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A Cash Flow Model for the Future

12

By William L. Ferrara
Will accrual accou nting finally give way to a cash flow orientation in financial reporting?
The answer is "yes," especially with today's emphasis on accounting for inflation, evaluating p erfo rman ce, and a desire to have consistency between decision models and financial
rep orting. Here is how a cash flow alternative to the traditional accrual accounting statements would look.

Looking at Inflation — Realistically

22

By Frederick D. Finney
If nothing else, th e FASB's FAS No. 33 is forcing companies to take a long, hard look at
the imp licatio ns o f inflation's im pact on a com pany. A few exam ples delineate the stark
dimensions of th e problem facing corporations.

Current Capital Budgeting Practices

26

By Suk H. Kim and Edward J. Farragher
As a rule, high -risk companies usually practice the latest techniques in capital budgeting.
Righ t? No t so, according to the results of a survey of Fortune 1000 com panies. As a
matter of fact, they tend not to employ sophisticated practices.

Financial Reporting: A Two - Perspective Issue

32

By Herbert E. Walter, Il, and J. Timothy Sale
Th e attem pt b y th e Financial Accounting Standards Board to create a new conceptual
accounting framework has many implications for the future of financial reporting. The issue
can be clarified b y looking at financial reporting from a theoretical basis and from an
implementation viewpoint.

Using Accounting Information to Assess Risk

38

By Patricia L. Schiedler
What valu e do es accounting information have in assessing a company's risk? Which accounting numbers provide the most information to the user about risk? A review of relevant
emp irical research in the area provides interesting insights.

Management
Accounting
Issue

Forecasting at Hewlett- Packard: Finding a Better Way

45

By Robert Stanton and Edward A. Drury
First H -P had to measure the forecast error in predicting demand for replacement parts for
electro nic instrum ents. Then it could develop a m ethod, understandable by both m anagemen t an d users, to minim ize the weaknesses in forecast methods.
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Financial Planning and Evaluation for the Nonprofit Organization

50

By Anthony J. Gambino and Thomas J. Reardon
The near collapse of the cities of Cleveland and New York has catapulted nonprofit accounting into the front pages. A new NAA study, summarized here, examines the state of
the art of nonprofit accounting.
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Planning and control are two of the most vital functions performed by management
accountants. The July issue features three articles on this theme including a discussion of
how management accountants can make a manufacturing control system more effective.
In August we focus on international issues; in September, emphasis is on controllers and
financial officers, and the October issue looks at a major concern today in American
industry: productivity.

Cover: Light emitting diodes. Photo courtesy of Hewlett- Packard Co.
Views expressed herein are authors' and do not represent Association policy unless so stated. Reprints of articles appearing in any issue of MANAGEMENTACCOUNTING are available from NAA's Special
Order Department.
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PRESIDENT'S PERSPECTIVE

MANAGEMENT
ACCOUNTING
(ISSN 0025 -1690)

Progress in Professionalism

—

In the broad sense, the objectives for the year 1980 -81 could be stated as continuing and accelerating the enhancement of NAA's role as
the leading professional association in the field of management accounting through increasing both the
sphere and the quality of our influence. I
believe we have made significant strides
forward in attaining these objectives but
they remain of continuing importance.
Recent times have sounded the discordant notes of economic uncertainty, never ending change, political conflict, and declines in productivity, etc. Certainly these
factors have sown the seeds of confusion
and spawned a lack of confidence and
trust in the principles which have made our
country and our profession great. Worse
yet, our motivation —the desire and commitment to manage our affairs —may be seriously impaired by the frustration of coping with these events.
Think about it —the consequences of lack of confidence, of distrust
in principles that have guided us in the past, of loss of motivation on
both the personal and corporate level. These are consequences to be
feared and fought with all of the vigor at our command.
Even the generic terms used to describe our society convey strong
overtones of conflict. We've come to use and accept terms such as
"big business," "labor," "government," "consumer," "environmentalist," always with the implication that each is a being unto itself with its
own narrow objectives and highly guarded self interest. But, we must
pause to remember that:
Business is people
Government is people
Labor is people
Consumers are people
Environmentalists are people
People endowed with homes and hearts, sensing responsibility, having the capacity to communicate, to understand and to be understood,
and endowed for the most part by their Creator with a personal sense
of ethics, social responsibility and fair play.
Our Association as a leading body of professionals has a unique
opportunity through its membership to be of special and significant
service to our society in providing effective representation in the establishment of accounting, financial and economic standards to benefit all
segments of our society.
I am confident that as we proceed— standing firmly on the foundation of achievement accomplished by our Association —we as management accountants can and indeed will succeed in exerting our influence on the management of business, national and economic lives.
And we shall do so with confidence, with trust, with integrity and most
of all with respect and concern for our fellow man.
ROBERT J. DONACHIE
President, 1980 -81
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Management
Accounting
Practices
Louis Bisgay, Editor

NAA on Liquidity and Funds Flow
The Management Accounting Practices (MAP)
Committee commented extensively on the Financial Accounting Standards Board's discussion memorandum, Reporting Funds Flows, Liquidity, and Financial Flexibility (MAP, March
'81) . In a 10 -page letter, the MAP Committee
expressed satisfaction that funds flow information may be given greater emphasis in the future than it has to date. Caution was advised,
however, that the increased emphasis on funds
flows ought not to be deemed a substitute for
the income statement, which, over a period of
years, the Committee feels is preferable to a
cash basis of earnings as a measurement of
the annual change in the economic health of an
enterprise. Other points emphasized in the letter were:
• Funds flow statements have their principal
value in disclosing the funds flow from three
major components of an enterprise's activities- operations, investing, and financing.
• As a single focal point of funds, the change
in cash and short-term investments (or cash
equivalents) is more meaningful than changes in working capital or net monetary assets
and therefore is the most preferable of the
concepts indicated in the DM.
• If it is intended that a funds flow statement
indicate potential problems such as that
which existed at W. T. Grant Company, a
more useful focal point may be an enterprise's requirement for external funds.
A report on NAA's participation in the FASB
public hearing will appear next month.

Other MAP Comments
Copies of the following comment letters ( and
the funds flow letter) may be obtained from
Ms. Rosemarie Coppola at the national office:

FASB- Accounting for Product Financing Arrangements
FASB- Revenue Recognition When Right of
Return Exists
SEC - Separate Reports of Other Accountants

Legislation Urged for Governmental
Accounting
A bill recently introduced in the Senate would
establish an Institute for State and Local Government Accounting and Financial Reporting
Standards. The proposed Institute would comprise members from federal, state, and local
governments, public accounting, the financial
analyst community, and the general public.
Readers should not confuse the Williams proposal with the proposed Governmental Accounting Standards Board (MAP, May '81)
that has been proposed by an organization
committee. That committee held hearings in
May; coverage of the hearings will appear next
month.

FASB Issues Two Statements
The FASB published two Statements of Financial Accounting Standards —No. 45, Accounting for Franchise Fee Revenue, and No. 46,
Financial Reporting and Changing Prices: Motion Picture Films,
Statement No. 45 confirms certain principles
set forth in 1973 in an industry accounting
guide published by the American Institute of
CPAs. It establishes accounting and reporting
standards for franchisors. The statement is effective for years beginning after June 15, 1981.
Statement No. 46 reflects the doubts on the
part of the FASB about the feasibility and usefulness of current cost measures for motion
pictures. The statement will be in effect while
the Board continues to work with the motion
picture industry to improve ways of reflecting
the effects of price changes on films. It allows
optional use of either current cost amounts or
historical cost /constant dollar amounts for film
and related expenses. The statement is effective for fiscal years after March 31, 1981.

SEC Issues PP &E Proposals
The Securities & Exchange Commission has issued proposed disclosure requirements for
property, plan, and equipment and related accumulated depreciation. Disclosure would be
made by industry segments of nondepreciable
Continued on page 53
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Management
Information
Systems
Grover Porter, Editor

Simulation: a MIS Tool
While there are a number of powerful tools in
the MIS bag, digital computer simulation is the
tool with the greatest potential for management
planning purposes. Simulation here is referred
to as "the use of a model of some system in
which the essential characteristics of the system are represented by arithmetic and logical
processes that can be executed on a computer
to predict over time the dynamic properties of
the system." The model may be manipulated
on the computer in ways impossible or impractical to perform on the actual system being represented. As a result, the dynamics of the behavior of the real -world system may be inferred
by the operation of the model.
While simulation may not always lead to the
optimal solution to a problem, it is frequently
"the only game in town" when it comes to providing the relevant information required by
managers in their search for the solution to a
problem in a complex structure. A carefully
constructed, realistic simulation model provides
a laboratory environment in which to make observations
under controlled
conditions.
Through simulation managers can study the effects of certain informational, organizational,
and environmental changes on the operation of
a system by making alterations in the model of
the system and observing the effects of these
alterations on the system's behavior.
The success of a computer simulation system is highly dependent upon integration of all
feeding and using systems. Of even greater importance than the technical integration problems, however, are the human problems associated with computer -based planning systems.
As discussed in a growing number of articles
and books including the NAA research study,
The Implementation of Computer -Based Mod8

els, the participation and cooperation of the
people who control the flow of information to
and from the computerized planning system
are essential to the success of computer -based
planning.
Computer simulation systems, as a planning
tool for top -level officers in a few leading companies, have been in use for several years, Yet
only in the past few years, as uncertainties
about the business climate multiplied, did the
demand for computer -based planning models
increase and the use of these models gain wide
acceptance among corporate executives. Today, top -level officers at most leading companies only have to push a button and the computer will sort through hundreds of "What If ?"
scenarios to predict the consequences of specific management decisions.
60 % Use Models
A Harvard Business Review survey in the
July- August 1980 issue documents the fact that
the use of computer -based planning models
has come of age. About 60 % of the companies
responding to its survey are using computer based planning models, including somewhat
more than half of the manufacturers. The planning models are used more widely in the banking, finance, and insurance fields, where about
75% of the firms use them, which is not surprising given the financial orientation of many
modeling applications.
Indeed, financial planning is by far the most
popular application in the 245 responding companies using models; 85% use their models for
this purpose. Annual budget planning and general corporate planning are applications employed by about 60% of the companies. More
important, the majority of these managers indicated that their experience with using computer
simulation systems in the planning process was
"quite favorable."
The following hypothetical computer simulation example illustrates how this powerful MIS
tool may be used successfully in the management process.
The PDQ Company has a computer -based
planning model on -line for management use.
Among its many uses, the model is used to answer "What If ?" questions posed by management regarding new product projections.
PDQ is considering launching a new prod uct—a natural laxative. The marketing department assumed that the company could sell five
million units of the new product annually in the
United States, with a marketing cost during the
first year of $3 million. Based upon information
provided by the engineering and production departments, the accounting department QstimatContinued on page 53
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"Three years ago, I got fed up with slaving for a
salary. Now I'm a Comprehensive accountant, and I've
more thantripled myincome!" _Joe Donahue Denver Colorado
I'm an accountant. And I'd
like to tell you about the
opportunities I found with
COMPREHENSIVE '' .

I always thought my career
choices as an accountant were
limited to heading for one of the
"Big 8" firms, getting lost in a
corporation, or going it alone. I'd
always wanted to own my own
practice, but working for
someone else meant I didn't
have that core group of clients
to get me started.
The n I re ad about
COMPRENENSNE's nati onwi de

network of independent local
accountants. Local to let me
keep in touch with myself and
my market, and national to
provide all the back -up and
support I'd never have if I were
strictly on my own.
You mi ght say C OMPREHENSI VE

helps you be in business for
yourself without being in
business by yourself.
W hat Is COMPREHENSIVE?
COMPREHENSIVE is the nati on' s

largest franchisor of bookkeeping, accounting and tax
services, with more than 19,000
small business clients of all
kinds handled every month with
a system developed through 30
years of successful experience.
Nearly 200 independent
accountants utilize
COMPREHENSNE' S c entralized

computer system to provide
monthly services to their clients.
Fast. And with a lot fewer
headaches.
W ith C OMPREHENSI VE, I 'm

backed by a team skilled in
accounting systems, practice
management, sales and
marketing, taxes and more.
Plus a national advertising
program to attract and pre -sell
new clients.

How many clients?
By now, you've probably
f ou nd th e ave r a ge C O MPR EH E N S I VE a c c o u n t a nt h a s a b o u t

90 clients. That's right -90
clients! And each one receives
close, prompt and personalized
monthly contact and service.
Many accountants in the
system have even more. In fact,
my own personal client list now
tops 140!

How do I do it? With our
exclusive system, it's really not
too difficult And here's what I
give each and every client
every month:
• Operating statement for both
the current month and
year -to -date, with
percentages for both
• Complete bank
reconciliations
• All tax returns
• Itemized employee payroll
records
• Detailed supporting ledgers
by account for each item on
the operating statement
• Balance sheets as necessary

What about money?
Before I became a
COMPREHENSI VE ac c ountant, my

salary was $20,000. That was
three years ago, when I was 31.
So you know I'm not a
remarkable genius.
I'm not one of those Harvard
B- School types either. My
degree is from Mankato State
College in Minnesota. And
believe me, there were times I
thought I'd never get through. I
finally did, though, in 1967, and
went to work as an internal
auditor with Control Data.
Almos t ten years and two
jobs later, I'd had it. I was tired
of slaving for a salary and going
nowhere. The time had come to

make a major decision —both
about my career and my life.

'These sales, prof its or
earnings are of a specific
franchise and should no t be
considered as the actual or
potential sales, profits or
earnings that will be realized
by any other franchise. The
franchisor does not represent
that any f ranchisee can
expect to attain these sales,
profits or earnings. There are
currently 190 accountants in
the f ranchiso r's A ssociate
and Affiliate Programs. Mr.
Donahue is in the Aff iliate
Pro gram, which began in
1976. Of all Affiliates in the
pro gram who had co mpleted
at least one full calendar year
in practice as of January 1,
1979, six o f 34 individuals (or
18 percent) achieved
annualized billings In excess
of $5,500 per mo nth during
their f irst calendar year in
Practice. Of the six Affiliates
In practice for at least three
years as of July, 1979, gross
annualized billings ranged
from a low of $65,969 to a
high of M r. Donahue's
$213,543 with a median of
$107,497. Of these, only one
individual attained billings of
less than $100,000.

What happened?
I quit. And moved my family
to Colorado. where I hardly
knew a soul.
Most importantly, though, I
bec ame a C OMPREHENSI VE

affiliate and invested in my
future.
COMPREHENSIVE tr ai ned me to

use complete systems, from
marketing and sa le s through
production. The system is so
sound, it's almost incredible)
All the tools are there. You
don't have to be an inventor.
And I certainly don't consider
myself a super salesman. I'm
still nervous whenever I make a
new presentation.

Back to money
In my first year, I attained 59
monthly small business clients
and was billing at an annualized
rate of over $5,500' a month.
By July of 1979, my client list
was up to 142 accounts, with
annualized billings averaging
$17,800' a month.
That means an annualized
gross of over $213,000' after
only three years!
Cash is important, and it has
to be there. But real success is
a lot more.
I'm my own boss. I work for
myself and own my own
practice. I'm building equity
for the future. And I have
employees who depend on me.
Best of all, I'm committed.
And I've proven a lot of things to
myself that I always dreamed
about.

Legalese
Can you do as well as I did?
There are no guarantees. There
are certain statements, though,
required by the FTC and state
regulatory agencies. So here
they are:

Now what?
Obviously, you're not going to
rush out and invest in becoming
a C OMPREHENSI VE acc ountant

I ust on my say so.
So get the facts. Ask for
complete information on
earnings and profits of all
cur rent C OMPREHENSIVE

accountants, including me, Joe
Donahue. There's no obligation
—and it could be the most
important move you'll
ever make!

Call M. K. Savage
Toll free (800) 323 -9000

i

Anywhere in the Continental U.S.
In Illinois, call collect (312) 898 -6868

r m m m m m m

m
i
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I'd like to know more about my
' opportunities as a CO MPREHENSIVE accountant!

1

Na me
' Addr ess
' City
Phone .

State

Zip

(Best time to call)

' Mail to: Comprehensive
Accounting
2111 Comprehensive
Drive,Corporation
Aurora, Illinois 60507'
Joe Donahue, a
COMPREHENSIVE of iliale
in Denver, Colorado

C frn flv i PREHENSOME
accounting corporation
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Opinion
Robert L. Shultis

The Many Faces of Productivity
Probably most common among the buzz words
currently prevalent is "productivity ". High productivity is good. Low productivity is bad. Our
economy allegedly suffers in comparison with
Japan's or Germany's because our productivity
is lower than theirs. As one frightening example, did you know that according to a recent
issue of the Kiplinger Washington Letter, the
Japanese, Germans, Russians and members of
the Soviet bloc now get between 70 and 90%
of the patents granted each year in the United
States in many high technology fields and critical industries such as textiles and automobiles? If one were to believe the advertisements from certain industrial development
commissions, "productivity" of area "X" or
state "Y" is "36% above the national average," although what the base is, or how it is
calculated, is not reported.
In fact, is there any generally- agreed -upon
definition of productivity or generally accepted
measurement of productivity? We think not.
Productivity means many things to many people and therein lies one further opportunity for
the management accountant to serve his organization and to serve himself. Even within the
purview of the average management accountant, there is plenty of opportunity to create and
contribute.
First of all, the management accountant and
his or her assistants must be productive themselves. This most assuredly doesn't mean
measuring one's productivity by the number of
hours one crams into his work schedule. There
are times, of course, when that is important, but
not always. Haven't we all run into organizations where little if anything is accomplished
during the normal working hours, but then
things pick up speed late in the afternoon and
continue on into the night? That may be the
work ethic of a particular organization, and the
workers may be rewarded accordingly, but it is
hardly productive. What the management accountant and staff accomplish is the only true
10

measure of productivity. So this is one area
where the management accountant can be pro ductive—in his or her own habits. And, in the
long run, it is probably the most important.
Then, we can move up a notch to the productivity of an individual function or an individual department. While there are classic measurements of productivity within homogeneous
groupings, with which we are all familiar, there
must be varying measures for varying situations. The productivity of a packaging line cannot be measured in the same manner as the
productivity of a research group. Alternative solutions to specific problems ( more people versus more mechanization, for example) require
alternate measures of productivity. The management accountant, as the in -house expert in
analysis of quantitative data, must point out,
where appropriate, that output per labor hour is
not the only measure of productivity. Productivity of capital, however measured, may be more
meaningful in a particular situation.
Up from the departmental level is the plant,
where productivity measures and trends are
needed for the plant or other self - contained
unit. These units may well require a combination of measurements which will challenge the
technical and creative abilities of the best of
the management accountants.
The trade -offs and alternatives open to management are complex and the pitfalls are many.
Decisions made on the basis of too simplistic
an analysis can have a devastating impact on
the plant bottom line —and the reverse is true
as well. A competent analysis and measure of
the pertinent factors involved can contribute to
decisions leading to a positive impact on organization profits. When one method of measuring productivity —and one alone —is used to
compare the relative performance of plans,
managers are quick to learn the rules of the game
and react accordingly. Their actions, of course,
may not be in the best interests of the firm.
Finally, there is the level of the firm itself.
How productive is it and how does its productivity compare with similar organizations? The
price/earnings ratio is perhaps a gross indication, but other measurements can and should
be used.
This brief litany of some of the problems of
productivity clearly shows that much remains to
be done. No one has the one best way —in fact,
there can be no one best way —but there must
be continued experimentation to help improve
productivity in all segments of the economy.
Productivity must increase, and to achieve this,
measurement of productivity must be appropriate to the problems at hand. Accounting principles have little to contribute to the solution of
Continued on page 53
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Letters
TO THE EDITOR
Appreciates Support

Ever get the feeling when
your work is behind, you're alone?

The Board appreciates the public expression of NAA's continued support
for our efforts and the exhortation that
NAA members do likewise. (Opinion,
March '81)
Your comments on the business combinations project are timely because the
Board reassessed the need for action in
that area at its March 18, 1981, open
meeting. A copy of your column was
circulated to the Board and appropriate
staff persons for their consideration in
advance of the meeting. Our staff has
been seeking the views of knowledgeable persons regarding the need for revised standards on accounting for business combinations. We have been surprised at the number who tell us that
the existing standards seem to be working reasonably satisfactorily and who
advise against reopening Opinion 16.
Donald J. Kirk.
Chairman, FASB
Stamford, Conn,

1

1

Start Improving Image on Campus

MANAGEMENT ACCOUNTING /JUNE 1981

We'll help you catch up on your
accounting, bookkeeping and edp.
w 0 f 9 a n i l a l i o n
amun

Regarding the "In Praise of the CPA/
Management Accountant" letter by Anthony LoSecco (Nov. '80): the image
"problem" has its very roots in the
opinions of assistant professors like Mr.
LoSecco. He states, "your typical student starting out in accounting would
like to become a partner in a major
CPA firm."
1 wonder if the "typical" freshman
accounting student is ever exposed to
the tremendous variety of potential job
opportunities available in industry
which could very well lead to the same
or greater levels of compensation that
CPA partners now enjoy, If the college
professors in beginning accounting
courses are dismissing management accounting as "less accounting and not
much more of anything else," I don't
see any future for enhancing the image
of the management accountant.
I believe the place to start enhancing
Continued on page 51
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A Cash Flow Model
for the Future
A workable cash flow financial reporting system definitely is within
reach —but will traditionally conservative accountants buy it?

