • ATLANTA • BALTIMORE • BIRMINGHAM • BLOOMINGTON IMNI • BOSTON -BUFFALO - CHICAGO• CINCINNATI • LITY OF COMMERCE
ICAI • CLAYTON • CLEVELAND • CLIFTON INJI • COLUMBUS -DALLAS- DAVENPORT • DAYTON • DENVER • DES MOINES • DETROIT • FORT W ORTH • FRESNO- GRAND
RAPID S • GREENSBORO • HARTFORD • HAYW ARD • HOUSTON • INDIANAPOLIS • JACKSONVILLE • KANSAS CITY • LEXI NGTON • LONG ISLAND • LOS ANGELES
LOUISVILLE-MEMPHIS • MIAMI • MI LW AUKEE • MINNEAPOLIS • NEW ORLEANS • NEW YORK • OMAHA • ORANGE ( CA) • PALO ALTO • PHILADELPHIA -PHOENIX
PITTSBURGH • PORTLAND • PROVIDENCL • SACRAMENTQ • ST. LOUIS • ST. PAUL • SALT LAKE CITY • SAN ANTONIO • SAN FRANCISCO • SAN JOSE • SCHAUMBURG
IILI • SEATTLE • STAMFORD (CT) • TAMPA • W ALNUT CREEK (CA) • WASHINGTON, D.C. • W ILMINGTON
CANADA: CALGARY • TORONTO • VANCOUVER • GREAT BRITAIN: BIRMINGHAM • LONDON
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