William L. Ferrara, a
CPA, is professor of
accounting at the
Pennsylvania State
University. He received
his Ph, D. degree from
Michigan State
University. A past
national vice president
of NAA, Dr. Ferrara is
on the Board of
Regents of the Institute
of Management
Accounting. He is a
member of the Central
Pennsylvania Chapter,
through which this
article was submitted.

By William L. Ferrara
The economic impact of financial reporting standards plus the notion of a required consistency
between decision models and financial reporting
are pushing us inevitably toward a greater cash
flow orientation in financial reporting. Some accountants still resist this cash flow trend because
of the profession's traditionally strong predisposition toward accrual accounting, but the two reasons above may ultimately change their minds.
To illustrate the cash flow concept, I have set
up a cash flow counterpart to each of the traditional accrual accounting financial statements. Included are a cash flow version of the income statement, balance sheet, and "funds flow" statement.
Attention is given to segments of the firm as well
as to the total firm, and appropriate distinctions
are made among operating flows, invested capital
flows and financing flows.
Yuji Ijiri put the whole issue in perspective
when he said:
There has been a serious discrepancy between
the way in which investment decisions are made
and the way in which results of the decisions
are evaluated.
In investment decisions the primary factor is
cash flow . . . In performance evaluation the
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emphasis shifts to earnings ... The two ... are
often not reconcilable ...
Therefore, either investment decisions should
be based on earnings or performance evaluation
should be based on cash flow. The choice is
rather obvious, because the primary objective of
a business enterprise is cash flow. Earnings is
only a surrogate to represent performance of the
enterprise on this cash flow objective. And if
earnings do not tell how well a project or a division or a corporation is doing in terms of cash
flow, then the concept and measurement of earnings has to be changed. (Emphasis supplied).'
I tend to agree with Ijiri. For example, " .. .
before we try to promulgate rules concerning accounting for a specific transaction we ought to understand the decision model and related economic
factors behind that transaction. The ultimate ...
should be: Financial reporting practices for specific transactions should be consistent with decision
models underlying such transactions."
"Thus, there is really no choice but to convert
performance evaluation from accrual accounting
to cash flow accounting. Otherwise, we will put
managers in the intolerable position of making decisions one way and having their performance
evaluated another way.
Because of this dilemma we ought to be some"'
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Segments
A

B

Sales
Variable costs

Total
system
$65,000
29,000

$35,000
162 000

$30,000
13,000

Margin over variable costs
Identifiable fixed costs )excluding depr.)

$36,000
15,000

$19,000
8,500

$17,000
6,500

Segment flow
Corporate fixed costs (excluding depr.)

$21,000
5,000

$10,500

$10,500

Net flow

$16,000

Table 2
Beginning -of -Year Invested Capital Report

A

Segment
8

S 35,000

$17,000

613,000

Corporate
$

Working capital
Property plant and equipment
at cost
Total invested capital -at cost

Total
system

5,000

110,000

50,000

40,000

20,000

$145,000

$67,000

$53,000

$25,000

Table 3
Annual Operating Cash Flow ROI Data

Segment flow
Segment capital tat cost)

Total
system
21,000
120,000
17.5%

Segment ROI
Net flow
Total invested capital (at cost)

BOY'

Segments
A
6
$10,500
$10,500
67,000
53,000
15.7%

19.8%

16,000
145,000

-

1. Inventories on hand as well as in the hands of
customers ought to be valued at variable cost.
Thus sales for the period would include only sales
for which cash has been collected. Accounts
receivable in the traditional sense would becomea
parenthetical note attached to inventories in the
hands of customers valued at variable cost.'
2. With regard to payables, Ijiri's "constructive
cash flow" notion should be implemented so that
assets acquired with debt will be considered to be
acquired via a simultaneous cash inflow from
borrowing and a cash outflow to acquire an asset.
As stated by Ijiri,' this should draw a necessary
distinction between cash flow accounting (especially as recommended here) and thecash basisof
accounting, which is strictly based on cash receipts and disbursements.'
3. The distinction between corporate and identifiable fixed costs indicates a strong desire to maintain an allocation -free accounting framework.
4. Certain specific elements of cost ought to be
spelled out by giving them line item status within
the fixed and variable cost categories. A specific
case in point is research and development costs,
and perhaps even exploration and drilling costs in
the case of natural resource companies.

Table 1
Annual Operating Cash Flow Report

$

Table 1 contains a cash flow counterpart to the
accrual income statement. Note that both the total corporation as well as segments of the corporation are included. Also note that the direct costing
ideology is included via the distinction between
fixed and variable costs. An additional point to
note is the distinction between "identifiable costs"
and "corporate costs" similar to FAS No. 14, "Financial Reporting for Segments of a Business Enterprise."
A casual scrutiny of Table 1 might suggest that
the only adjustment to the accrual income statement is to disregard depreciation as a cost. The
following adjustments also ought to be considered, however:

$

A Cash Flow Income Statement

ed in Table 2. Both property, plant and equipment
and working capital are shown at cost. If desired,
current assets could be portrayed by including
current liabilities among "financing data" (see
Table 6). Also, investments in affiliates and unconsolidated subsidiaries could be included at
cost, with operating flows included on a constructive or actual cash flow basis in Table 1 and financing flows included among "financing data."
Table 3 shows how one could combine the operating flowsof Table 1 and the invested capital of
Table 2 into a "return on investment" report by
segment and total system. These ROIs are what
Ijiri refers to as the "recovery rate." Keep in mind
that the "total invested capital -at cost" denominator in the ROI calculation could be based on
some form of monthly, quarterly or annual average.
Ijiri used the ROI or "recovery rate" creatively.
He first identified the "recovery rate" as the reciprocal of the payback period and then, in effect
implicitly assuming the cumulative present value

-

what amenable to experimentation with cash flow
financial reporting. I have prepared a complete set
of suggested cash flow reports, including a revised
balance sheet and income statement, which I will
explain. At this time, the only thought is that
these reports can be a useful adjunct to today's
accrual reports. Tomorrow -who knows? Given
the number of people concerned about and working on the cash flow ideology, there may be sufficient refinement and unanimity to mandate a
greater cash flow orientation in financial reporting.

Net ROI
'

Cash Flow Invested Capital and ROI
Invested capital on a cash flow basis is illustratMANAGEMENT ACCOUNTING /JUNE 1981

11.0%

Beginning -of -year

1;1

factor is the payback period (stable recovery
rate), he estimated the discounted cash flow
(DCF) rate or internal rate of return. As he
pointed out, this procedure can be done easily at
the project and corporate level ( presumably also
the segment level) as long as one is willing to venture assumptions concerning stability of the recovery rate and estimates of the average economic
life of projects.'
I am uncomfortable with all this attention to
ROL recovery rate or DCF rate at the project or
segment level, however. The strategic planning
Table 4
Annual Capital Charge and Capital Recovery
Net flow
Capital charge
Total invested capital (at cost) - BOY
Less capital recovered - BOY
Net invested capital - BOY
Desired R01

$16,000
$145,000
20,000
$125,000
10% _

Capital recovered for the year

12,500
$ 3,500

process seems to require that ROI be considered
relevant only at a level of aggregation which may
be at the corporate or total system level.' In addition, the recovery of invested capital as well as the
return on invested capital or ROI must be discussed. Capital recovery must be addressed in any
meaningful cash flow system.
Capital Recovery and Net Invested Capital
A number of authors already have dealt with
the issue of discounted cash flow decision making
versus accrual accounting for performance evaluation. Their recommended solution was the adoption of annuity depreciation methods which
brought the discounted cash flow technology and
accrual accounting into agreement. Unfortunately, however, their illustrations essentially were
based upon single asset firms and did not describe

how the annuity depreciation method could be applied to the normal multi -asset firm.
I also recommend the annuity depreciation
method, but only at the corporate or total systems
level. This procedure avoids the aforementioned
difficulties of ROI at the project and segment level
plus the impossible allocation problem with regard to attributing actual cash flows to individual
projects and segments.
Annuity depreciation, as defined here, involves
the recovery of capital costs rather than allocation
per accrual accounting. Annuity depreciation addresses the issue of how much of your investment
you have recovered in cash over and above some
desired ROI rate.
Table 4 illustrates the calculations involved using the corporate or total systems data of Tables 1
and 2 and a desired ROI of 10 %. By combining
the invested capital data of Table 2 plus any
changes in invested capital during the year and
the capital recovery data of Table 4, we can produce an end -of -year invested capital report (Table
5) which shows invested capital at cost as well as
net capital recovery to date. Table 5 literally becomes the cash flow version of the asset side of the
balance sheet.
With regard to capital recovery in Table 4, the
determination of a desired ROI rate deserves
some mention. Theoretically it should conform to
the firm's cost of capital, however determined.
Pragmatically it also could be at minimum the
prime rate or the prime rate plus a few points to
allow for risk. Whichever approach is taken at
this experimental stage, data should be detailed
enough so that analysts can use their own notion
of a desired ROI rate.
A final point to mention with regard to invested
capital and capital recovery is the treatment of
asset trade -ins and dispositions. Consistent with
the cash flow approach and the calculation of capital recovery on a total system basis only, I recommend a treatment similar to composite or group

Table 5
End -of -Year Invested Capital Report
A

Segments
B
Corporate

35,000
3,000

$17,000
1,000

$13,000
2,000

$

Working capital - BOY
± Increases or decreases
Working capital - EOY*

$

Total
system

5,000
-0-

$15,000

$50,000
5,000

$40,000
15,000

$20,000
5,000

$135,000

$55,000

$55,000

$25,000

Total invested capital (at cost) - EOY

$173,000

$73,000

$70,000

$30,000

Capital recovered - BOY
t Increases or decreases

$ 20,000
3,500

Capital recovered - EOY

$ 23,500

Net invested capital - EOY

$149,500

$

$18,000

$110,000
25,000

$

38,000

Property, plant and equipment - BOY
± Increases or decreases
Property, plant and equipment - EOY

5,000

" End -of -year
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depreciation with no recognition of gains or losses
on trade -in or disposition. Assets should be removed from asset accounts at original cost, and
any difference between that original cost and cash
or other value received upon disposition should be
removed from the "capital recovery account."
Equity or Financing Data
Table 6 presents the equity side of the cash How
balance sheet. Note that it is in agreement with
Table 5, which pointedly illustrates that assets can
still equal equities in a cash flow framework.
The statement of equity or long -term financing
consists of both a long -term debt element and a
stockholders' equity element. Stockholders' equity, as illustrated, is composed of "paid -in capital"
and "retained capital charges," which is the sum
of annual capital charges shown in Table 4 less
interest and dividends. A favorable balance in
both retained capital charges and capital recov-

50,000
10,000
60,000

-

$

-

Long-term debt
EOY`
Stockholders' equity
BOY
Paid-in capital
Increases or decreases

$

-

Long -term debt
BOY
Increases or decreases

$

Table 6
End -of -Year Long -Term Financing Data

40,000
10,000
50,000
35,000
12,500
(5,000)
(3,000)

$ 39,500

Stockholders' equity - EOY

$ 89,500

Total long -term financing - EOY

$149,500

$

-

±

-

-

$

Paid -in capital
EOY
Retained capital charges
BOY
Capital charge for the year
Interest
Dividends
Retained capital charges - EOY

ered to date would indicate that the firm's cash
flows have been sufficient to earn a desired ROI
rate in excess of dividends and interest, which is
as it should be if a stockholder hopes to ultimately
receive a capital gain on his investment.
As is the case in accrual accounting, "gains or
losses" on capital stock transactions would be
confined to the paid -in capital account(s). Gains
or losses on long -term debt, however, would be
regarded as adjustments of interest costs previously included in the determination of retained capital charges.
Annual Cash Flow Summary
A summary of all cash flows is contained in
Table 7. Note that the cash flows are categorized
into operating, invested capital, and long -term financing flows. This summary is the cash flow
counterpart to the "fund statement" of traditional
accounting.
Now that the complete cash flow package has
been discussed and illustrated, let us consider how
one might evaluate the progress of the firm and its
segments using such cash flow concepts.

Segment
allocations
essentially
become
arbitrary so it !s
best to avoid
them.

Performance Evaluations at the Segment Level
At the segment level, cash flow evaluations
could proceed via the Ijiri ROI approach discussed earlier although segment ROls present a
host of difficulties. First there is the problem of
allocating corporate costs and corporate assets to
segments in order to make segment ROIs comparable to corporate ROIs. But allocations become
arbitrary, so it is best to avoid them -thus making
segment ROIs free of allocations.
Second, even allocation -free segment ROIs are
questionable in the context of the strategic planning process. Strategic planning addresses a port-

Table 7
Annual Cash Flow Summary

Total outflow
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-0-0-

-0•0-

-00

10,000
10,000

-0-0-

-0-0-

10,000
10,000

$36,000

$10,500

$10,500

$15,000

3,000
25,000

1,000
5,000

2,000
15,000

-05,000

4
0
-0-0-

00
5,000
3,000

-0-05,000
3,000
$36,000

-0-0-0-0•
6,000

$

-0•0-

$

Total inflow
Cash outflows
Invested capital
Increase in working capital
Purchase of property, plant, and equipment
Long -term financing
Retirement of debt
Retirement of stock
Interest
Dividends

A
$10,500

$

Operations
Invested capital
Reduction in working capital
Sale of property, plant and equipment
Long -term financing
Sale of debt
Sale of stock

Segments
8
Corporate
$10,500
$(5,000)

Total
system
$16,000

$

Cash inflows

$17,000

$13,000
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folio of segments wherein one measures "cash in
vs. cash out." Segments in which we invest cash —
cash users —are potential high growth segments in
which one hopes to obtain a high market share by
investing heavily in research and development, advertising and promotion, and facilities. The payoff
in such expenditures is in the future when the segment no longer needs expenditures because
growth has peaked and the former cash user becomes a cash generator. This cash generator then
becomes the source of cash for new cash users as
the process of corporate life continues to spawn
new segments to replace the old and dying which,
interestingly, provide the sustenance (cash) to develop the new and growing.
T a b le 8

Net invested
capital
turnover

x

Net flow
Sales

x

Sales
Net invested
capital

x

Net invested
capital
Stockholders'
equity

65,000
125,000

X

125,000
75,000

16,000
65,000

Financial
leverage

Return on
stockholders'
equity

21.3%
-

x

21.3%
-

Net flow
percentage

=

S o m e T y p i c a l Ra tios

The use of ROI at the segment level would
make a cash -using segment look bad and a cash generating segment look extremely good. In such
a case, ROI (and even accrual income) may force
such a short -range view onto management that
cash users may never be turned into cash generators and our old and dying cash generators may
be viewed as such high "profit" producers that
they deserve all of our investable resources.
At the segment level, evaluations should be in
terms of cash in vs. cash out as shown in the segment columns of Table 7. Furthermore, the segment operating flows ought to be spelled out in
sufficient detail that such items as research and
development and advertising and promotion are
line items. Then one can evaluate a cash user in
terms of how well it is proceeding on the road to
becoming a substantive cash generator. Similarly,
one then can evaluate a cash generator in terms of
how effectively cash is being generated. In both
cases, five years of historical (budgeted vs. actual)
data plus five years of projected data in terms of
cash flows and market share should be the predominant means of evaluation.
Cash Flow Performance Evaluations
at the Total System Level
At the total system or corporate level, financial
evaluations could be generated by Ijiri's ROI approach, especially if one could empirically rationalize an average corporate recovery rate and an
16

average economic life for capital expenditure
projects.'
The system I have described, however, seems
intuitively preferable because it allows for both a
return of capital (capital recovery) and a return
on capital (capital charge or desired ROI). The
main difficulty is with regard to determining the
desired ROI rate. At this stage I would recommend the prime rate or the prime rate plus, say,
2 %n in order to judge whether or not the total
system is yielding a return that a stockholder
should regard as the minimum and still be able to
cover interest and dividend payments."
Additional aspects of the evaluation scheme
could be an ROI based on the net flow ($16,000)
of Table 1 and the net invested or unrecovered
capital at the beginning of the year, shown in Table 5 ($125,000), which is $16,000/$125,000 or
12.8% This scheme could be refined further by a
return on stockholders' equity calculation based
on the net flow of Table 1 and the beginning -ofyear stockholders' equity of Table 6, which is
$16,000/$75,000 or 213%. Actually, using the
net flow of Table 1 and other data from Tables 1,
5 and 6,one can generate all the typical ratios of
accounting as shown in Table 8. One also could
use average balances rather than beginning or
end -of -year balances.
Our financial evaluation now relates to capital
charges being able to consistently cover interest
and dividend payments by some norm amount
and the steadiness (and perhaps increase) of the
components of and total return on stockholders'
equity. Ideologically we have retained a good deal
of traditional accounting. The main substantive
change is to a cash flow system.
Cash Flow and Inflation Accounting
The cash flow system just described should
make it much easier to account for the ravages of
inflation. All assets are dated and carried at original cost, and capital recovery, financing data and
operating flows are dated. The net result, then, is
an ability to speak of net invested capital or assets
as the unrecovered price level adjusted historical
cost in terms of cash flows. Even the gain or loss
on monetary items should present no difficulty.
Because we speak of unrecovered cost rather
than value,'' we have no problem with general
price level indices vs. specific price level indices
vs. replacement cost vs. current value. Staying
strictly with the notion of cash flows and the
hopeful recovery of more than was invested, we
can focus our attention on the general level of
prices and cash flow measured in terms of general
purchasing power.
The case has been made for a greater cash flow
orientation to financial reporting, which, again,
moves us toward the basic objective of business —
cash flow and recovering more than was invested.
MANAGEMENT ACCOUNTING /JUNE 1981

A consistency between decision models and financial reporting also is attained.
The cash flow system described contains the
cash flow counterpart to all the financial reports
of traditional accounting. A complete set of cash
flow ratios was described for the corporate or total
system level while reports were designed to fit the
strategic planning process at the segment level.
Even inflation accounting was accommodated.
Now we need some empirical experimentation
designed to address the real -world applicability of
the system. Given the number of accounting academicians and practitioners involved in exploring
the cash flow ideology, I am convinced that a
workable cash flow financial reporting system is
within reach, and it may very well be quite similar
to the one I described.
❑
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Certain types of income manipulation would be eliminated by this adjustment.
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sales and receivables, which would result in values for inveniones in the hands of
customers al sales price. This would yield a cash flow concept essentially the same
as the more traditional funds flow concept.
T Yuji bin. 1978, Op. Cit.
"See William L. Ferrara, 1980, Op. Cit. pp. 17 -21.
Through the use of cash flow projections for, say, the next five years. one even
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could use bin's system to project the upper limit to the corporate DCF rate.
o T he prime rat e should be before tax as we are conc erned about a before -tax

return to the stockholder. Somewhat related is my preference to treat income taxes
as corporate costs because of a desire to avoid allocations.
" I favor unrerovered cost rather than value because I am very concerned with
accountability, auditability and objectivity. Nonetheless, it is not too difficult to
appreciate at least some aspects of the arguments put forth by those who favor a
on ue approach.

Missing Tables
On pages 22 and 23 of the March issue, the author refers to
a "Tab le 2 " and a "Table 3 " and discusses tabular
comparisons of proposals received from computer vendors.
Unfortunately, these tables were deleted prior to publication but the references were not. Anyone wishing this
additional information may request it from the editor enclosing a stamped, addressed return envelope. Address the
E d i t o r , M A N A G E M E N T A C C O U N T I N G , 919 Third Ave., NY,
NY 10022 and ask for the Boer /Barcus article addenda. ❑
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Are You an ACORN or an OAK?
If you like to handle office crises, you may be a
stress junkie, according to Waino Suojanen and
Donald Hudson writing in Business, a magazine
of Georgia State's College of Business Administration. A stress junkie has a "predisposition"
to get hooked on adrenaline, a hormone produced by the body in stressful situations, and
may create "crises" to get a "high." Such a
manager is categorized as an "ACORN" or
"addictive, compulsive, obsessive, really nutty." At the other extreme are the "OAKS,"
"open, adaptive, knowledgeable" human beings. Unfortunately, ACORNS are highly prized
by corporations so "workaholics" are allowed
to speed on their way until they are stopped by
a stress - connected disease or transferred. The
solution to the syndrome: re- engineering behavior, according to the authors.

Require Practical Experience for
Faculties
A project to accredit college programs that
grant accounting degrees will be initiated by the
American Assembly of Collegiate Schools of
Business (AACSB) this month. NAA, along
with other professional accounting organizations, was represented on the AACSB committee that formulated the standards under which
degree programs will be accredited. Among the
standards is one that requires the majority of
each accredited accounting faculty to have recent relevant experience: 60 days of acceptable experience in each five -year period. The
inclusion of this standard was actively supported by the representatives of the practicing
members of the accounting profession. The
standard is intended to increase the amount of
"firsthand knowledge of practical accounting
situations" that teachers bring to the classroom.
There are three major ways an accounting
faculty member can meet this requirement —
employment in an accounting position, consult18

The 1980s: Computer Communications
Decade
By 1990, 85% of the work force
be involved with the creation, transmission, manipulation, processing, and storage of information.
That is why the 1980s looks to be the "decade
of computer communications," says Strategic
Incorporated in a new report, Global Analysis of
Computer Communications: Challenges & Opportunities. The company describes the progress of Videotex systems around the world. A
generic term for a range of home information
services, Videotex systems are comprised of a
computer - controlled data base; a communications system (broadcast TV, the public
switched telephone network, or cable) ; and a
simple, low -cost terminal, commonly, a specially- adapted television set.
will

Data Sheet

ing in accounting, and the preparation of business and accounting cases for use in the classroom. Service on company boards of directors
and on accounting association technical committees can be used to meet the requirement,
but these alternatives will not be major sources
of experience. Companies and public accounting firms should be prepared to offer accounting teachers the opportunities to meet this requirement for "recent relevant experience," according to the AACSB.
The AACSB is encouraging NAA members
and their companies to be receptive to the accounting teachers who request short-term employment or assistance in the preparation of
business cases. In its view the practicing management and public accountants encouraged
the inclusion of the experience requirement so
it is up to them to respond to the needs of the
teachers attempting to meet the requirement.

U.S. Multinationals No Longer in
Majority
Of the world's 100 largest industrial corporations, only 47 are American —as compared to
58 in 1971 —the Conference Board reports in
"The World's Multinationals: A Global Challenge." Despite the U.S. slippage in the roster
of largest corporations, it still had 219 companies among the top 500, maintaining its lead
over all countries. Japan was second with 71 in
the top 500, followed by the United Kingdom
(51) , West Germany (37) , France (27) , and
Canada (19) . One significant trend pointed out
in the report: foreign multinationals have been
growing considerably faster than American
Continued on page 53
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Tips from CPT
on what to look for
in a word processor
C o f f e r s a p la i n E ng l i s h e x p l a na t i o n
of exactly what word processing is, and
some helpful pointers on how to
choose from over 70 makes.
Word processing is simply a
faster, easier, less expensive
way to type.
With a modem word
processor (such as the

1

CPT 8000, right), you type on
a screen instead of parr .
You can type at
rough draft speed without worrying about
errors. Leave out a word or a
paragraph? No worry. Just go back
and type it in. You can readjust the
entire text without retyping.

begin
with these bast
"intelligent
1. Don't buy
too little —or
too much —
word processor. Least
expensive are

"Electronic filing"
Most word processors have some
form of memory. This may range
from a magnetic card, which holds a
single business letter, to the disks
used in the CPT 8000, which hold
over a hundred full-page letters.
This electronic storage allows
you to recall individual pages to the

cl -I

cxxxr

tSrand

B„

ware packages
Standard keyboard and
pla in Englis h c o mma nd s

Aut oma ti c hyphe na ti on
Dua l dis k drive s a nd
standard 120 -page disks
Simulta ne ous input / output
C ompre he ns i ve tra ini ng
and loca l de ale r s upport

t/

t000

1100
1/

11000

screen in seconds. So you can make
changes at any time as easily as you
corrected the original.
Only when the document is
letter - perfect do you transfer it from
screen to paper —at up to 540 words
a m in ute.

Things to look for
Your search for the right word processor will be greatly simplified if you

called "software programming,I can
enhance your word processor so it
can perform many other office tasks.
The CPT 8000, for instance,
can also be used to prepare your
office payrolls, keep ledgers, handle
inventory and bookkeeping, and
more. Be sure the word processor
you choose has this important feature.
There are more things to look
for than we can touch on here. For a
thorough explanation of word processing, and more tips on what to
look for, send for our free booklet
CPT Takes the Mystery Out of

"standalone" models. The CPT 8000,
for example, fits easily on a desk top,
Brand
C.

Brand

W

YES NO YES NO TES NO YES NO

Black-on -white full -page
screen
Easily expanded with soft-

N

typewriters,
with very limited functions. At the
other end of the scale are expensive
shared systems.
Most popular by far are the

ats sa ve this chrc ic iis r i ii €cattt
to compare different models
Femme

I

yet has nearly all the
automated features of
even the largest systems.
2. Look for a full -page
screen with a clear
image. The full -size,
black -on -white screen is
a major feature of the

CPT 8000. Some competitive models have only
a partial -page display,
and a green -on -green

computer -like screen.
3. Be sure the word
processor you select is
easy to use. Look for things like a
standard keyboard, and plain English
commands. The CPT 8000 is so
easy to learn, most secretaries will be
turning out actual work after a short
period of instruction.
4• Plan for your needs. It is tempt-

ing to use your word processor as a
"fancy typewriter" just because your
procedures are set up that way.
However, a relatively new feature,

Word Processing.
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Mail to: CPT Corporation

PO. Box 17
Minneapolis, MN 55440
I'd like to know more about word processing and
the CPT 8000. Please send me your free lxxrklet
CPT Takes the Mystery Out of Word Processing.
Name
Title/Company
Add rr s
Ciry
Phonel

state
1

Zip

Taxes
Jerold M. Weiss and
Israel Blumenfrucht, Editors

Following the November 1980 elections, the 96th
Congress reconvened for a final lame duck session
and enacted over 50 new tax laws and rules in 11
separate bills. Briefly summarized below are three
of the new laws and rules which are particularly
significant to corporations and other businesses.

"Start -up" Business Costs May Be
Amortized
Taxpayers may now elect to amortize, over a
minimum period of 60 months, business "startup" costs incurred when forming or creating a
new business rather than capitalizing such
costs as heretofore required. Allowing taxpayers to amortize start-up costs is particularly significant to new businesses which may find
themselves in rather tenuous cash flow positions.
To qualify for the amortization election, the
start-up costs must be 'ordinary and necessary" business expenses which would be currently deductible if the business were operating
as a going concern. The costs must be incurred
either in connection with (1 ) investigating a
prospective business such as analyses of potential markets, products, labor force, suppliers
and transportation, or (2) pre - operating costs
incurred in creating a business such as the
costs of finding and training employees for specific jobs, lining up distributors and suppliers,
initial sales promotion and installing accounting
systems.
In addition, to be eligible for the amortization
election the taxpayer must have an equity interest in, and actively participate in the management of, the new business. Thus, investigating
costs incurred in acquiring the stock or assets
of a business in which the buyer will not actively
participate in management but will allow the
current officers to continue managing the business generally will not be amortizable. What
constitutes "participation" in management has
not been specifically defined and its subjective
determination could give rise to taxpayer -IRS
confrontations.
20

It should be noted that start-up costs that
may now be amortized under the new law are
to be distinguished from corporate organizational expenditures which were always permitted to be amortized. Organizational expenditures are costs which are directly incidental and
necessary to the creation of a new corporation
such as legal services for drafting the corporate
charter and bylaws, accounting services incident to organizing the corporation, and incorporation fees paid to the state of incorporation.

Foreign Convention Rules Revised
The rules governing the tax treatment of expenses incurred in connection with attending
foreign conventions have been revised. The
new rules apply to foreign conventions attended as of January 1, 1981. Under the previous
rules, taxpayers could only claim a deduction
for attending a maximum of two foreign conventions in any one tax year and allowable expenses were somewhat limited. For example,
the taxpayer could only deduct the cost of
economy airplane fares and hotel and meal
costs based on the amount paid by federal employees who travel to similar areas.
Under the new law, a taxpayer is not limited
in the number of foreign conventions he may
attend. However, expenses incurred for attending a foreign convention will be deductible only
if the convention meets a "reasonableness"
test. In essence, the law requires that it be "as
reasonable" for the convention to be held in a
foreign country as within the United States.
(For purposes of this tax law, a foreign country
is defined as any country other than the United
States, its possessions, and Canada and Mexico.) The factors to be considered in determining if the convention satisfies this test include
the purpose and activities of the meeting; the
purpose and activities of the sponsoring organization; the residence of the members of the organization; and the places at which other meetings of the organization have been held in the
past. Thus, for example, expenses incurred in
attending a convention held in Japan by businesses involved in importing and selling products made in Japan should qualify for the foreign convention deduction, while a convention
of a local chapter of the NAA held in the Philippine Islands probably would not.
In every event, the new rules disallow a deduction for conventions held on a cruise ship
within or without the territorial waters of the
United States. Thus, seminars held on cruise
ships in the Carribbean, for example, are no
longer deductible.
Continued on page 58
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Your complete guide
to current
accounting practice
HANDBOOK

Published
e'

AND AUDITING
Edited by leading accounting experts...
John C. Burton, CPA
Arthur Young Professor of Accounting and Finance
Columbia University Graduate School of Business
Russell E. Palmer, CPA
Managing Partner and Chief Executive Officer
Touche Ross & Co
Robert S. Kay, CPA
National Director of Professional Standards –
Accounting and Auditing
Touche Ross & Co.
...

with 55 contributors

There's never been an accountants'
deskbook to match it —ever.
Only with this new handbo ok can
you simplify the task of keeping up
with accounting's increasingly fastmoving state of the art -now and in
the future. Its approach to current

The only current handbook to...
• Integrate the latest accounting
developments with the newest
approaches to auditing —all in one
volume.
• Keep you up to date through regular
annual supplements.
• Reflect the collective knowledge and
resources of a major international
accounting firm — Touche Ross & Co.
• Fully clarify contemporary issues that
have dramatically changed the practice of accounting todgy.

issues, unified coverage of accounting
and auditing, and special update feature, make this volume a major
advance over traditional references in
the field.

A dual- purpose sourcebook...
On uric level. the Handbook offers a
quick source of encyclopedic guidance
on specific standards. techniques and
procedures across the entire spectrum of
accounting and auditing. On more complex issues it supplies an ambitious level
of guidance, providing to -depth back-

ground information and skillfully relating
one area to another so that there are no
overlaps, inconsistencies, or gaps to coverage. This unique emphasis on integrated
coverage is invaluable to a practitioner
working out an approach to a difficult
and perhaps controversial problem

Over 1800 pages of
authoritative information...

-----------------------

--

-

-

-

-

30 -DAY FREE EXAMINATION
-

Forty-nine chapters are organized into
seven mayor sections –the handbook
devotes prime attention to topics ranging
from broad and basic considerations to
detailed and specific areas. A sample of
the more specific chapter subjects –audit
committees, EDP auditing, income tax
allocation, nonprofit enterprises, regulated industries, financial institutions. the
legal framework, efficient markets.. and
many more.
More than 20.000 hours were spent by
the authors and Touche Ross staff in
developing this work The result – areference of unparalleled authority and utility
for practitioners throughout the profession, for everyone interested in the profession and anyone who needs to know
about financial accounting, reporting and
auditing.
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Please send the Handbook of Accounting and Auditing for my free trial
examination. After 30 days I will either return the book to you at no cost to
me, or honoryour Invoice for 557.50 plus postage and handling. If I decide
to keep the book I understand that my book will be kept current through
periodic supplementation sent on approval.
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Check enclosed (WG &L pays postage and handling)
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Looking at Inflation—
Realistically
It is the management accountant's responsibility to tell decision
makers about the economic probabilities of a range of decisions.

By Frederick D. Finney

Frederick D. Finney is
assistant controller,
Armstrong Cork Co.,
Lancaster, Pa. He is a
member of Lancaster
Chapter, through which
he submitted this
article.
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A well - developed operating management accounting system can provide a guidance system for the
businesses we serve. Management accounting
works initially from a flight plan —a budget. It
monitors progress along the charted path, it provides reliable data to initiate course correction
routines when the craft yaws off the flight plan,
and it offers frequent postion checks to answer the
question "where are we ?" and "are we where we
should be at this time ?"
Management accounting also provides data to
allow managers to change the flight plan in the
event of the many things that can happen —
storms, mechanical difficulties, other craft on a
collision course. It offers the ability to test alternative responses to changes revealed in the monitoring process and to predict both the short -range
and long -range implications of such alternatives.
In short, management accounting guides management toward the decisions that will result in the
best attainment of goals.
Today, however, we are hampered by the realization that our old reliable landmarks have suddenly become plastic. They are never the same.
Every time we try to monitor our progress we find
the measures have become longer or shorter depending on what we are measuring.
0 0 2 5 -1 6 9 0 /8 1 /6 2 1 2 -0 8 9 6 /$ 0 1 .0 0 /0

FAS No. 33 —the Financial Accounting Standard Board's "Financial Reporting and Changing
Prices" —was designed to help take the shrink out
of our yardsticks. But FAS No. 33 prescribes only
the mechanical process, and it is currently mandatory only for the larger firms.
FAS No. 33 gives us little help in the management accounting function, but it has caused us to
look at some of the implications of inflation to the
management of our businesses.
There are some things we can do on our own
initiative to give our own managements new perspective on our businesses, and we can do these
things practically and effectively. Let's look at a
couple of examples.
Figure 1 shows sales statistics of a company reported over the past ten years and projected to its
1981 budget. The data are expressed in the familiar historical dollars, sometimes referred to as
"nominal" dollars — dollars as they were counted
in each period. The nominal dollar figures show
what looks like a good growth company. Figure 1
also shows the series smoothed by calculating regression lines describing the data.
There are two possible answers: one on the basis of a straight line expressing the growth at a
constant annual increase in dollars, the other a
curve reflecting a constant annual percent of increase. The straight line shows that sales have
Copyright © 1981 by the National Association of Accountants

grown on th e average b y $75,000 per y ear. It also
shows, incid en tally, that th e 1981 "reco very " is
not enough to b r in g sa le s b ac k to t h e histo rical
growth lin e.
The dotted line sh ows the ex po n en tial curve describing th e d a ta. It is o b viou s that th e straigh t
line is the b etter fit. Th e an n u al $75,000 in crease
shown by th is lin e rep res en ts an average an n u al
gr o wt h r a t e o f 9 . 9 3 % .

The unit volumes of sales for the same period
are shown in Figure 2. What looked like a good,
healthy growth rate in dollars reflects a growth in
physical volume at an annual rate of only -% of
1% .
In many cases data on units are not available.
What, for example, is a unit of furniture —or farm
machinery? The constant dollars method of reporting helps to show sales trends in real terms.
FAS No. 33 prescribes the use of the Consumer
Price Index for Urban Consumers (CPI -U).
Many people feel this is not a valid measure of
price trends for manufactured goods. Where
doubt exists, the composition of various indices
should be examined and the "best fit" with the
company's product lines should be selected.
Figure 3 is a graph of the Producers' Price Index for Industrial Commodities (PPI -I). The impact of OPEC in 1974 is apparent, as is the rapid
rise in prices in recent years. It appears that the
forecast 1981 index will be approximately three
times the 1970 level. In this case, the dotted exponential line is a little better fit. The average annual
rate of price increase is 10.3 % .
But annual sales growth in nominal dollars —
dollars as they were counted in each period —was
just under 10 % . The growth rate of the price index is a bit over 10% . It is apparent that sales
growth has not kept pace with inflation —as defined by the PPI -I index.
Because the indexed growth in prices was at a
higher rate than reported sales, we would expect
unit growth to be negative. As shown in Figure 2,
it is slightly positive, so we can conclude that the
increase in our prices and in product mix has been
just a bit slower than the PPI index.
Sales Growth —Constant Dollars
Let's look now at sales growth in terms of constant 1970 dollars. To do this, we must relate each
year's index to the base year (1970), then divide
each year's sales dollars by the resulting factor.
Figure 4 shows that the average annual growth
rate is flat. What are some of the implications of
these figures?
First, a couple of caveats: they do not measure
profitability; they are useful principally to put
sales volumes in perspective, to determine the
long -range marketing strategy of a business. Sales
records so determined should be compared with
market growth in the same fashion. If sales show
MANAGEMENT ACCOUNTING /JUNE 1981

Figure 1
Net Sales — Historical Dollars
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Figure 2
Sales Units
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no real growth in a growing market, the approach
to success will be different than if sales are flat in a
declining market. The comparison can help to
show our strength in the market leading us to consider how we can capitalize on a strong market
share. Shall we offer the consumer more — better
quality, better functional performance? Should we
be reflecting product advantages in a more aggressive pricing policy? Should we step up our investment in marketing to capture an even larger market share?
Admittedly, these are questions that might be
asked without having filtered out the effects of inflation, but the nominal dollar sales trends would
give a much more optimistic view than would be
reflected by the constant dollar information.
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Figure 3
Producers ' Pric e Index
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No w, wh at are the im pacts of inflation on decision s co n cernin g investing in plant and equipment? If real volum e is n o t in creasing, how should
we view req u ests fo r fu n d s to expand production
o r w areh o u s in g cap acit y ? Wo u ld w e be likely to
d raw th e same con clusio ns fro m an historical
sales d o llar ch ar t? Do es th e m arket for our products, an d o u r position in that market, point
to ward co n cen trating ou r in vestm ents on new and
24

im proved versions of our product line or on cost
reduction projects with quick return?
Has the tim e com e to spin off a business unit or
to sell the entire business? If so, we m ay want to
take a very negative position w ith respect to the
investm ent of additional capital in either fixed assets or in working capital.
Let's look at som e of the other areas of financial
control. Is the constant dollar /current cost approach helpful in learning more about costs? Is
not the sam e approach likely to give us a different
perspective than we get from the norm al dollar
reports?
A look at growth rates on costs in constant dollars, com bined with the real growth rates on sales,
incom e, will reveal whether we have any real
growth in our variable m argins. If revenue s from
changes in price and product m ix are rising faster
than costs are increasing, there is an indication of
im proved productivity; i.e., if the m arket will absorb price increases at a greater rate than cost increases, if inflation - adjusted costs are ris ing at a
slower rate than inflation- adjusted income, we
must be doing som ething right!

Is the im pact of inflation on depreciation
charges an item of great im portance? Without
doubt, a large portion of an existing plant will be
replaced over a period of several years, As those
fixed assets are replaced, they will have to be purchased with deflated dollars —it will take a lot
more nominal dollars in 1980 to replace a specific
piece of equipm ent than it ,took to buy the original
equipm ent in 1970. As the costs in current dollars
rise with inflation, we shou ld be c harging higher
depreciation costs every year to provide for the
futur e. Th ese requirem e nts c an be app roxim ated
through indexing or by othe r a ppr opriate m e thods.
For exam ple, assum e a $10,000 piece of equipment purchased in 1970 with a ten -year expected
life. Under his torical c ost acco unting pr ocedures
and straight -line depreciation, our earnings before
tax will be reduced by charges to depreciation expens e of $1, 000 each year. Ass um e fu rt her th at
on e o f th e sa m e machines will be bought every
year —a ten -year rolling replacem ent cycle. Using
an appropriate index of m achinery prices, the cost
of the machines and the resulting depreciation
charges on a ten -year straight -line basis can be
determined (Tab le 1) .
If the 1970 m achine is to be replaced in 1980, it
probably will cost $25,800, but only $10,000 will
have bee n charged against revenues f or that machine over the ten years. In order to provide for its
replacem ent, the annual addition to the "reserve"
should have been $2,580 per year. In any given
year, say 1980, $2,580 should have been set aside
for each m achine —a total of $25,800 as compared
MANAGEMENT ACCOUNTING /JUNE 1981

The Effects on Financial Planning
What are some of the effects on financial planning? Assume earnings calculated on an historical
cost basis of $100,000 before tax with 50% paid
out for income taxes -state and federal. The
stockholders have $50,000 left.
Assume further that the stockholders receive
$25,000 in dividends, leaving $25,000 for growth.
On the strength of these data, it is proposed to
spend current year depreciation ($14,879) to replace the worn -out 1970 machine plus an added
$20,000 for equipment to produce a new product- leaving $5,000 for increases in working capital. Let's see what will really happen! The relevant
calculations are presented in Table 3.
Someone will have to find $11,000 of new money, or forego the opportunity to launch the new
product! Instead of having a $5,000 cushion, we
have a $6,000 cash shortfall.
An obvious answer is to reduce dividend payments to provide the funds needed. But dividend
policy is established on a long -range basis, and
stockholders look at percent payout. The more sophisticated look at dividends in terms of purchasing power - constant dollars. In a publicly -held
equity, an erratic dividend policy would be unattractive to investors- particularly when adopted
for purposes of expediency. In a privately -held
business, dividend withdrawals during the year
may already have exceeded the amount that could
have been paid without reducing the capital structure. In either event the stockholders may have
been disinvested -given their money back -and
in a form that will be taxable income to them.
What a dirty trick!
In addition to providing funds for fixed asset
replacement, a business must retain earnings sufficient to finance inflated investments in receivables
and inventory -even with no real growth in the
business. This fact may be apparent on a current
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Table 1
Effect of Rising Costs on Depreciation
Year
acquired

1
2
3
4
5
6
7
8
9
10
11

1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980

Oeprr. 10 year S1L

Historical cost

$10,000
10,750
11,210
11,850
13,390
15,420
16,540
17,680
19,900
22,050
25,800
Total 1979 depreciation expense

$

Machines
no.

1,000
1,075
1,121
1,185
1,339
1,542
1,654
1.768
1,990
2,205

$14,879

Table 2
Depreciation Current Cost Basis
Replacement

Accumulated Depreciation Required:

cost

years

rate

total

Current year
c u e

1970 $10,000
1971 10,750
1972 11,210
1973 11,850
1974 13,390

1
2
3
4
5

1,000
1,075
1,121
1,185
1,339

1,000
2,150
3,363
4,740
6,695

1,000
1,150
1,213
1,377
1,955

Table 3
Cash Flow Adjusted for Current Cost Depreciation
Earnings before tax
Add back non -cash items:
Depreciation
Cash flow before tax
Less: taxes on income
Dividends to stockholders
Net cash available
Projected capital expenditures:
Replace 1970 machine
Install new machine

$100,000
14,879
114,879
$50,000
25,000

75,000
39,879

25,800
20,000

Change in working capital

45,800
$

with the $14,879 that would be charged on all ten
machines on an historical cost basis.
From a practical standpoint, the provision
could be reached by calculating depreciation expense on a current cost basis according to the pattern shown in Table 2Obviously, this approach would be contrary to
GAAP -and the Internal Revenue Service would
not accept it for tax purposes, But management
should be kept aware of the magnitude of the
problem as they make financial decisions. FAS
No. 33 is a step in this direction.

(5,921)

basis from the conventional historical cost statements. But it is a factor that tends not to be considered in lodger -range forecasts.
So, in summary, we are living in a different
world. The old answers are no longer valid. The
old methods of deriving answers must be adjusted
to reflect things as they are today -not as they
were in the past.

25

Current Capital Budgeting

Practices
There appears to be a continuing trend toward greater use
of IRR /NPV as primary evaluation techniques.

By Suk H. Kim and Edward J. Farragher
Earlier studies of the capital budgeting practices
employed by business enterprises suggest that im-

Suk H. Kim is associate
professor of finance in
the College of Business
and Administration,
University of Detroit. He
holds a doctoral degree
from St. Louis
University and is the
co- author of Capital
Expenditure Analysis.
He is a member of
Detroit Chapter,
through which this
article was submitted.

pro vem en t co ntin u es to o ccu r to ward greater utilization o f m o r e sop histicated capital budgeting
practices, particularly for large capital- intensive
firms in technologically - oriented industries. We
su rvey ed capital b ud getin g p ractices em ployed by
large, in d ustrial co m pan ies in 1979 in order to extend th e wo rk o f ear lier resea rcher s and add to
th eir stu dies by attem p tin g to discern whether
th ere is an y d ifferen ce in th e p ractices em ployed
by co m p an ies with differen t risk characteristics.
Earlier stud ies o f th e cap ital budgeting practices o f large ind u strial co rp o ratio ns have indicated th at:

Edward J. Farragher is
associate professor of
finance in the College
of Business and
Administration at the
University of Detroit. He
holds a doctoral degree
from the University of
Illinois.

1. Project Evaluation Techniques. Time - adjusted
measu res, esp ecially internal rate of return, are
th e m o st p o p u la r p rim a ry evaluation m ethods
an d have shown increasing popularity over
time. Pay b ack co n tin u es to b e used by a large
nu mb er of firm s, m ain ly as a secondary evaluation tech n iq ue.
2. Risk Assessment. No t many firms employ
qu an titative to o ls wh en attem pting to m easure
risk. In stead , they tend to em ploy subjective
assessment. Th e most po p ular quantitative
to o ls are sen sitivity an alysis and probabilistic
(Mo n te Car lo ) sim u la tio n . Th er e ha s b een an
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increasing use of qua ntitative risk assessm ent
over tim e.
3. Risk Adjust ment. Subjective risk adjustm ent is
the m os t popu lar pra ctice. However, corporations are increasing their use of q uant itat ive
risk adjustm ent methods. The most popular
quantitative methods are: Shortening the acceptable payback period and increasing the
m inim um , required rate of return.
4. Management Science Techniques. Although
advocacy of these techniques is very strong in
the finance literature, very few com panies actually em ploy such tools in their capital budgeting process.
Risk was c onsid ered in t he ea rlie r stu dies in a
very oblique fashion. The riskiness of individual
firm s was not m easured quantitatively, Rather, it
was assessed by assum ing that all com panies in a
specific indu stry share t he sam e risk characteristics. Then, the researcher subjectively assigned a
risk character to the industry. Here we attem pt to
measure the risk character of each firm and evaluate whether or no t there is a diff erence in capital
budgeting practices em ployed by com panies with
different risk characteristics.
Sam ple: Fortune 1000 CFOs
The da ta fo r this stu dy were d erive d fro m responses to a questionnaire sent to the chief financial office r of all firm s in the 1979 F ort une 1000
Copyright 0 1981 by the National Association of Accountants

Table 1
Responses by Asset Size Rank
% of
responses

% of
Fortune 1000

1 50
51 250
251 500
501 750
751 -1000

11.5%
22.0%
30.5%
23.0%
13.0%

5%
20%
25%
25%
25%

-

-

-

-

Asset size

100.0%

Table 2
Responses by Risk Class

-

10
.40
.60
.80

-

.00
.21
,41
.61

-

.81 and above

of
responses
%

Coefficient
of variation

28.5%
38.0%
19.5%
7.5%
6.5%
100.0%

'The coefficient of variation used here as the risk
measure is the coefficient of variation of the
rate of return on assets.

Some researchers have indicated that mail questionnaire surveys of corporate capital budgeting
practices are potentially deceptive because of response bias and because of "noninformed" respondents. Response bias suggests that there is a
difference between the capital budgeting practices
employed by respondents and nonrespondents.
The hypothesis is that firms which employ "sophisticated" practices are likely to be "proud" of
their sophistication and, thus, willing to respond
to a questionnaire. Response bias is felt to be more
prevalent in a survey where respondents are asked
to identify themselves.
One can test for response bias by surveying a
random sample of nonrespondents via telephone
and test whether their responses are different from
those of the respondents. Such a follow -up telephone survey to 20 nonrespondents was
performed, and 15 provided answers to the questionnaire. The results of the follow -up analysis indicated no significant response bias.
The problem of "noninformed" respondents
suggests that responses to questionnaires do not
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always reflect the company -wide situation because
they are provided by one individual whose time is
relatively unimportant and is not in a position to
know what practices a corporation actually employs for decision- making. In anticipation of this
potential problem, all respondents were asked to
identify themselves as well as their company (Table 3). The data suggest that the questionnaire
was answered by relatively well - informed management personnel.
What Tools Are Firms Using?
The questionnaire requested information regarding 1975 and 1979 usage of quantitative tools
applicable to Project Evaluation, Risk Assessment, and Risk Adjustment and of Management
Science Techniques.
The use of quantitative tools considering all respondents is presented in Table 4. The conclusions
of three earlier studies also are presented in Table
4 in order to provide benchmarks for comparison
and to determine whether there is a "trend" in the
adoption of sophisticated capital budgeting techniques. The three other studies were selected for
comparison because they have survey characteristics similar to those of the current study. The
firms surveyed are predominantly drawn from the
same population (large industrials), the sample
sizes are relatively large, mail questionnaires were
employed for gathering the data, and the researchers appeared to be reasonably careful in
their data gathering and analysis. While the results are not strictly comparable, there is enough
comparability to allow one to draw conclusions
that cannot be considered spurious.
On an overall basis, there appears to be a continuing trend towards greater usage of IRR /NPV
as primary evaluation techniques. Payback is still
important, but mainly as a secondary evaluation
technique.

Large industrials
do not seem to
be as
sophisticated in
risk assessment
as earlier
studies
indicated.

Table 3
Who Completed Questionnaire
%

Largest Industrial Corporations list. Two hundred returned questionnaires were complete and
useful for analysis. Respondents were asked to
identify themselves and their firm. Responses
were categorized by asset size, industry classification, and risk in order to provide a more illuminating description of the sample and to ascertain
whether any biases are caused by the nature of the
respondents. Tables 1 and 2 indicate that the sample is biased toward large sized, lower risk firms.
There appeared to be little industry bias.

Number

total respondents

V.P.treas urer

11

V.P. controller

36
45
42
22
10
8
26

5.5
18.0
22.5
21.0
11.0
5.0
4.0
13.0

200

100.0

V.P. finance
Mgr. financial analysis
Mgr. C orp, develo pment
Mgr. Corp. appropriations
Asst, treasurer
Position not identified

Large industrials do not seem to be as sophisticated, as earlier studies indicated, in their use of
quantitative risk assessment. However, whether
looking at earlier studies or at the current study,
the degree of sophistication is increasing with senP7

Table 4
Use of Quantitative Tools in Capital Budgeting - Overall

I. E val uat io n
A. Primary techniq ue

Fremgen
1971

Kim/
Farraghe►
1975

Gitmanf
Forrester
1977

Kim/
Farragher
1979

Payback

34 %

24 %

12 %

14 %

15 %

9%

Acc ounting ROR
IRR

34%

30%

26 %

22%

10 %

25 %

8%

19%

38%

57 %

38%

37%

53 %

49 %

5%

26 %

13 %

19 %

NPV
B. Se condary me tho ds
Payback

12 %

14%

39%
3%

IRR

33 %

7%

14 %

8%

NPVIPI

21%

7%

28 %

8%

—

44%

3%

—

33 %

—

53 %
27%

—

—

—

ARR

II. R is k as s e s s m e nt
7%

7%

13 %

Sensitivity analysis

4%

7%

28%

22 %

5%

10 %
—

Risk analysis

23 %
—

—

10 %

III. R is k ad j us tm e nt
9%

10%

18 %

11

16 %

21 %

24%

12 %

Utility theo ry

4%

13 %

14%

43 %

19%

2%

3%

Certainty eq uivalent

26 %

3%

—

—

—

—

1

%

—

-

1

%

9%
12%

%

Shorten payb ack

Risk adjusted discount rate

—

Large
companies are
becoming more
sophisticated in
the use of
quantitative
tools in capital
budgeting.

1959

Klammer
1964
1970

IV. Man ag e m e nt s c ie nc e t o o ls
4%

9%

1

3%

4%

10 %

Game the ory

3%

4%

13 %

28%

Linear programm ing

5%

8%

17 %

13 %
—

%

—

%

11

6%

7%
—

—

—

2%

PERT

12%
—

3%

Math pro gram m ing

-

Decis ion theory

—

—

Goal p ro gramming

—

23 %
19 %
—

12%
6%

7%
—

—

—

19 %

All percentages shown are percentages of total respondents
Sources:
James M. Fremgen, "Capital Budgeting Practices: A Survey," Management Accounting, May 1973,
Lawrence J. Gilman and John R. Forrester, Jr., "A Survey of Capital Budgeting Techniques Used by Major U.S. Firms," Financial
Management, Fall 1977.
Thomas Klammer, "Empirical Evidence of the Adoption of Sophisticated Capital Budgeting Techniques," Journal of Business, July
1972.

sitivity analysis being the most popular tool.
Regarding quantitative risk adjustment, the
current study indicates less sophistication than
previously assumed. Nevertheless, there is a positive trend with discount rate adjustment and
shortened, acceptable payback most popular.
There is not much use of management science
techniques although the data indicates a slight upward trend.
In summary, it appears that large industrial
companies are becoming increasingly more sophisticated in their use of quantitative tools in the
capital budgeting process. The degree of sophistication is increasing in all areas, especially project
evaluation. In the areas of risk assessment, risk
adjustment, and use of management science tools,
the current study suggests less sophistication than
comparable earlier studies.
Studies which have considered the size /capital
intensity of the firm have concluded that larger
capital- intensive firms are more likely to employ
sophisticated capital budgeting practices than
smaller low capital- intensity firms. Studies which
have considered industry classifications have concluded that firms in "technologically - oriented" industries tend to be more advanced in the use of
28

sophisticated capital budgeting practices.
When the responses are categorized according
to asset size and industry, the conclusions are basically the same as earlier studies. The overall
trends presented above are consistent for all asset
size and industry categories. There is a tendency
for larger firms to be slightly more sophisticated
and also for firms in "technological" industries to
exhibit an added degree of sophistication. Because
the current study indicated nothing significantly
different than earlier studies regarding these two
categorizations, the data is not presented.
Capital Budgeting Practices by Risk Class
Another important objective of this study is to
explore an area not considered explicitly in earlier
studies. That is, whether or not there is a difference in the use of quantitative techniques in the
capital budgeting processes of large industrial
companies when they are classified according to
degree of operational riskiness. Let us look at an
analysis of the hypothesis that companies with different degrees of operational risk have different
degrees of quantitative sophistication in their capital budgeting practices.
The risk measure employed is the coefficient of
MANAGEMENT ACCOUNTING /JUNE 1981

variation of the rate of return on assets, 1968 -77,
calculated from data reported in Standard and
Poor 's Stock Reports.The coefficient of variation is
used because it is a relative rather than absolute
measure of dispersion (risk or uncertainty).
Return on assets is employed because it tends to
provide a better description of the effectiveness of
capital investment than does return on equity or
common stock rate of return. Return on equity
combines the effects of capital investment and financial leverage. Return on common stock adds
the impact of external stock market influences.
This study is concerned with the allocation of capital independent of financial leverage and stock
market influences. Therefore, return on assets appears to be a more accurate measure of capital
budgeting effectiveness than measures which consider other managerial activities in addition to
capital allocation.

%

Table 5
Use of Long -Range Capital Budget
of sample

0.00 -0.20
0.21 -0.40
0.41 -0.60
0.61 or above

1975
78.9
72.4
69.2
67.9

1979
89.7
81.5
76.9
71.4

Total or average

72.1

79.9

Risk class

Table 5 shows that in both 1975 and 1979, an
inverse relationship existed between the degree of
risk and the use of a long -range capital budget.
Although this inverse relationship itself does not
imply any causal relationship, it appears reasonable to assume that the use of a long -range capital
budget has aided the sample companies in reducing their overall risk. Use of a long -range capital
budget allows management to anticipate investment opportunities, analyze their effect on the
overall return /risk character of the firm, and decide on actions that will lead to the most productive use of the firm's resources.
Table 6 presents the division of the capital budgeting evaluation techniques into unsophisticated
(payback and average rate of return) and sophisticated (net present value and internal rate of return) by risk class.
Although lower -risk companies appear to make
greater use of sophisticated techniques than higher -risk companies, the data fail to show a clear -cut
relationship between risk and capital budgeting
practices. One may argue that there should be an
inverse relationship between the two variables because the use of more scientific techniques would
reduce the degree of risk. However, an argument
can be made for a direct relationship on the assumption that in order to meet the relatively higher rates of return expected by their investors,
MANAGEMENT ACCOUNTING /JUNE 1981

higher -risk companies would consider the use of
sophisticated techniques as an essential part of
their operations.
New Analytical Techniques
New analytical techniques consist of Risk Assessment, Risk Adjustment, and Management Science techniques. The two methods most commonly used by the sample companies to assess the
riskiness of a project are risk analysis ( Monte
Carlo simulation) and sensitivity analysis. The
four methods most widely used by the sample
companies to adjust project estimates for risk are
the shorter payback period, the risk - adjusted discount rate, utility theory, and the certainty equivalent approach. A variety of management science
techniques have been used by the sample companies such as decision theory, mathematical programming, game theory, PERT, linear programming, and goal programming. Table 7 summarizes
the use of new analytical techniques by risk class.
It is clear from the table that lower -risk companies used analytical techniques more than higher risk companies. This leads us to conclude that the
analytical techniques may be helpful in reducing
the overall riskiness of the firm.
Table 6
Use of Capital Budgeting Techniques
1979

1975
Risk class

Unsophisticated
techniques

sophisticated
techniques

Unsophisticated
techniques

Sophisticated
techniques

35.7%
34.2
42.1
38.1

64.3%
65.8
57.9
61.9

24.4%
27.3
22.5
29.4

75.6%
72.7
77.5
70.6

.00 -.20
.21 -.40
.41 .60
.60 or above

Table 7
Use of New Analytical Techniques
Risk assessment
techniques
Risk class

1975

1979

00 -.20
.21 -.40
.41 -.60
above .60

11%
10
5
2

29%
26
22
16

Risk adjustment
techniques

1975
25%
22
16
12

1979
28%
23
18
13

Management
science techniques

1975
13%
10
5
2

1979
15%
12
11
3

When considering quantitative risk assessment,
it is seen that firms in the higher risk classes have
a greater tendency not to use sophisticated techniques. This is interesting, particularly considering the conclusion of earlier studies that estimation of cash flows is considered by corporate
executives to be the most difficult and most critical stage of the capital budgeting process. Also,
firms in the higher risk classes are less likely to
adjust for risk in the evaluation stage. Perhaps
this is logical considering the risk assessment data.
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If a firm does not have a good idea of the risk of a
capital investment, it might be logical to assume
that it will not employ sophisticated risk adjustment techniques.
More Companies Use DCF
An overview of the findings of the recent studies on capital budgeting practices indicates an increasing use of discounted cash flow to measure
rate of return and present worth in investment
decisions. Because large companies have had
enough time to adopt the theoretically superior
methods to evaluate their investment projects,
such a trend is expected to continue at an accelerated pace in the 1980s.
A closely related trend is the increased effort to
use sophisticated analytical techniques in the

long -term investment decision - making process.
Such new techniques are expected to become increasingly popular as means of supplementing the
traditional capital budgeting techniques as more
standardized computer programs become available.
The most important finding of this study is that
use of a long -range capital budget, sophisticated
capital budgeting techniques, risk assessment
techniques, risk adjustment techniques, and management science techniques are inversely associated with the overall riskiness of the firm. This finding is particularly important because business
people and investors are basically risk averters.
This study presented the first empirical evidence
identifying those capital budgeting techniques associated with lower risk firms.

[]

NAA Managing Director Named
Alfred M. King has joined the NAA staff as Managing Director of Professional Services, Executive
Director Robert L. Shultis announced. Prior to
joining the staff, Mr. King was senior vice president— finance with Valuation Research Corp.,
Milwaukee.
Mr. Shultis said that the appointment of Mr.
King completes the organizational plan for the
managing director level on the Association's staff.
Previously, Jack Vavasour had been named Managing Director of Member and Chapter Services.
Both appointments reflect the Program Evaluation Group's (PEG) recommendations on organizational structure.
Mr. King has more than 20 years of experience
in the field of finance and management accounting. He holds a Certificate in Management Accounting, with distinguished performance.
A magna cum laude graduate in economics
from Harvard College in Cambridge, Mass., in
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1954, he received an MBA in finance from Harvard Business School in 1959. Prior to joining
Valuation Research in 1978, Mr. King was vice
president of finance and chief financial officer for
American Appraisal Associates.
He has published more than 25 articles in various professional journals, including MANAGEMENT ACCOUNTING. He was presented two Certificates of Merit for his contributions_ His book,
Increasing the Productivity of Company Cash, was
published in 1969 by Prentice -Hall. He also has
addressed a number of CPA societies, NAA annual conferences, Financial Executives Institute regional conferences, various university seminars,
and testified before the FASB and SEC. Currently, he is an assistant professor of finance at the
University of Wisconsin — Parkside and a member
of the Board of Regents of the Institute of Management Accounting. He is a past president of Racine- Kenosha Chapter.
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080120 THE MAKE -OR -BUY DECISION

080117

By Anthony J. Gambino
Will your company add a new production line or subcontract
the work? Your input can be the deciding factor. Base your
decision on your company's situation and the experience of
350 other companies that have faced the make -or -buy decision. This informative public ation also features personal
interviews with 18 management executives who share their
decision - making process with you.
128 pages
Price $6.95
Other informative publicatio ns
079113 MAINTENANCE PLANNING AND CONTROL
By James H. Bullock
The co sts o f maintaining a plant and equipment as well as co ntrolling those costs affect pricing, replacement and other production decisio ns. E xamine the current state of accounting for
maintenance. Learn what information is essential and ho w to
develop that Information, as well as the techniques and methods
to employ in pro jecting, planning and controlling maintenance
costs. Research for this study included a survey of 91 companies
and 18 interviews conducted at the plant level.
146 pages
Price $6.95
079114 PROPOSED FUNDS STATEMENTS FOR MANAGERS
AND INVESTORS
By Harold E. Arnett

THE LEASE-PURCHASE DECISION
By William L. Ferrara, James B. Thies and
Mark W, Dirsmith

The buy -or -lease decision is made regularly by management
accountants on air conditioners to zeppelins, and everything
in between. This study examines every aspect of leasing versus purchasing and develops a decision model representative of sound corporate business practice. Research includes in -depth interviews with lessees, lessors, CPA firms,
bond rating agencies and a detailed survey of 925 corporations. Comprehensive, conclusive - ideal for corporate decision makers or classroom study.
126 pages
Price $6.95
ORDER FORM
—
Nationel Association of Accountants
Special Order Dept.
919 Third Avenue, New York, N.Y. 10022
Please send me the following publications:
Number

Member Account No.

Modif ying funds statements, as reco mmended here, could make
these do cuments much more useful than they are now...witho ut
violating any GAAP . Concludes with statement data of potential
value in dally operations.
137 pages
Price $6.95

All orders totaling less than $20.00
must be prepaid. Allow 4 weeks for
delivery.

06128 USE OF GRAPHICS IN INTERNAL REPORT ING

SHIP TO:

Learn ho w graphs can help yo u co mmunicate complex ideas,
quickly and easily. This booklet clearly explains the various types
of graphics and examples of ho w they are used. Ideal f or any
management acco untant who prepares planning, analysis and
projection figures.
32 pages
Price $2.95
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Financial Reporting:
a Two - Perspective Issue

By Herbert E. Walter, II, and J. Timothy Sale
Financial reporting is beset by both internal and
external pressures. User demand for additional,
higher quality data grows continually, and top
management's appetite for data to deal with economic problems, such as the high cost of capital,
constant inflation and fluctuations in the economy
is insatiable.
We propose to analyze the financial reporting
task from two perspectives: first, its theoretical basis as set forth in the conceptual framework project currently being undertaken by the Financial
Accounting Standards Board (FASB); second, its
practical limitations based on the ability or inability of individual corporate financial systems to
meet the informational demands.
An understanding of the distinction between
traditional financial statements and the concept of
financial reporting is basic to the development of
the two perspectives. Generally speaking, the information presented in financial statements is just
one component within a financial reporting system.
The Income Statement, Balance Sheet and
Statement of Changes in Financial Position are
the three basic financial statements. Users are fa0025-1690/81/6212-0992/$01.00/0

miliar with the information these statements provide, the information they do not provide, and the
bases for their compilation. The information given
to public users is limited to one sector within the
broad category of financial data. At the opposite
extreme lies the information that is available only
to the management of an enterprise.
Financial reporting lies along this continuum.
The information provided to supplement the basic
financial statement data should include that which
relates to the broad operation of the enterprise.
For example: operating statistics, market or
marketing data, environmental and social information, management plans and objectives, projections relating to future operations, and the potential impact of a changing technology exemplify
data elements relevant to the operation of an enterprise. A user will consider each when evaluating a company and when making related business
decisions.
Two additional considerations must also be addressed within the financial reporting context.
First, "financial reporting is not an end in itself
but is intended to provide information that is useful in making business and economic decisions. "'
Second, users have different needs and different
uses for reported information. Therefore, "finanCopyright © 1981 by the National Association of Accountants

r

Information demands created by both internal and external forces
have put substantial pressure on the operation
of corporate financial reporting systems.
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Figure 1

Special
interest
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Financial
reporting
system

New or
modified
statements of
financial
acco unting
standards

Economic
conditions

I

I
Conceptual
framework:
statements of
financial
acco unting
concepts
Result:
overburdened
system?

cial reporting should be user - oriented, rather than
simply preparer - oriented" 2 so that the varied
needs of these users can be fulfilled.
The information demands created by the day to -day operations of a business put substantial
pressure on the operation ofits financial reporting
system. Moreover, a corporate financial reporting
system has external demands or pressures placed
upon it from:
• Generally Accepted Accounting Principles
Accounting Principles Board Opinions
Financial Accounting Standards Board
Statements
• Special Interest Groups
Congress
Securities & Exchange Commission
Auditors
Creditors
Employees
Investors
Suppliers
Trade Associations
• Economic Conditions
Cost of Capital
Inflation
Figure I depicts a financial reporting system
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and the pressures applied to it. The ability of an
individual corporate system to withstand these
pressures poses serious problems for many corporations.
The FASB's conceptual framework project will
soon place new demands on these systems. "In
due course, the Board (FASB) expects to reexamine its pronouncements, pronouncements of its
predecessor standard - setting bodies, and existing
financial reporting practices in the light of newly
enunciated objectives and concepts. - 3 These objectives and concepts also will form the basis for
newly promulgated statements that are unrelated
to prior pronoucements.
Perspective No. 1: Theoretical Basis
The FASB is developing a set of objectives for
financial reporting for use in evaluating current,
and in setting new, accounting standards. Previous attempts to do so have met with only marginal success. The most comprehensive of these are
Statement No. 4 of the Accounting Principles
Board' and the Trueblood Report. 5 The conceptual framework is the most ambitious attempt.
It is important to note that this effort by the
FASB to establish objectives for financial reporting and the efforts of its predecessor bodies have
all been met with some resistance. "There is little
evidence that official statements of objectives of
financial accounting have had any direct effect on
the determination of financial accounting
standards."'
Statement of Financial Accounting Concepts
No. I "establishes the objectives of general purpose external financial reporting by business
enterprises. "' The statement assumes that external users are subject to constraints in their ability
to obtain information on the operation of the business enterprise. Therefore, FAC No. 1 concentrates on meeting the needs of external users.
The term "user" is broadly defined to include
investors, creditors, employees, suppliers, customers and any other individuals or groups with an
interest in the performance of an enterprise. It is
assumed that these users are knowledgeable about
the basic operation of the business and are willing
to invest an appropriate amount of time and effort
to acquire and to understand the information presented through the financial reports of the enterprise and through research into related sources of
information.
The three basic objectives of financial reporting
as set forth in FAC No. 1 are:
• Financial reporting should provide users with
information for decision making.
• The information provided should help users assess the amounts, timing and uncertainty of
prospective cash receipts.
• The information provided should pertain to the
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economic resources of the enterprise and claims
against those resources.
The purpose of FAC No. 2 is to "examine the
characteristics of accounting information that
make that information useful".' Broadly, this
statement calls for the presentation of relevant
and reliable data subject to the quantitative constraints ofcost and materiality. Finally, the statement discusses the desirability of the presentation
of data that is comparable and consistent with
that presented in prior years or by enterprises
within the same industry.
The accounting choices made by the management of an enterprise or imposed on the enterprise
by a regulatory body have a direct impact on the
usefulness of the data presented. Thus, the FASB
in this statement analyzes the decision - making
process at length prior to discussing the informational characteristics. This statement establishes
the degree of usefulness of the data as the primary
criterion for deciding among valid alternatives.
Its usefulness to the external user determines
the relevance of information presented in financial
reporting. Useful information is that which has
some incremental value in arriving at a decision
among available options. This statement discusses
three qualities that contribute to the basis for determining relevance: predictive value, feedback
value and timeliness.
Predictive value, as distinguished from prediction, means "value as input into a predictive process, not value directly as a prediction." s That is,
information, in order to be relevant, must be capable of integration with other information and input to a model. The inclusion of the data should
enhance the quality ofthe output from the model.
The feedback valuation refers to the iterative
learning that should result from the use of the
data. The contribution of similar data for determining the best decision translates directly into
the perceived relevance ofthe current data. Timeliness is an overriding characteristic of relevant
data. It can be inferred that untimely data does
not contribute to decision making.
Not only must useful data be relevant; it must
be reliable. There are three qualities related to reliability: verifiability, neutrality and representational faithfulness.
The verifiability and neutrality qualities relate
directly to the role of management as the data
compilers and presenters, and to the role of the
independent CPA as the auditor of the data. According to this statement, "the purpose of verification is to provide a significant degree of assurance
that accounting measures represent what they
purport to represent."
Similarly, the issue of neutrality in both compilation and presentation looms large from the user's perspective. Biased information will lead a
user to make a decision in the direction of the
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bias. "To be neutral, accounting information must
report economic activity as faithfully as possible,
without coloring the image it communicates for
the purpose of influencing behavior in some particular direction."
Representational faithfulness is the tie between
the information presented and the event or data it
purports to present. The statement recognizes that
these representations are subject to professional
judgments and interpretations. Furthermore, "as
accounting concepts become more complex, assessing the faithfulness of accounting representations of economic phenomena becomes increasingly difficult." Thus, as with all of the qualitative
characteristics, these qualities must be applied
across a continuum of acceptable options. However, the determination of an optimal choice is itself
a qualitative judgment.
Several additional conceptual framework projects are now in progess. Each relates in some way
to financial reporting issues, but the Invitation to
Comment on "Financial Statements and Other
Means of Financial Reporting" 10 has the most relevance for this discussion.
The purpose of that document is to solicit comments on suggested "guides to help the Board
(FASB) and others in deciding questions relating
to different kinds of information provided by financial reporting by business enterprises." If
adopted, the final statement would provide guidance in terms of "what information should be provided, who should provide it ... and where required information should be provided. ""
The primary media for reporting financial information are: financial statements, notes to
financial statements, required supplementary information, supplementary information available
on request, and voluntary information.
The document segregates the "who " and
"what" issues from the "where" issue and treats
the former in terms of the concept statements already promulgated. Firms should report information that is useful in terms of FAC No. 1 and that
meets the FAC No. 2 qualitative criteria. If adopted, this concept statement would provide the
mechanism for implementation of Statements No.
1 and No. 2.
More insight into the Board's concern for resolution of conflicts between qualitative characteristics is also provided in this document. The Board
discusses the need for resolution of the reliability,
relevancy, and cost conflict and seeks comments
on possible resolution of this conflict. However,
the Board clearly expects no ultimate resolution in
the final statement due to the judgmental nature
of each component resolution.
The conceptual framework project, specifically
the statements of financial accounting concepts,
"are intended to establish the objectives and concepts that the FASB will use in developing stan-
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dards of financial accounting and reporting." 12
Within this framework, the required reporting
practices of business enterprises will be molded.
Future statements will be contrasted to the objectives of the framework and, in time, established
statements will be reviewed for consistency and
then modified if found to be inconsistent.
Therefore, this framework and these statements
have become the focal point for consideration of
the issue of the theoretical basis for financial reporting. As such, they establish the standard
against which current practices can be measured.
They also provide the yardstick for measuring the
reporting capabilities or deficiencies of individual
corporate systems.
Perspective No. 2: Practical Limitations
The data disclosed within the framework described above must be brought together from
many different sources and formatted in a manner
appropriate for presentation. The practicality or
impracticality of integrating diverse financial, operating, marketing, and forecast data within corporate financial systems is the second perspective
from which financial reporting needs to be addressed. Central to this issue is the question: Are
the conceptual framework objectives and the demands of users practical in terms of the capabilities of established corporate financial systems?
An automated general ledger that accepts man-

ual journal transactions or entries from other automated accounting systems is at the center of
most corporate "financial reporting" systems. The
most common subsidiary systems are: accounts
payable, payroll, accounts receivable, sales and inventory. A trial balance and the financial statements are the common products of this system.
The interrelationships are depicted in Figure 2.
Development of this integrated network of systems has only recently been accomplished by
many companies. Other firms have begun the integration process but have not yet completed it. For
a third group, the integration process has not been
initiated, and in some cases there are no plans to
begin it. Let us classify corporations into these
three groups to provide a basis for discussion of
the potential impact of the conceptual framework
and the standards that will be promulgated following the completion of this project.
INTEGRATED FINANCIAL SYSTEMS

Firms that have completed the integration of
their financial systems will be faced with new demands for modifications to these systems. The effort required to meet new standards depends on
the sophistication of the current system and the
constraints of the computer hardware used.
The integration of financial, forecast, and operating data and the need for flexibility in preparation of reports by business segments, operating
units or account classifications are rare features of
older systems. Increased demands for external reporting of information along these lines are consistent with the conceptual framework objective
for information useful in assessing the prospects of
future returns.
The use of current cost or inflation adjusted
data exemplifies a demand that would be difficult
to meet within established systems. The integration of this feature within a current system would
require that a completely new processing capability be appended to the old general ledger system.
The requirements for extensive modifications to
the operating philosophy of a system generally
render it obsolete. Thus firms with older systems
may find replacement to be more cost effective
than modification. This approach may provide ancillary operating benefits to management through
enhanced internal reporting capabilities.
SYSTEMS IN PROCESS OF INTEGRATION

Firms that are in the process of integrating their
financial systems may be better suited to adapt
them to the FASB's new demands. Again, on an
individual firm basis, the ability to meet these demands depends on the flexibility of the software
and the capabilities of the hardware.
The conceptual framework project poses a dilemma for a company in this position. It can anticipate new requirements and either include them
36
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within its new system, or it can consider them,
design them into the system, but not implement
them until required. The dilemma is created because management may not allow for all eventual
changes. It would therefore face the same predicament as the firm with completed systems. However, to delay implementation could have an equally
detrimental economic or operational impact.
NONINTEGRATED FINANCIAL SYSTEMS
Companies that have not integrated, or are not
integrating, their financial systems, for the short
term, may be in the most advantageous position.
However, the reporting task which was easy to
accomplish through segregated systems, manual
or automated, may now require greater sophistication. Implementation of the primary requirements could not, as in the two previous instances,
be accomplished through extensive changes to
their current systems. These requirements could
be met only through the design and implementation of new systems with the capabilities to meet
these specific needs.
The system changes discussed above are intended to provide additional information to users outside the company, whereas other system changes
naturally occur to meet new financial or operating
needs of management. In fact, the external users'
requirement for additional information should
provide insight for management in assessing its
own information needs. If users are demanding
integration of financial, forecast and operating
data for making informed investment decisions,
why doesn't management demand similar data for
its own use in operating the firm?
An Evolutionary Process
The FASB's financial reporting objectives call
for the preparation and presentation of data useful
in making decisions. The data should be relevant
to the decision at hand and reliable for use in
reaching a decision. Within this context, the data
should be comparable to other data that relates to
the same or to a similar situation. Finally, it
should be consistent with previously reported
data.
The appropriateness of the data for presentation and the preferred manner of presentation also
are addressed in the Board's statements. The usefulness of the data in reaching decisions, subject to
the "best interest" constraint of the corporation, is
the determining factor in assessing its appropriateness. The financial statements, the related notes,
information supplemental to the financial statements and data voluntarily provided are the primary media for presentation.
Reporting requirements beyond the practical
limitation of a company's processing capabilities
raise another issue in financial reporting. If the
financial systems cannot produce the necessary
MANAGEMENT ACCOUNTING /JUNE 1981

data, modifications to current systems or the implementation of new systems will be required. The
seriousness of this issue depends on the current
status of each company's systems.
The cost to modify current, or to implement
new systems, cannot be compared to the benefits
derived. The costs will be borne by individual
companies, while the benefits primarily will be
conveyed to the entire community of users. Thus,
for some companies the costs will be enormous,
but the users of their data will derive no greater
benefits. The assumed benefits to corporate management from enhanced information, however,
will partially offset the incremental costs.
The comparison of internal management needs
versus external user demands raises an issue, but
only at the individual corporate level. Some situations may require an integration process rather
than the acquisition of diverse information.
Again, management may benefit if new data is
produced or if available data is integrated.
This evaluation raises two questions for the
FASB to address in its conceptual framework
project and through additional research. First, is
management affected by the increased disclosure
of previously restricted data? Second, do users appropriately use all data provided?
The first question has been dealt with, at least
in part, by Jablonsky and Dirsmith. 1 3 They conclude that external reporting of financial information causes dysfunctional management behavior.
The logical extension of this is that increased disclosure will cause increased dysfunction.
Research by Reckers and Stagliano has provided information relative to the issue from the user
perspective. "While 91% of the investors indicated a somewhat thorough reading of the annual
report, conclusions about the use of these reports
must be made cautiously. It must be noted that
half the respondents apparently disregard financial statement footnotes. Potentially, the reports
may actually be misused." 14
Financial reporting is a complex issue from
both the theoretical and practical perspectives.
The balancing of opposing forces in resolving this
issue is an evolutionary process from which both
management and users should derive benefits. E]

For some
companies the
costs to modify
systems will be
enormous but
users of the
data will derive
no greater
benefits.

' Financial Accounting Standards Board, Statement of Financial Accountingg Con ccpts No. I, "Objectives of Financial Reporting by Business Enterprises;' November 1978, p. 5.
William C. Norby and John C. Burton, "Financial Reporting in the 1980's;'
Finuncrol Analysts Journal, Jenuary.February 1980.
Op. cit., FASB. Statemem of Financial Accounting Concepts No. I, p. ii.
'' American Institute of CPAs (1970). Accounting Principles Board, "Basic Con.
cept and Accounting Principles Underlying Financial Statements of Business Enter.
prises," Statement No. 4 of the APB. 1970.
AICPA, Study Group on the Objectives of Financial Statements, Objectives of
Financial Statements, 1973.
" Nicholas Dopuch and Shysm Sunder, "FASB's Statement on Objectives and Elements of Financial Accounting: A Review," The Accounting Review,January 1980.
'Op. cit., FASB, Statement of Financial Accounting Concepts No. 1, p. I.
' Financial Accounting Standards Board, Statement of Financial Accounting Con.
cepts No. 1, "Qualitative Characteristics of Accounting Information." May 1980.
" Ibid.
'"Financial Accounting Standards Board, FASB Invitation to Comment, "Finan.
cial Statements and Other Means of Financial Reporting,- May 12, 1980.
" Ibid.
' 6
' Op. cit.. FASB. Statement of Financial Accounting Concepts No. 1, p. i.
'" Stephen F. Jablonsky and Mark W. Dirsmith, "Is Financial Reporting Influencing Internal Decision Making ?" MANAGEMENT ACCOUNTING, July 1979.
" Philip M. R. Rakers and A. J. Stagliano. "How Goal Are Investor Data Score.
es?" financial Executive. April 1980.
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Using Accounting Information
to Assess Risk
Accounting information has significant value in assessing a company's riskiness
but little research has been done on the association with unsystematic risk.
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The risk of an investment must be estimated to
determine the rate of return necessary to compensate the investor for the level of risk. The determination of the risk involved in a given investment is
directly related to the likelihood of receiving the
expected return in the future. Although information on the future is not directly available, surrogate measures, though imperfect, may provide
feasible estimates of risk. How accounting information is used to assess risk will be reviewed here.
The parties interested in assessing risk are engaged in decision- making activities associated
with undertaking a particular investment. The determination of the level of risk involved is a crucial element in this decision - making process because the investor can both determine whether the
investment is too risky for further consideration,
and, if undertaken, the level of return commensurate with the risk factor. The assessment of risk is
important to:
The management and owner of a firm, who is
interested in determining the likelihood of receiving the future stream of returns (dividends
and appreciation).
2. The current or prospective lender to the firm,
including lessors, bond and mortgage holders,
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and shorter term lenders. All require periodic
payments of interest, implicit or stated, for the
duration of the financing and the return of
principal.
The current or prospective supplier to the firm
who advances short -term credit. Determination of sufficient cash streams to cover payments in the future is crucial, especially under
supply contract agreements.
These parties estimate the riskiness of their investment by means of the information available.
Their assessment of risk and subsequent decisions
based on this assessment are valid only if their
selection of information used is relevant in the decision- making context. Let us look at two major
surrogates for estimation of risk: financial or accounting ratios and beta.
Financial Ratio Analysis
Financial statement analysis is only one part of
an in -depth analysis a lending institution might
undertake in order to assess the riskiness of lending. The extent of the total analysis will be directly related to the time available to the lending institution for analyzing each individual account.
Although industry benchm arks and lenders'
rules o f thu m b m ay exis t a nd are of ten used in
financial ratio analysis, justification of the applicaCopyright © 1981 by the National Association of Accountants

tion to a specific entity is often difficult. There is
little in economic theory to suggest that four
general categories of ratios — liquidity, leverage,
profitability and turnover —constitute either a mutually exclusive or collectively exhaustive set of
financial characteristics of a firm. However, there
are seven factors that have been identified according to one study which account for 90% of the
variance in the original data matrix of 40 financial
ratios.' They include return on investment, financial leverage, capital intensiveness, inventory intensiveness, receivables intensiveness, short -term
liquidity, and cash position. Although such
groupings may facilitate understanding and prediction of financial patterns in a company, the
varied contexts in which financial statements are
used certainly defy one classification.
A second issue with respect to financial ratios is
the effect and number of accounting alternatives
accepted under GAAP. Although the results of
Derstine and Huefnerl and Holdern' suggest little
difference in ranking of firms by financial ratios
whether LIFO or FIFO inventory valuation
methods are used, the Davidson and Weil° comparisons of historical cost and general price level
(GPL) adjusted numbers suggest that the effect of
GPL adjustment varies across different samples of
firms. Although not all accounting alternatives
may affect the behavior of financial ratios, the analyst should adjust for the possible effects of these
alternatives when comparing ratios across companies. Other important factors, discussed in the Lev
and Sunder study', are the size effect and techniques to control for this effect, as well as industry -wide factors. Unfortunately, the information
needed for adjustment may not be available. For
example, the adjustment techniques detailed in
Derstine and Huefner, and Davidson and Weil are
based on the use of information not found in annual reports.
A final shortcoming of the use of financial ratios to assess risk arises from the question of what
kind of risk is being measured and, the risk and
return relationship.
The risk measure is broadly defined as default
risk or risk of business failure. Empirical research
published in the literature has shown that certain
ratios are highly related to business failure. The
applicability of these results were extended by
Libbyb who postulated that the "usefulness of accounting information is a function of the information and the ability of users to interpret the data."
The participants in Libby's study, loan officers
from seven small banks and five large banks, consistently interpreted the ratios (80% agreement)
similarly in their predictions of business failure.
These results suggest the usefulness of financial
ratios because predictions of business failures were
significantly better than a random walk model
would achieve. However, Libby further noted that
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"future research should test the generality of the
results over decision - makers, environmental
events, and information sets."
As predictors of business failure, financial ratios
have been shown to be useful. These measures,
however, do not allow users to assess accurately
relative riskiness (beyond prediction of business
failure or not) and a relationship between that
risk and (commensurate) expected return.
Predicting Beta
Accounting information is an important variable in the calculation of beta estimates used by
some investors. Rosenberg and Guy' present such
a method for estimating beta, viewing beta as the
consequence of economic variables. Specifically,
they state that:
The systematic risk of a security arises from
the dependence of the security return, on the
one hand, and the market return, on the other,
on economic events. A measure of this joint
dependence, beta is determined by the relative
responses of security return and market return
to economic events and by the variance of
those events. As such, beta will change if the
fundamental characteristics of the firm change
The estimates of beta now commonly avail...
able rely on historical security price behavior
but they are not necessarily appropriate for
...
portfolio management, where a prediction of
risk in a future period is required.

With financial
ratios,
predictions of
business failures
were
significantly
better than a
random walk
model would
achieve.

The final estimate of beta is predicted by means
of a combination of fundamental and technical
analysis on a weighted average basis. The technical approach directly estimates the past value of
beta; then the fundamental analysis focuses on the
industry effect and characteristics of a firm, which
include financial leverage, variability of earnings,
and payout ratio —all available from accounting
information.
Increasing the Information
Value of Accounting Numbers
Given the recent emphasis on the relevance of
accounting information for decision making
which resulted in FAS No. 33, "Financial Reporting and Changing Prices," a logical question for
research on the correlation between risk and accounting information to address is whether additional information is found in current value or
general price level adjusted variables.
Beaver and Manegold' examined the association between market and accounting betas for various earnings definitions. In the majority of cases,
a significant association between market and accounting betas was found. Two earnings specifications were differentiated only by the measurement
base:
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I. NI /CE = Net income before non - recurring
items to Common Equity
2. NI/MV = Net income before non - recurring
items to Market Value (of Common Equity)

In a study of
various earnings
definitions, a
significant
association
between
market and
accounting
betas was
found.
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Results showed that the NI/MV betas exhibit a
higher correlation with the market betas than do
the NI /CE betas.
A more recent study by Baran, Lakonishok and
Oferl found similar results. However, in the majority of cases a third earnings specification was
found to exhibit the highest correlation with market beta: (NI + Depr) /MV or Net Income before non - recurring items and Depreciation to
Market Value. The addition of depreciation to the
numerator is intuitively appealing since the sum
approximates the firm's cash flow.
Baran et al. specifically tested the effect of GPL
adjustments on the three earnings specifications.
They rejected "the hypothesis of equal performance (of historical cost and GPL- adjusted data)
at the .00023 significance level." Their results
showed that "... the restatement ofhistorical cost
data caused a substantial increase in the association between market and accounting betas ... For
the NI /CE earnings specification, the increase in
the correlation is from .609 to .805 (an improvement of 32 %), for NI /MV the increase is from
.697 to .916 (an improvement of 31%), and for
(NI + Depr) /MV the improvement is from .801
to .929 (an improvement of 16 %)." Data used in
the study were from the 1957 -1974 period, thus
Baran et al. concluded that "In absence of price level data disclosure, our findings can be interpreted as an indication that investors attempt to
adjust historical -cost data to changes in the purchasing power ofmoney and base their investment
decisions on the restated data, ... and one may
conclude that price -level disclosure requirements
could reduce the real resources needed to generate
the restated data."
Capital Market Theory focuses on systematic
risk (beta) on the assumption that unsystematic
or individual risk can be diversified away. However, the population ofcurrent or prospective investors (or lenders, suppliers) includes entities at all
wealth levels. The investor with limited wealth is
apparently at a disadvantage in achieving diversification. But a closer look at the situation shows
that the disadvantage is minimal, if at all.
The small investor in stock has access to investment vehicles that provide diversification. One
such vehicle, a mutual fund, sells shares which
convey ownership of a diversified portfolio at a
given risk level. The portfolio may be concentrated in the Standard and Poor's 500 stocks (market
risk: beta = 1), or growth stocks (high -risk: beta
> 1), and so on. Thus, any investor can achieve
the diversification of unsystematic risk, and, accordingly, beta is the relevant measure of risk for

use in decision making.
Like the owner, current or prospective lenders
have access to instruments through which diversification ofholdings is achieved. The small investor
in bonds has access to bond funds which are set
up as mutual funds, the main difference being that
the fund's capital is invested in a portfolio of
bonds. Major lenders to companies (i.e. banks, insurance and finance companies) have the resources to diversify their investments across many
corporations.
The majority ofsuppliers would also be able to
reduce the unsystematic risk by diversifying their
customer base. However, the more specialized the
product (or service) supplied, the more difficulty
the supplier has in achieving this diversification.
A prime example is the situation in which a
large company such as General Motors or Sears
contracts work to small firms. These contracts
may constitute a substantial portion of sales for
the small firm. While the customer's sales grow,
the supplier benefits; however, the effects of decline in these sales are magnified at the supplier's
level. Not only has demand for supplies dropped
sharply, but, in addition, any sustained lag in payment by the large customer could literally put the
supplier out of business. Thus, the small supplier
with a major dependence on one large account
faces unsystematic risk. Consideration oftotal risk
in this case would seem to require extra compensation for this risk. Two possibilities are likely:
Either the terms of supply contracts should reflect
the unsystematic risk (possible only in relatively
uncompetitive markets); or the relative stability
of earnings and growth achieved through association with the large customer in good economic
times represents the compensation for the lack of
diversification in customer base.
In general, unsystematic risk is not a relevant
measure of risk to the majority of investors who
have opportunities to diversify their holdings. The
lack of theoretical and real economic justification
for considering unsystematic risk in decision making would seem to be the reason empirical research on the value of accounting information has
not included tests of association with unsystematic risk.
The Value of Accounting Numbers
Accounting information has been shown to
have significant value in assessing a firm's riskiness. The results of empirical research indicated in
the literature show an association between certain
accounting information and both a firm's risk of
bankruptcy (business failure) and beta (systematic risk). The correlation with beta increased when
current market value and GPL- adjusted information were used. These findings with respect to beta
are significant since the majority of investors can
achieve diversification (minimize unsystematic
MANAGEMENT ACCOUNTING /JUNE 1981
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risk), The conclusions to be drawn from the empirical evidence located in the literature are two
fold: accounting information has value to users in
the context of risk assessment; and certain accounting information has more value in this context.
The second conclusion does not reflect a consensus on which accounting numbers provide the most
information to the user about risk. It should be
noted that the extension of the research associating
current value and GPL- adjusted accounting information with risk would be consistent with the primary objective of FASB Concepts Statement No.
1, namely, to provide information that is useful to
present and potential investors, creditors, and others. One area of focus would be to determine the
strength of associations of accounting betas based

on various current value and GP L adjustment
methods. Another area for research would involve
the examination of the information value of this
adjusted data in establishing bond ratings and ultimately in predicting business failure.
'G. E. Pinches and K. A. Mingo, "A Multivanate Analysis of Industnal Bond
Ratings," Journal of Finance. March 1973.
' R. P. Dentine and R. 1. Huefner, "LIFO -FIFO Accounting Ratios and Market
Risk," Journal of Accounting Research. Autumn 1974.
1
G. C. Holdem, "LIFO and Ratio Analysis,- The Accounting Review, January
1974.
'S. Davidson and R. L. W eil, "Inflation Accounting: What W ill General Price
Level Adjusted Income Statements Show ?' Financial Analysis Journal. Jan. -Feb.
1975.
" B. Lev and S. Sunder, "Methodological Issues in the Use of Financial Ratios,"
Journal Accounting and Economics. 1979.
" R. Libby. "Accounting Ratios and Prediction of Failure: Some Behavioral Evidence," Journal of Accounting Research, Spring 1975.
' B. Rosenberg and J. Guy, "Prediction of Beta from Investment Fundamentals,"
Financial Artalysrs Journal. May -June and July- August, 1976.
" W. H. Beaver and J. Manegold. "The Association Between Market - Determined
and Accounting- Determined Measures of Systematic Risk: Some Further Evidence." Journal of Financial and Quanuranw Analysis, June 1975.
' A. Baran. J Lakonishok and A. R. Ofer, "The Information Content of General
Price Level Adjusted Earnings: Some Empirical Evidence." Accounting Review,
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Forecasting
at Hewlett- Packard:
Finding a Better Way
Predicting customer demand often is
five parts scientific testing, one part intuition.

By Robert Stanton and Edward A. Drury
For Hewlett - Packard Company (HP), which designs, manufactures and markets precision electronic instruments and systems for measurement,
analysis and computation, accurately forecasting
the demand for equipment replacement parts is a
complicated process often beyond the realm of
usual control. For example, while component part
failures normally are distributed about an expected failure rate (e.g., a mechanical switch may last,
on the average, for 10,000 movements), such external variables as the geographic location where
the instrument is used (e.g., possible extremes of
temperature or humidity) and the usage characteristics of a particular HP customer tend to create failures at random points throughout the life
of a product.
Also, HP has no way of accurately estimating
the number and kinds of instruments still being
used in the field, and HP's historical parts demand
data base is limited to only a few years. Therefore,
it is difficult to analyze the demand function for
replacement parts in relation to the product life
(most HP products are produced for at least three
to five years, after which HP continues its parts
support policy for an additional five to seven
years). In addition, the Corporate Parts Center
0025-1690/81/6212-0908/$01.00/0

(CPC) currently stocks almost 65,000 different
replacement parts, so 65,000 forecasts are
needed.'
We decided to scientifically study the current
forecasting system at Hewlett- Packard's Corporate Parts Center to see what we could do to improve it. The new model, if incorporated, would
have to meet certain criteria:
• The model must be feasible in terms of both
cost considerations and the current computing
power of the Parts Center.
• The forecasting system must be flexible enough
to allow timely implementation of corrective
procedures.
• The model must be understood by both management and users so that management can
maintain it and adapt it to changing business
environments while the users follow appropriate ordering procedures.

Robert Stanton is cost
accounting supervisor
at Hewlett- Packard Co.
He holds an MBA
degree from the
University of California
at Berkeley. He is a
member of PeninsulaPalo Alto Chapter,
through which this
article was submitted.

We selected the CPC to study because of the
demands for accuracy placed upon it by Hewlett Packard and its customers. The Center, and HP
marketing support entity, takes care of customers
who have purchased or leased HP equipment.
While the Center has an extensive service repair
group, most of its business consists of sales of reCopyright CO 1981 by the National Association of Accountants
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placement parts and assemblies. In order to service its customers adequately, the Center must
make accurate forecasts of the demand for replacement parts so it can keep the proper amount
of stock on hand or be able to replenish it quickly.

a simple fashion so CPC management would be
able to understand it. One measure we selected
was the percent forecast error:
Percent Forecast or
Error

F, — D,
F

How CPC Forecasts Demand
Edward A. Drury is a
tax specialist with
Coopers & Lybrand in
Los Angeles. He holds
a J. D. degree from the
University of California
at Davis and an MBA
degree from the
University of California
Berkeley.

To forecast parts demand, CPC uses an exponential smoothing model. On the last workday of
each month, the Center runs an order point program. The first section of this program computes
the new forecast demand and a current mean absolute deviation (M AD). The forecast demand
(F ) is calculated by multiplying the previous
month's demand (D,.,) by one minus an alpha
factor, then adding that product to the product
obtained by multiplying the current month's demand (D) by the alpha factor:
F, = a(D,) + (1 — a) D,.,
The alpha factor is set at 0.3, so the formula is
similar to a five -month moving average. The mean
absolute deviation is calculated in a similar fashion, with a = 0.3:
MAD, = a(F, — D,) + (I — a)MAD,_,
Once these figures have been computed, the
program uses them to operate the order point system, which calculates new order points, safety
stock, and order quantities. The program also
generates a variety of summary statistics, including the current distribution of parts according to
value class, the total monthly sales volume, the
new inventory levels, and the anticipated work
loads for the schedulers (the employees who actually order the parts).
We wanted to make the replacement parts demand forecasts as accurate as possible, so we began by analyzing the current monthly forecasts in
order to detect possible weaknesses. Once we isolated these problem areas, we were able to focus
our attention on finding ways to correct them.
Our first task, therefore, was to determine a method for measuring forecast error.
The demand for a given part is dependent upon
the particular needs of the various customers. Although each individual demand for a part can be
fully analyzed and explained, the combined independent customer demands that make up the total
demand tend to be random. This "randomness"
feature leads to errors when trying to forecast
future requirements. The ideal forecast would
eliminate most of the problems related to the randomness characteristics and would minimize the
variance between the forecast and the actual future demand.
We chose two methods of measuring the forecast error. First, we wanted to express the error in
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The second measure we chose was the standard
deviation of the forecast error. We selected it because it indicates how closely the errors cluster
around the forecast. It is computed as follows:
Standard Deviation
of the Forecast
Error

=Fn

(E,— E)=
n -1

Where E,

the actual error associated with
the forecast for time period t,
E =the mean error, and
n -1 =degrees of freedom.

In inventory control, perhaps the most critical
forecast concerns the demand for a part during its
lead time. if the forecast is too low, the stock will
become depleted before the new supply arrives,
and back - ordering will be required. If the forecast
proves to be substantially higher than actual demand, the company will incur unnecessarily high
carrying and opportunity costs.
The next most important period to forecast is
the order cycle since the EOQ model is premised
on an accurate usage forecast. In addition, because CPC is only a service center and most of its
parts are supplied by HP manufacturing divisions,
another period must be considered —the period of
time required by the manufacturing division for
scheduling the production run, ordering and receiving all the necessary raw materials, actually
producing the part, and shipping the item to the
Parts Center. The consensus of several production
managers of different HP product divisions was
that they needed a six -month forecast of CPC's
requirements to be able to construct their production schedules efficiently. Consequently, we focused our study on this demand horizon.
Selecting the Sample
CPC stocks approximately 65,000 parts, so we
decided to save computer time by selecting a random sample to analyze. To ensure the sample
would be unbiased and that the entire span of
parts would have an equal chance of being selected, we decided to follow these steps:
1. Determine the desired number of sample
parts for each value class (e.g., 500 value
class A parts in the sample).
2. Divide the total number of parts in the value
class by the result (e.g., there are approximately 2,500 "A" parts, and dividing by 500
yields 5).
MANAGEMENT ACCOUNTING /JUNE 1981

We continued this approach throughout the 46
sample months and then computed the standard
deviation of the forecast errors.
We tested for the six- and nine -month lead
times in a similar fashion (see results in Table 3).
From these tests it became apparent that forecast
accuracy was inversely related to the length of the
lead time period —the shorter the lead time period, the more accurate the forecast.

Number of parts in:
Value
class

Population

B
C
D

500
800
800
1,000

2,837
9,169
20,603
32,371

17.62
8.73
3.88
3.09

Total

3,100

64,980

4.77

A

%

Sample

of population

Table 2
Demand Groups

0- 20
21 40
41 -60
61 80
81 100
over 100

2,435
476
98
32
31
28

78.5
15.4
3.2
1.0
1,0
0.9

3,100

100.0

-

%

Number of
parts in
sample

-

Avg. monthly sales
first six months
sample period

of total
in sample

Table 3
Distribution of the Error Term —
Using 3 Month Lead Time
Standard deviations
10

15

20

25

2
40
11
9
4

30

30

_

5

>

Demand
gro up s _

0 -20
21 -40
41 -60
61 -80
81 -100
100

972
11
3

1156
72
16
7
4
2

251
145
33
6
3
5

54
187
26
8
12
4

8

1B
5
1
6
6

Total

986

1257

443

291

74

36

13

82
205
31
9
7
4

31
76
16
12
8
9

11
4
5
1
7
8

1
5
1
4
3
14

_

Forecast Error = (3 X F,) — (D, + D, + D,).

Table 1
The Sample

-

This method generates a true random sample
because all parts have the same chance of being
selected, provided that the number chosen in Step
3 is random. Furthermore, it ensures that the
sample will be representative of the entire parts
file because CPC's inventory master file is in part number sequence.
Using this method, we drew a sample of 3,100
parts from the total population of the 64,980 parts
stocked at CPC. Table 1 shows the sample composition. Each sample part record includes 160 descriptive fields of information. These fields include
the part's set -up date at CPC, the part's sales (demand) history for the most recent 46 months, the
current and previous forecasts, and other data
which can be used in the analysis. The sample file
was recorded on a magnetic tape, and the record
layout was defined in MARK IV and COBOL.
Because of the great number of parts, we decided to categorize the data for testing purposes. We
wanted to develop a method that would illustrate
the current forecast's "accuracy" as well as provide a format for comparison for future tests. To
accomplish this goal, we grouped the data according to demand. (See Table 2.)
Using the demand groups shown, we tested the
current CPC forecast for lead time periods of
three months, six months, and nine months. For
the three -month test, we multiplied the forecast in
month one by three and then subtracted the sum
of the actual demand figures for the next three
months, thereby calculating the forecast error:

tem, it used an alpha (or smoothing) constant of
0.1. This figure produced a forecast which responded gradually because it was based on the
average demand over many months, which eventually led to forecasts that were unable to track

_

_

3. Select a random number between 1 and the
result of the previous calculation (e.g., between I and 5; in this case, the number selected was 4).
4. Select every Nth part (N being the number
selected in step 3) of the value class for the
sample (e.g., every 4th part of the value
class A parts).

3
4
1
2

3

Using 6 -Month Lead Time
0 -20
21 40
41 -60
61 -80
81 -100
100

876
6
2

998
73
7
1
_1

437
111
32
8
5
3

Total

884

1080

596

338

152

36

Us ing 9 - Mo nth L e ad T im e

Forecast Accuracy and the Alpha Factor
Because our objective was to forecast accurately
over a six -month lead time, we incorporated this
constraint in the remaining evaluations. Our next
test involved a comparison of the accuracy of the
forecasts generated with different alpha factors.
When CPC originally set up its forecasting sysMANAGEMENT ACCOUNTING /JUNE 1981

0 -20
21 -40

721
4

879
67

631
104

127
198

59
97

18
5

1

41 -60
61 -80

2

6

24

32

21

6

7
3

10

12

7
3

5

11

4

8

1

2

953

771

4
376

9
209

9
42

3
22

81 -100
100

Total

727
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parts with dramatic demand changes. Consequently, management decided, by intuition, to increase the alpha constant to 0.3. We wanted to
verify the wisdom of this change and test the performance of a higher constant,
We reanalyzed the sample using exponentially
smoothed forecasts with alpha factors of 0.1 and
0.5 (Table 4). Parts with a lower standard deviation in the error term using the 0,5 constant were
those which displayed "ramps" or steps in their
demand patterns. Figure 1 compares the forecast
(with a = 0.5 and a = 0.3) to the actual demand
for a diagnostic data cassette used in testing HP
desk -top calculators. As this particular product
reached the mature stage of its life cycle, the demand for it increased dramatically. With a relatively stable smoothing constant (0.3), the forecast lagged considerably behind the actual
demand. The higher constant (0.5) enabled the
Table 4
Distribution of the Error Term—
Us ing 0 .1 A lp ha

Detecting a Change in Demand

Standard deviations
Demand
groups

5

10

15

20

25

30

> 30

67
216
39
8
6
6

9
49
17
10
8
8

6
5
4
3
9
7

2
1
2
3

0 -20
21 -40
41 -60
61 -80
81 -100
100

931
12
3

1028
71
7
1
1

394
123
26
9
6
3

Total

946

1108

561

342

101

34

8

902
8
2

987
75
9
1
1

469
151
27
11
5
3

62
225
32
7
8
3

7
5
16
6
7
1_0

6
8
5
4
7
8

2
4
7
3
4
3

912

1073

666

337

51

38

23

Using 0.5 Alpha

_

0 -20
21 -40
41 -60
61 -80
81 -100
100
Total

Figure 1
Exponential Smoothing using Different Alpha Levels
10.3 and 0.5)
Actual
demand

De m an d

40

t

V

f

..•

V

0.5

30
0.3
20
10

5

10

15
M o n th s
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revised forecast to track the demand much more
closely although it, too, exhibited a lag.
Other parts' forecasts also improved with the
higher constant: parts which have been introduced recently and for which demand was growing rapidly; parts which for no obvious reason
suddenly began to sell; and parts which experienced drastic demand drops, such as parts associated with recently obsolete products.
The original constant of 0.1 worked well on
parts with relatively large and smooth demands.
The error term for the 0.1 constant was less widely distributed than for the 0.5 constant (Table 4)
because with the small alpha factor the forecast
was much more- stable and tended to "ignore"
random up and down demand influences.
For these tests we concluded that an initial improvement could be made by using different alpha
factors, depending on the demand for the product.
What was needed was a method of identifying the
trend — stable, slight, or radical —and the period
when the trend began switching from one group
to another — radical growth to stable.

20

25

If the forecast is tracking well, the actual demand should fall both above and below the estimated value. In a true steady state, if the estimate
of the average were exact, the sum of all the positive errors would equal just the sum of all the
negative errors so that, in the long run, they
would cancel each other out.
In the absence of a trend, a running sum of the
forecast errors (RSFE) will oscillate slightly
above and below zero. If the RSFE grows large in
either direction, however, the forecast is not
tracking well and large errors may result. One
way to formulate a testing device is to construct a
control chart plotting the monthly RSFE (the total of the deviations between the estimate of the
average demand and the actual demand). If the
forecast performs well, the RSFE will not become
large in either a positive or negative direction. A
standard deviation then can be computed and
used to determine the upper and lower control
limits. I f the RSFE passes one of these limits,
management should manually or automatically
revise the forecast.
Instead of actually plotting these values, we
simply divided the RSFE by the standard deviation. As long as the quotient remained between
—4 and +4 the system could be considered to be
tracking satisfactorily. If the quotient were to become larger or smaller, and especially if it continued to exceed the limit for two or three months in
a row, management would know that a modification was required. At this point, the causes for the
change in demand should be reviewed by an analyst. If the analyst felt that the change was legitimate (not just a random "blip "), he could inMANAGEMENT ACCOUNTING /JUNE 1981

crease or decrease the alpha factor accordingly,
and if the change were dramatic, he also might
want to adjust the forecast manually to the level
of the actual demand in the preceding month. The
general approach is illustrated in Figure 2.
Using the control limits of —4 and +4, one
first notices the start of a trend in month 20. By
resetting the RSFE to zero and changing the
smoothing constant to 0.5 for a six -month period,
the forecast is rendered more adaptable and therefore performs more accurately (see Figure 3).

casting system in detail, we did not verify the validity of the ordering and safety stock rules. Furthermore, we assumed a lead time of six months
for all of the sample parts, which may not be a
valid assumption for all stocked parts. If the impact of an improved forecast is to be appreciated,
all of these factors must be correct.
' This was true three years ago. CPC now stocks approximately 65,000 pans.

Figure 2

Improving Our Original System
Our final test was to incorporate the tracking
system along with selective use of the smoothing
constants to see if we could offer a significant improvement over the original forecasting system.
We reran the sample data, starting with a smoothing constant of 0.3. During the run we had the
computer continually check for trend changes using t he s u m o f th e er ro rs ( R S F E ) techn iqu e. If
the sum o f th e erro rs o ver th e stan d ard d eviatio n
of the erro r was greater th an +4 o r less th an —4,

we automatically reset the forecast to the average
of the past three months' demand and increased
the smoothing constant to 0.5. We also reset the
sum of the errors to zero and began monitoring
again. If the part did not "trip" the tracking system for the next four consecutive months, we then
set the smoothing constant back to 0.3.
Additionally, if the part's error did not exceed
our limit for at least six consecutive months, from
the time when the constant was last set at 0.3, we
automatically lowered the alpha to 0.1 to stabilize
the forecast. Thus, if a part just exceeded our
tracking system limit, it would take a minimum of
ten months before the constant could be set to 0.1.
Results of this run are illustrated in Table 5.
From the table, one can see that there is a marked
improvement from the original run. (See Table
4.) In each of the demand groups, the error terms
are significantly less distributed, mainly because of
the ability of the forecast to adapt to the dramatic
changes in demand. For the more stable parts, using a lower smoothing constant of 0.1 also contributed to the improvement although this fact
was not very significant for our sample data.
We feel that CPC's management will be able to
improve its control over the forecast by simply
applying the monitoring system we presented.
Further improvement can be gained by skillful use
of the smoothing constants. Future studies might
consider some of the more advanced methods of
forecasting, such as second -order systems, which
are better able to track trends, and multiple regression, which can take an array of variables under consideration. But given the current philosophy of CPC management —to keep the forecast
simple —we feel our methods are adequate.
Although we examined the Parts Center's foreMANAGEMENT ACCOUNTING /JUNE 1981
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Table 5
Distribution�of�the�Error�Term�—
Using Tracking Signal
Standard deviations
Demand
groups

0 -20
21 -40
41 -60
61 -80
81 -100
100
Total

5

10

15

20

25

30
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1131
21

1096
78

174
180

32
167

1
23

1
4

3

4

17
8
5
2

33
5
6
5

29
11
8
3
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1
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1
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1156
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15
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NAA Research Report

Financial Planning and Evaluation
for the Nonprofit Organization
Next month NAA is publishing Financial Planning and Evaluation for the Nonprofit Organization by Anthony J. Gambino
and Thomas J. Reardon. This publication is the second project
that deals with the use oj'management accounting information
at nonprofit organizations. The first study focused on management accounting in educational institutions— Planning and
Control in Higher Education. The scope ofthe second publication encompasses all nonprofit organizations other than those
in health care or Higher education. Advance orders are now
being accepted. Contact the Special Order Dept.
By Anthony J. Gambino and Thomas J. Reardon
There are about six million nonprofit organizations with revenues of more than $80 billion per year in the United States,
according to the report of the Filer Commission on Private
Philanthropy and Public Needs. They range from the American Red Cross to the National Association of Accountants.
Our research indicated that the management of nonprofit
organizations is generally poor. There are several reasons for
this condition. For example, in a profit- oriented company, the
amount of profit is an important measure of performance,
but, by definition, a nonprofit organization cannot use this
measure of performance. Also, the nonprofit sector was largely ignored by the accounting profession and by university
curricula. Other reasons include intangible goals and outputs,
and the lack of competition.
Not surprisingly, the management of hospitals and universities seems to be superior to that of most other nonprofits.
The major reason for this superiority probably is because both
institutions are reimbursed on the basis of costs incurred and,
therefore, have to adcount for costs to an outside agency.
The NAA study is based upon a review of the literature,
mail survey, and on interviews with the salaried chief financial officers and members of the staff of 17 large and well established nonprofit organizations.
The public demand for accountability is changing the nonprofit picture. Both the American Institute of CPAs and the
Financial Accounting Standards Board have initiated projects
to establish accounting standards for nonprofit organizations.
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Moreover, universities and professional associations, including NAA, currently are offering courses for financial managers employed by nonprofit organizations.
Some Study Results
We investigated the areas of budgeting, costing, internal
reporting, and performance evaluation. Some ofthe results of
our survey and interviews indicate room for improvement in
each of these areas.
Budgets, by and large, were prepared in a rudimentary
fashion and were not used as an effective control tool. In fact,
some respondents indicated that if a department were under
budget it could be penalized by having its next year's budget
cut by funding sources. Few organizations used zero -base
budgeting (ZBB) or Planning, Programming, Budgeting
(PPBS) techniques considered applicable to nonprofits_ Two
case studies present portions of the budget process of two
organizations participating in the research.
Development of good costing and reporting systems in the
nonprofit sector has been delayed because of the use of certain
accounting techniques —fund accounting, cash basis accounting, and natural reporting— techniques which make it difficult
to measure properly and report the costs of an organization.
Little effort is being made to measure performance at nonprofit organizations. Although such organizations cannot use
profit measures, other evaluation criteria could serve as control tools in this important area. The report includes four case
studies of evaluation procedures developed by study participants.
The direct benefits of most goals of a nonprofit organization are intangible; that is why it is extremely difficult to
determine ifthese goals are being achieved, The lack of objective criteria in the nonprofit management environment has led
some nonprofit managers to become complacent and in many
instances has resulted in a waste of resources on nonproductive programs.
The report consists of seven chapters and an annotated
bibliography, as well as a general bibliography. It also includes the complete text ofthe guidelines used by the authors
in conducting the research.
MANAGEMENT ACCOUNTING /JUNE 1981
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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
ore used to implement the decision?

Written by Joseph M. Conder and Gilbert N.
Hopkins, the study is based on responses from
198 companies —and 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 on
absolute must for today's
inflation - minded
Price
decision maker!

95

10% discount for members

Moil 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

MA518i

_

Company
Address

f
Member No.
Please send me information
on NAA membership

LETTERS
Continued from page 11
the management accountant's image is
on the college campus. I challenge the
NAA to take a leading role in developing CMA curricula within the nation's
accounting schools. Rigorous CMA track programs, leading up to the CMA
exam, would attract quality students to
the management accounting field.
This challenge is also extended to private industry. Go to the college campuses and explain the responsibilities,
the satisfaction, the excitement that can
be obtained from making contributions
to a business as a valued member of a
management team.
Neal J. Hannon, CMA
Cost Accounting Supervisor
Fisher Controls Co.
Marshalltown, Iowa

The Dynamics of Rate - making
The article by Joseph Agnich, "How
Utilities Account to the Regulators"
MANAGEMENT ACCOUNTING /JUNE 1981
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Amount

(Feb. '81) was very timely and well written. As he stated, rate - making is a
very complicated procedure and until
the activists in our society (and some of
the regulators) understand the basics of
utility accounting, there is little hope for
a rational approach to utility rates. For
years, the general public has accepted
utility bills because they were the "best
buy in town." Things are different now
and the public must become educated in
the rate - making process to appreciate
the dynamics of the subject they are
dealing with.
Linus W, Kinner
Asst. Vice President — Corporate Services
Green Mountain Power Corp.
Burlington, Vt.

What Else Is New?
Authors Bryant and Mahaney are given
quite a bit of space (March '81) —almost six pages —to proclaim that standard setting is subject to political influence. So what's new?
The FASB was established to set accounting standards to maximize the ac-

curacy and truth of fiscal transactions of
organizations. I think it has held to this
objective despite the "political" pressures of firms, corporations, the SEC,
and various other political interest
groups which Bryant and Mahaney
join.
Although I have not researched the
point —nor do I intend to—I think the
FASB has cut a swath that is wider and
deeper than any other nongovernment
group in the history of accounting. I
would say that their only Achilles heel
is their being influenced by self - serving
advocates.
The alternative is for the SEC to lay
down principles and procedures, and
you know how they will bow to political
pressures.
Jim Ashburne
Austin, Tex.

Reform not Light Years Away
The point that Drs. Weis and Tinius
(Nov. '80) are making, "Why are we all
so dumbfounded in the presence of nonprofit reports ?" is very well taken. I
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have been in nonprofit accounting for
about four years, and I, too, have been
confused by the traditional format of
the fund -type financial statements. It
was only recently that I received a
much clearer understanding —that was
after two of my CPA review classes on
fund accounting. I believe that the
FASB (once it gets serious about issuing pronouncements on not - for -profit
organizations) should consider making
the "columnar- consolidated" format
mandatory for persons who desire to
prepare financial statements in accordance with generally accepted accounting
principles. I agree that they are much
easier to read and to analyze.
The example concerning the audit of
the city of Boston does not surprise me
in the least. Most of your readers probably also have read the Wall Street Journal and can recall the examples of
disgraceful municipal accounting procedures (or lack thereof) such as the cities of New York and Cleveland, the
Chicago school district and the state of
California. The Proposition 13 controversy in California really exposed the
problem in that state. The state controller was quoted several times in the
newspaper as stating that, "his office did
not know the exact amount of the surplus," which was estimated to be anywhere between one and two billion dollars. A situation like that is disgusting
and a disgrace to the management accounting profession. But perhaps some
of the municipal accounting personnel
do not consider themselves part of the
profession. Could it be that, as Weis and
Tinius intimated, most of them are incompetent?
One final comment regarding the last
paragraph of the article. I am with a
charitable disaster relief and development organization whose management
is in complete support of the full- disclosure principle. We maintain our books
on the full accrual method, have a "cost
center" type accounting system, and we
are audited annually. In addition, we
keep a daily cash flow analysis for internal management purposes. Furthermore, my company wants me to enhance my qualifications by attaining my
CPA certificate.
Our organization also is a member,
along with about 100 other nonprofit
concerns, of the Evangelical Council for
Financial Accountability (ECFA). The
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prime function of ECFA is to get nonprofit entities to voluntarily adhere to
strict financial standards. We want our
constituency and the government agencies to know that we are concerned
about sound financial reporting. We believe that it will be better for the whole
industry if these standards are met voluntarily instead of eventually having
them imposed upon us.
In conclusion, I do not agree with the
statement that a "responsive, efficient,
effective, and accountable nonprofit sector is light years away." It may be for
some of the sectors, such as municipalities, but there is a sector that already
has begun to clean house. I think we
shall see more of this in the future.
York R. Gresser
Director of Finance
Food for the Hungry International
Scottsdale, Ariz.

Let's Form an International Body
My reaction, and the reaction of many
accountants to the question "Should an
International Management Accounting
Institute be created to coordinate research and develop standards and techniques?" (Sept. '80), is a definite "Yes."
Need for such an organization has been
felt and discussed for more than a decade. It was in the late Sixties that this
idea was first discussed by a group of
management accountants. Prof. Adolf
Enthoven and the founder president of
our Institute, the late Mohammad
Shoaib, who was at that time executive
vice president of the World Bank, were
the prime movers of this idea. Though
this idea has been discussed off and on
at various international meetings of
management accountants, the International Association /Institute of Management Accountants has not yet come
into existence.
At the time of the last International
Congress of Accountants in Munich, a
meeting of the representatives of management accounting bodies was held at
the invitation of NAA. One of the purposes of this meeting was to bring all
the management accounting bodies of
the world closer to each other with the
hope that ultimately an International
Accounting Association or an Institute
of Management Accountants will come
into existence. I had the privilege of at-

tending this meeting on behalf of
I.C.M.A. Pakistan.
Unfortunately, this meeting could not
formulate any definite strategy for the
establishment of such an organization.
At that time it was expected that the
Management Accounting Committee of
IFAC might be able to undertake the
role of an international organization of
management
accountants. Though
IFAC has presented some useful guidelines for the auditors, its contribution in
the area of management accounting has
not been very satisfactory. Only one exposure draft on "Definition of Management Accounting and the Responsibilities of Management Accountants" has
been presented.
With the increase in the number of
multinational corporations, international investment agencies, and international and regional financial institutions,
there is a strong need for an international organization which may take over the
responsibilities of development of standards, guidelines and techniques for the
management accountants working for
such institutions. It is the responsibility
of all the management accounting bodies of the world to pay attention to this
need of the management accounting
profession. NAA should take a lead in
this respect, as well, and with the collaboration of other management accounting organizations, an International Association or Institute of Management Accountants should be brought
into existence. It is the need of the day
and those of us who are working in developing countries are most in need of
such an institution. We are aware of the
usefulness of an international organization of management accountants.
A. M. Ansari, FCMA
Executive Director
Institute of Cost and Management
Accountants of Pakistan
Karachi, Pakistan

Survey Participants Were `Handcuffed'
Although the Weis and Tinius article,
"Does Anyone Understand Nonprofit
Reports ?" (Nov. '80) is cleverly written, in my opinion these authors overstate their case. Specifically, they extrapolate suspect results from a single
study in an attempt to discredit a fund
accounting system that has well served
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nonprofit organizations for a long time.
The writers tell us that conventional
fund -based reporting did not fare well
in a test setting when matched against
the same information supplemented
with consolidated statements. I have serious reservations about the validity of
these findings. For instance, the authors
tell us little about the training and expertise of the commercial loan officers
participating in the study cited in their
article. I would suspect that few, if any,
of the loan officers had ever seen a set of
university financial statements before
the study was performed, much less
made a loan to a university. The fact
that the loan officers, randomly assigned
to one group or the other and using essentially the same set of financial information, could reach such radically different conclusions concerning performance tends to support a hypothesis of
ignorance as easily as the consolidated is- better - than -fund hypothesis of the authors.
My second, and perhaps more important, concern is that performance is difficult to fathom from total dependence
on financial statement analysis —and I
feel that most financial analysts would
readily agree. The bank loan officers in
the study cited were asked to make a
decision on performance without benefit
of additional counsel —not your typical
loan situation. They were not allowed to
ask questions such as: Will gifts and bequests continue to grow at the current
rate? Can a ceiling be put on the rise in
instructional expenditures? What does
the repayment schedule for indebtedness show over the next 10 or 20 years?
These and similar questions are important to properly interpret performance.
The loan officers were thus handcuffed
and asked to perform what I view as an
impossible task. I f I were one of these
loan officers, I would have refused to
participate on these grounds alone, regardless of my prior experience in the
area of university finances.
The primary focus of fund accounting
is control, and fund accounting serves
this purpose admirably. Fund accounting can be learned and implemented
easily and can produce meaningful
results. This is not to say that fund
accounting can be made immune to deceitful or fraudulent activity. Still, nothing in the authors' article would motivate me to advocate change from basic
MANAGEMENT ACCOUNTING /JUNE 1981

fund accounting and reporting as currently practiced by nonprofit organizations.
Robert W. Owens
Assistant Professor of Accounting
University of Oklahoma
Norman, Okla.

MANAGEMENT
ACCOUNTING
PRACTICES
Continued from page 6
assets, assets under construction,
and all other assets. Proposals for
property, plan, and equipment disclosure made in 1980 were more stringent in their requirements. After receiving sharp criticism by commentators, those proposals were withdrawn
by the SEC.

AICPA Will Not Change Audit
Opinion
The Auditing Standards Board of the
AICPA has concluded that "the current auditor's standard report could
not be improved enough to warrant
the cost of change." The Board therefore decided to end the 3 1/ 2-year effort to revise the current report and to
pursue new approaches to clarifying
management and auditor responsibilities for financial statements. The
Board's decision was made after analyzing the 450 comment letters received and consideration of extensive
public debate and deliberation. Publication of a brochure explaining the
nature and limitations of audited financial statements is expected to be
the first of the Board's initiatives.

lation indicated a payout in less than
four years and a rate of return of
25 %. So, management proceeded
with plans to introduce the new laxative.
Before PDQ started producing and
marketing the new product, however,
a competitor unexpectedly entered
the market with a lower- quality and
lower- priced laxative and a different
marketing mix. The marketing department responded with a new marketing plan. The new information about
the competitive product and the new
marketing plan, added to the information already in the model system,
however, generated discouraging
prospects regarding the risks and opportunities associated with launching
the new laxative. The simulation indicated that the payout would increase
to eight years and the rate of return
would drop to 5 %.
As a result of the information generated by the computer simulation
system, the PDQ management decided to discard plans to produce and
sell a natural laxative. Instead, it diverted its economic resources to developing, manufacturing, and marketing other consumer products that offered greater profit potential to the
company.

DATA SHEET
Continued from page 18
MNCs. While total sales of the 10
largest U.S. companies were about
2! i times greater than those of the 10
foreign corporations in 1963, they
were only one - and -a -half times as
large in 1979.

OPINION
MANAGEMENT
INFORMATION
SYSTEMS
Continued from page 8
ed the cost of facilities, and the unit
product costs at the projected volume
level for materials, labor and overhead. Through the model, management learned the potential risks and
opportunities associated with plans to
introduce the new product. The simu-

Continued from page 10
these problems. Good sound economic sense and basic analytic skills
in the handling of economic data are
what is most required. Our job as
management accountants must be to
develop, report, use, and communicate these varying measures of the
"many faces of productivity." It's one
of our basic responsibilities to the
economy.
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BOOK SERVICE

HANDBOOK OF DEPRECIATION METHODS,
FORMULAS AND TABLES
by James Johnson
This practical volume is a complete, one -stop
guide to depreciation methods, formulas, tables
and computer programs that can help you
solve virtually any type of depreciation problem.
It contains instant computer programs to
facilitate use of the methods in a computerized
system — useful 50 -year tables that present
depreciation values for all major time - related
methods —and much more.
Prentice -Hall, Inc.
608 pp.

1981
$39.95

FINANCIAL MANAGEMENT FOR
CONTRACTORS
by Fails Management Institute; Ira Jerome
Jackson, III and Marita H. Kennihan, eds.
This unique guide concentrates on financial
management in the contracting industry. It
explains financial management fundamentals,
techniques and terms using contractor case
studies. The reader understands the essentials
of profit and loss and how to improve profits
through budgeting and cash flow. It's a perfect
working asset that can transform sales/
estimating managers, project managers and
others into financial decision makers.
McGraw -Hill Book Co.
224 pp.

1981
$22.50

FORMS MANUAL FOR T HE CPA FOR AUDIT,
REVIEW, AND COMPILATION OF
FINANCIAL STATEMENTS
by Benjamin Newman
The book is a compendium of check lists,
planning guides, audit program guides, internal
accounting control guides, review guides, questionnaires and forms. Explanatory and analytical commentary is used through the book,
including authoritative references, the latest
selective summaries of official pronouncements, clarification of professional standards
and responsibilities, and caveats and analytical
comments.
John Wiley & Sons
574 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 inv oice. (Prices guaranteed for
90 days only.)

many sensitive responsibilities and challenges
that face the independent audit committee.
You'll find comprehensive advice on monitoring
the internal and external audit functions,
minimizing legal liability, preparing the audit
director's report. and more. Also included is a
list of many of the critical pre- and post -audit
questions that will confront the committee.
John Wiley & Sons
303 pp.

1981
$24.95

IMPROVING PRODUCTIVITY T HROUGH
ADVANCED OFFICE CONTROLS
by Robert E. Nolan, Richard T. Young and Ben
C. DiSylvester

ous applications. It is written fro m the user's
point of view —in other words, the person who
plans for, installs and works with micrographics. The emphasis is on cost - effective use of
microfilm as a viable information storage and
retrieval medium.
John Wiley & Sons
196 pp.

1980
$20.95

THE BREAK -EVEN HANDBOOK:
TECHNIQUES FOR PROFIT PLANNING AND
CONTROL

On the basis of their years of experience
helping office managers concerned with clerical
efficiency, these management consultants offer
essential techniques and systems for controlling
clerical costs, managing and controlling the
office, selecting the right program for an
organization, implementing productivity improvement programs, and improving profitability.
AMACOM
432 pp.

1981
529.95

by Clifford C. Harris
With this dynamic handbook, you'll see how the
break -even system can help you forecast
future profit and loss accurately, pinpoint
operational weakness, identify problem areas
and uncover opportunities. The instructive case
studies show how companies like yours have
used break -even analysis to improve profits.
Prentice -Hall, Inc.
232 pp.

1978
$32.95

THE AUDIT DIRECTOR'S GUIDE: HOW TO
SERVE EFFECTIVELY ON THE CORPORATE
AUDIT COMMITTEE
by Louis Braiotta, Jr.
Here's up -to -date, step -by -step guidance to the

ACCOUNTANTS' HANDBOOK ( 6th edition)
by L. J. Seidler and D. R. Carmichael
A comprehensive working reference tool
designed to assist accountants in solving
today's most complex accounting problems
such as leasing, inflation adjustments and
pension plans, it also helps them solve
traditional problems such as partnerships,
inventories and mergers and acquisitions. New
sections are on analyzing financial statements,
cash flow analysis and frequently encountered
problem areas such as valuation of small
businesses, the latest bankruptcy rules and
nonprofit institutions.
John Wiley & Sons
2 vols.; 2,400 pp.

1981
$75.00

NAA MANAGEMENT ACCOUNTING BOOK SERVICE

1980
$39.95
Quantity

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

Total

STATE TAX LIABILITY AND COMPLIANCE
MANUAL
by Lloyd S. Hale and Ruth Kramer
In a unique and easily readable manner, the
authors summarize the concepts of state
taxation for quick reference and present
leading decisions for a more in -depth study.
They discuss the impact of the Multistate Tax
Compact on state taxation and consider such
issues as allocation and apportionment,
jurisdictional standards, combined reports, and
an analysis of various types of taxes.
John Wiley & Sons
574 pp.

Member Acct No
SHIP TO

by Joseph L. Kish, Jr.
A clear, nontechnical, state -of- the -art book on
micrographics equipment, formats and its vari54

_

Subtotal
Add Po sta ge and Ha ndi ng
$2. / bo ok, 4 1h Cl . Bo ok Ra te
(6.8 wk s . d el i v. )

1980
$39.95

MICROGRAPHICS —A USER'S MANUAL

Subtotal
Less 10% Discount

$3. 1boo k UPS ( 4.6 wks deh v.)
PA Y ME NT MUS T A CC O MP A NY O HO E H

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

Mail To: M iriam Redrick, Manager, Library Services
Natio nal Asso ciation o f Accountants, 919 Third A ve., New York, N.Y. 10022
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People in the News
Axelson Named Exec V.P.

:r

a

i

Kenneth S. Axelson, New York, has
been promoted to executive vice president of J.C. Penney Co. He is chief financial officer of the company. Mr. Axelson is an appointed member of NAA's
national board. Also at J.C. Penney Co.,
Robert Northam, controller, has been
named senior vice president.

Earl Milner Elected V.P.
Earl R. Milner, Milwaukee past president, has been elected vice president
and controller of A.O. Smith Corp., replacing Allan C. Crane, Milwaukee past
president, who is retiring. Mr. Milner,
an NAA national director, 1973 -75, is a
current member of the Management
Accounting Practices Committee. Mr.
Crane served as national director, and
as national vice president, 1966 -67.

Robert E. Smith, 1, Milwaukee Chapter socioeconomic director, and Herbert
Schachtschneider, r., Milwaukee past president, present Clemens T. Wisch,
assistant to the district director at Milwaukee Area Technical College, a check for
$200 for the College Scholarship Fund. Each year the chapter and MATC present
a series of seminars for small business personnel on some aspect of financial
management. Proceeds left after expenses are donated to the College.

Promotions and New Positions

Plastic Products. He is a member of
Madison Chapter.

Larry D. McKay, Akron, Ohio, has
been appointed vice president —finance
ofthe American Beverage Control Division of McNeil Corp. He is a member of
Akron Cascade Chapter.

been appointed vice president, accounting operations for Baptist Medical Centers.... Ronny Greer has been named

Paula J. Grillot, Ann Arbor, Mich., has
been named manager offinancial analysis at the Plymouth plant of Burroughs
Corp. She is a member of Western
Wayne Chapter.
Terry J. Dewberry, Atlanta, has joined
Healthdyne, Inc. as vice president of finance. He is a past president ofAtlanta
Central Chapter.
Leon H. Flinders, Atlantic City, N.J.,
has been named vice president of finance for the Tropicana Hotel and Casino. He is a member of South Jersey
Shore Chapter.
Allen F. Schwender, Baltimore, has
been named assistant comptroller of the
Savings Bank of Baltimore.
Kenneth A. Hews, Bangor, Me., has
been appointed vice president— finance
of the Brandow /Johnson organization
at Eastern Maine Medical Center. He is
a member of Bangor - Waterville.
Kenneth J. Wilder, Baraboo, Wis., has
been promoted to controller of Klein
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AXELSON
New York

MILNER
Milwaukee

accounting manager, and Gordon H.
Murphee, controller, at Combustion
Engineers Environmental Systems Div.
All are members of South Birmingham
Chapter.
Bonnie J. Bishopp, Buffalo, has been
named manager of security, and Charles
F. Kiser is now vice president and manager of financial controls for M &T
Bank.
Linus W. Kinner,' Burlington, Vt., has
been named assistant vice president —
corporate services of Green Mountain
Power. He is president of Green Mountain Chapter and is a past president of
Northern New York Chapter.

Rex S. Schuette, Chicago, has been
elected vice president and division administrator of Harris Bank He is a
member of Detroit Chapter.
Robert L. Howe, Cincinnati, has joined
Storopack, Inc. as controller.... James
E. Williams has been named controller
of Midwest Technical Inc.... William
J. Niehaus has been named controller
for Sun Chemical Co. He is a member
of Akron Cascade Chapter,
Steve L. Burts, Jr., Columbus, Ga., has
been appointed assistant vice president
and assistant comptroller of Citizens
Bank and Trust. He is a member of
Chattahoochee Valley Chapter.
At Conco Cement, Concord, Calif.,
Tom A. Fannin has been promoted to
controller and James G. Schubin has
been named vice president of finance.
Both are members of Diablo Valley.
At Caterpillar Tractor Co.'s Davenport
plant, Jeffrey L. McMillan has been
promoted to preproduction cost supervisor, and Robin W. Rae is now inventory accounting supervisor. They are
both members of Illowa Chapter.
Raymond J. Sauser, Jr., Eugene, Ore.,
is now audit manager for Callahan &
Co. He is a member of Eugene-Springfield Chapter.
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Stephen G. Miller, Evansville, has been
elected president of Citizens Realty and
Insurance, Inc.
James M. Thomas, Frazer, Pa., has
joined National Liberty Corp. as director, financial planning and analysis. He
is a member of Valley Forge Chapter.
Vincent P. Blake, Greenwich, Conn.,
has been elected a corporate vice president of Amax Inc. He retains his position as corporate controller. He is a
member of New York Chapter.
John R. Northrup, Harrisburg, Pa., has
joined Davenports, Inc. as controller
and supervisor of the office staff. He is a
member of Harrisburg Area Chapter.
Richard G. Wakefield, Hartford, is now
assistant treasurer and controller of The
Hartford Courant Co.
Melvin H. Voth, Hesston, Kan., has
been named senior vice president at
Hesston Corp. He is a past president of
Wichita Chapter.
Samuel B. Firey, Hunt Valley, Md., has
been promoted to senior internal auditor for McCormick & Co., Inc. He is a
member of the Baltimore Chapter.
Michael S. Levy, Ithaca, N.Y., is now a
partner of Sciarabba Walker & Co. He
is a member of Ithaca- Cortland.
Wanda M. Cacchiotti, Jacksonville, has

been promoted to payroll manager at
Unijax Inc.
Melissa M. Habowski, Kent, Ohio, has
been promoted to assistant vice president of Huntington National Bank. She
is a member of Cuyahoga Valley.
Leon E. Mechem and H. Virgil Stephens, Kingsport, Tenn., have been
named chief accountant and a staff assistant, financial and office administration, respectively, at Tennessee Eastman
Co. East Tennessee Chapter members.
At Standard Steel, Lewistown, Pa.,
Maureen E. Downs has been named
budget and cost analyst, and Barry F.
Stuck has been promoted to manager of
special programs. They are both members of Central Pennsylvania Chapter.

Cyril L. Kincaid, Lynchburg past president, has been appointed vice president— finance of Craddock -Terry Shoe
Corp.
Junzo Kondo, Marunouchi, Japan, has
been elected vice chairman of Nippon
Kayaku Co., Ltd. He is a member of
Tokyo Affiliate.
Henry A. Lakes, Middletown, Ohio, is
now controller of Ashland Works. He is
a member of Miami Valley Ohio Chapter.
Lois Franklin, Moline, Ill., has been appointed controller and plan administrator for the Growth Sharing and Savings
Plan of Beling Consultants, Inc. She is a
member of Illowa Chapter.

Vito A. Cardace, Montvale, N.J., has
joined the Great Atlantic & Pacific Tea
Kevin F. Fraser, Lexington, Ky., has Co. as senior vice president, controls
been promoted to assistant controller of and administration. He is a member of
First Security Bank.
Douglas A. Essex County Chapter.
...
Vetter is now controller
of Jerrico, Inc.
Both are members of Blue Grass Area Marianne S. Verbeke, Morris Plains,
N.J., has been appointed manager, busiChapter.
ness analysis in the corporate planning
Bruce A. Hepburn, Lititz, Pa., and J. and development group of Warner Henry Kadel, Lancaster past president, Lambert Co. She is a member of New
have been elected corporate vice presi- York Chapter.
dents of Woodstream Corp.
William A. Hawkins, Nashville past
David E. Cairns, Louisville, has been president, has been admitted as a partnamed plant services manager with Fri - ner in Blankenship, Summar & Associto -Lay, Inc.
ates.
Earl R. Deckman, New Hartford, N.Y.,
has been named controller of Tri -State
Industrial Laundries. He is a member of
Mohawk Valley Chapter.
George C. Deecken, New York, has
joined Young & Rubicam Inc. as chief
financial officer, executive vice president
an d a d irect or. .. . John A. Thompson
has been named managing partner and
chief executive officer of Main Hurd man & Cranstoun.
Joseph D. Cantrell, Orlando, Fla., has
been named general manager and executive vice president of Sentinel Star Co.
He is a member of Mid - Florida Chapter.

NAA's Green Mountain Chapter, representing the Burfington-MontpelierMiddlebury area of Vermont, received its charter March 3. Linus W. Kinner,
center, Chapter president, was presented the charter from National Vice
President Leo M. Loiselle, i, and NAA Managing Director of Member and Chapter
Services John E. Vavasour.
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Fred B. Smith, Pittsburgh, was named
corporate vice president and controller
of Allegheny Ludlum Industries, Inc.
David A. Kosar has joined Pitts...
burgh Computer Services Corp. as controller. He is a member ofBeaver Valley
Chapter.
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Carroll E. Koon, Pomaria, S.C., is now
assistant manager of general accounting
at Blue Cross Blue Shield. He is a member of Columbia Chapter.
Raymond L. Kunkel, Jr., Reading, has
joined Ashlow Corp. as company controller.
Roger L. Baumgardner, Roanoke past
president, has been elected vice president and treasurer of Roanoke Gas Co.
Paul A. Lipari, Rochester, has been
named group controller of Rochester
Instrument Systems.
Hugh J . Norris, Jr., Rocky Mount,
N.C., has been elected vice president -finance and control of Planters National
Bank & Trust Co. He is a Member -at
Large, USA.
Stuart E. Robken, Sacramento, has
joined Bagley and Chessum as director
of auditing and accounting.
Douglas G. Deffenbaugh , San Antonio,
has been appointed controller for Ferguson Crossing Pipe Line Co.... Ronald T. Nelson has been named controller for TexChron, Inc.

Th ey are b oth m em ber s of Mt. Rainier
Ch ap ter.

John L. LaBonte, Weare, N.H., has
been promoted to assistant treasurer of
Granite State Telephone Co. He is a
member New Hampshire Chapter.
Steven La Tarrant, Webb City, Mo., has
been promoted to controller of Mid
Western Machinery Co. He is president
of Joplin Tri -State Chapter.
J. M. Cormany, West Chester, Pa., has
joined Zeks Industrial Air Dryers as accounting manager. He is a past president of Valley Forge Chapter.

Unlock your

potential.

Robert J. Freeman, Worcester, Mass.,
has been elected vice president and treasurer in the investments organization at
State Mutual Life Assurance Co. of
America. He is past president of Worcester Area Chapter and a past national
director in 1965 -67.

Ifyour present Position isn't meeting
your expectations, you should turn to
ROMAC..
Your key to success can he a simple
phone call to us. Our record of results is
due to our unique and uncompromising
personal and profiw%ional approach.
Whether you art a successful professional looking for career change and
growth, or a corporate executive looking
for the right apt.00roting, financial or
banking pmfessional, you meet with
success when you meet us at ROMAC.

Mary Ann Bauer, York, has been appointed controller of Thonet Industries,
York division.

Meet with Success.

WROMAC

Rimac & Associates - Personnel Consultant.

Dale R. Hartzel, Zelienople, Pa., has
joined Geneva College as assistant con-

Call or write one of our offices or
President
125 High Street,
Boston. MA 11'2110, 617-48'2.2856.

Marjorie L. Wright, Seattle past president, has been elected assistant treasurer of Simpson Timber Co.
Thomas J. Whalen, Sioux Falls, is now
controller of Elmen Rent All, Inc.
Larry I. Bohnert, St. Louis, has been
named director of management information systems (MIS) for the Brown
Group, Inc, ... Chapter past president
Paul A. Sprenger is now vice president
of Vernon L. Goedecke Co., Inc. and
Goedecke, Wood and Co.
Chester A . Rose, St . Paul, Minn,, has
been named vice president, finance for
Burlington Northern Inc. He is a Member-at- Large, USA.
Robert J. Booz, State College, Pa., is
now operations analyst of the Chunkee
Foods Co. and Meadow Pride Dairy
Divisions of UNICO. He is a member of
Central Pennsylvania Chapter.
William J . Zych, Syracuse, has been
promoted to management accountant at
Stanton Foundry.
David A. Johnson, Tacoma, Wash., has
been appointed controller of Adams
F o o d s . . . H a r r y W . Pritc h ar d is now
tax manager for Moss Ad am s & Co .
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We Place
Accounting
Professionals...
Get your career into place with Robert Kleven and Company. We're the placement professionals who can put you into the perfect position for the development of
your career.
Since 1969, we've built a solid reputation on the very best in professional
placement. We represent some of the most prestigious companies in the nation. And help
them meet their needs for seasoned professionals in the areas of General Accounting,
Cost Accounting, Auditing, Budgeting, Financial Analysis, Taxes and more.
At Robert Kleven and Company, we see clients by appointment only and
accept phone calls until 7:30 in the evening. All for your convenience.
Count on our expertise for your next career move. Call Bob Dorion at Robert
Kleven and Company. And put your career into Its proper place. Quickly, confidentially
and professionally.

Professionally.
R

Robert Kleven and Co., Inc.

Industrial Re latio ns Manag em ent C onsultants
Three Fletcher Avenue. Lexin" gJ ton. Massachusetts 02173
Telephone 16171 861 1020
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troller. He is a mem b er of Beaver Valley
Chapter.

Emeritus Life Associates
David R. Arno ld, Member -at- Large,
USA.
Hugh W . Barb er, St. Louis.
Edward P. Barrin gto n , Los Angeles past
president.
Willia m D. Brown, Mi. Rainier,- Seattle
past president; past nation al director,
1978 -80. Stu art Cam ero n McLeo d So ciety.
Sigm und S. Bru ck , New Yo rk.
Jam es C arasim s , Co n n e cticu t Gateway
past president; past nation al directo r.
SCMS.
Jam es L. Cran d all, Canton; Oa kla n d
County past presid en t; past n atio n al d irector, 1964 -65; past natio nal vice p resident, 1965 -66, SCMS.
Cuthbert N. Hay h u rst, Toledo past
president.
Rich ard E. H eld , San Francisco.
Fr ed H . He is er , Pittsburgh.
Ha rr y D. Hop son , Austi n Area; Hou ston past p resident.

1
eTHRUINDEPENDENTCORRESPONDENCESTUDY
•GRADUATES QUALIFYFORADMISSIONCABAR.
U.S federal Courts, U.S. Supreme Court, U.S Tax
Courts plus Administrative Courts as CA Attorney.

eCALIFORNIARESIDENCYNOTREQUIRED
*REGISTEREDLAW SCHOOL.Stateof California.
Committee of Bar Examiners.
Nationwide toll -tree

Calif. Residents

800- 423 -4530

213 -795 -5558

SOUTHLAND LAW SCHOOL
69 N. Catalina, Dept. 33
Pasadena, California 91106

Year s of s er vi ng c o mpani es n ati on wi de pr ovi de u s w i t h a d i r e c t li ne to m a ny n e w an d
c ha ll en gi ng po si ti on s i n th e $2 2K+ r an ge many o f them unpub li shed . For an i n - depth
vi e w of exc e pti on al c a r e er op por tu ni ti e s i n
your di sc i p li ne, c el l us c o ll ec t, I n f ul l c onfi denc e, at ( 617) 1346-345 1, or send r esume
to:

R[Mgoa
ASSOCIATES

PERSONNEL C ONSULTANTS SI NCE 1973
186 Fo r b es Rd . , D e par tm ent D

Braintre e, MA 02 184
FEE PAID POSITIONS-FREE RESUME SERVICE
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Ro b ert W. Johnson , Phoenix; Omaha
past presid ent,
Ru ssell E. Kem m erer, Miami.
Ra lp h M . Kipp, Piedmont Winston -Salem.
Victo r Lau ghlin, Salt Lak e A rea past
president.
Ro b ert B. Lin dem uth , York; Albuquerque past president; past national director, 1977 -79. SCMS.
Stan ley A. Mann , Florida West Central.
Stan ley M. Nielsen, St . Paul past presiden t; p ast n ational director. SCMS.
Neil T. Peiffer, Indianapolis.
Ru th Ty ack Pr ic e, Pomona Valley -Inla n d Empi re past president.
Mau ric e O . R ass inier , Louisville.
Lawren ce G. Regner, Mi lwaukee past
president; past national director, 195052. SCMS.
Do n ald P. S elleck, St. Paul past presiden t; past national director, 1964 -66.
SCMS.
Carl F. Sm ith, Pittsburgh.
Mo rt o n D . Stein , New York.

TAXES
Continued from page 20
While the new rules do not limit allowable expenses, the IRS has cautioned that "expenditures for amounts
that are lavish and extravagant remain nondeductible and transportation expenses will be deductible only
if incurred principally for business purposes". The IRS has not, however,
specified what expenditures it considers "lavish and extravagant ".

Corporate Tax Rules Tightened

Effective for tax years after 1980,
"l arge" corporations which had at
least $1 million of taxable income in
any one of the three tax years immediately preceeding the current tax
year must give greater attention to
their estimated tax payments if they
are to avoid underpayment penalties.
As was true under the old rule, corporations which do not pay at least
80% of their current year's actual tax
In Memoriam
liability in quarterly estimated tax payDean D. Albertson , 40, Sioux City,
ments may be subject to a penalty for
1974.
underpayment of estimated tax. HowLaw ren ce P. Becker , 68, Des Moines,
ever, under the old rule all corpora1974.
tions were able to escape this penalty
Ro b ert O . Bledsoe, 49, Abi lene Area, if their estimated tax payments
1961.
equaled at least 100% of their prior
year's tax liability. Thus, a corporation
R.L. Co ker, 55, Peoria, 1959.
Ea rl R . Daily , 55, Bridgeport, 1968.
avoided this penalty by merely makJ. E re m in , 62, New York, 1953. Em eri- ing estimated payments equal to its
previous year's actual tax liability. Untu s Life Associate.
Jo s ep h M . Fer ran te, 60, Trenton, 1955. der the new rule, however, "large"
Claudia G. Foster, 66, Peninsula -Palo corporations which make estimated
tax payments equal to the prior year's
Alto, 1963.
Alvin K. Heyle, 73, Kansas City past tax liability may still be subject to the
president, 1954. ELA.
underpayment penalty if their estimatCh arles H . Hough, 73, Lehigh Valley ed tax payments are less than 60 % of
past p resid ent, 1940. ELA. Stuart Cam - their current year's actual tax liability. I_
ero n McLeo d Society.
I. J . Newell, 66, Toledo past president,
1953, ELA.
Ch arles W. Rockwood , 64, Morristown,
1954. ELA.
Mau rice O. Rogers, 30, Olean - Bradford
Area, 1972.
Leon J . Sart in, 47, Piedmont Greensboro, 1972.
Ja m e s C. Stephenson, 72, South Birrningham Birmi ngham past president,
1951; past national director; past national vice president, 1970 -71. EL A .
SCMS.
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In the Library
The Executive's Guide to Management
Accounting and Control Systems
William Rotch, Brandt R. Allen and C.
Ray Smith, Dame Publications Inc.,
P.O. Box 3556, Houston, TX 77035,
1978, 169 pp.—Oriented toward management accounting, including those internal accounting systems designed to
help managers run an enterprise. It is a
short book wherein the authors attempt
to provide a foundation on which to
build.
Annual Accounting Review
Stanley Weinstein and Michael A.
Walker, eds., Harwood Academic Publishers, P.O. Box 986, Cooper Station,
New York, NY 10003, 1980, 272 pp. —
Provides accountants, financial executives and educators with an overview of
some of the most important developments in accounting, A valuable tool for
keeping abreast of recent developments
and anticipated future changes in accounting and financial reporting.

BRIEF REVIEWS OF NEW PUBLICATIONS

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

Human Behavior: Improving
Performance at Work
Gary Dessler, Reston Publishing Co.,
Reston, VA 22090, 1980, 454 pp. —Explains to students and managers how to
improve employee performance and
productivity at work by applying behavioral science methods. Examples of
actual job enrichment and positive reinforcement programs are used extensively to illustrate real -life applications of
important techniques.
Minicomputer Systems: Organization,
Programming and Applications
(PDP -11)

Richard H. Eckhouse, Jr. and L. Robert
Morris, Prentice -Hall, Inc., Englewood
Cliffs, NJ 07632, 1980, 491 pp. —The
The Real Estate Agents' and Investors' central theme is the fundamental ideas
of computer architecture and structure,
Tax Book
both hardware and software, and the
Robert Irwin and Richard Brickman, utilization of these concepts in producMcGraw -Hill Book Co., 1221 Ave. of the tion of programs and data manipulaAmericas, New York, NY 10020, 1980, tion. It is assumed that readers of this
249 pp.—Deals with both the most book will have completed a basic course
common and most complex tax ques- in a procedure- oriented language.
tions in real estate. The authors show
when and how tax considerations enter
Forecasting Methods for Management
a transaction and provide step -by -step
examples for working through tax -ad3rd ed.. Steven C. Wheelwright and Spy vantageous deals.
ros Makrydakis, John Wiley & Sons 605
Third Ave., New York, N Y 10016, 1980,
Municipal Bonds: The Comprehensive
362 pp.—This edition includes all the
Review of Tax- Exempt Securities and
latest forecasting methods plus actual
Public Finance
managerial advice on applications to
corporate planning and problem solvRobert Lang and Stephen P. Rappaport,
ing. It fills the need for applying foreMcGraw -Hill Book Co., 1221 Ave. ofthe
casting techniques without the usual
Americas, New York, NY 10020, 1980,
theoretical and technical stumbling
379pp.—Tells how municipal securities
blocks.
originate and are marketed, gives the
advantages and limitations of the various kinds of municipal bonds, asks The Highman -de Limur Hypothesis
some key questions that have arisen recently about municipal bonds, and Arthur Highman and Charles de Limur,
much more.
Nelson -Hall Publishers. 111 North CaMANAGEMENT ACCOUNTING /JUNE 1981

nal St., Chicago, IL 60606, 1980, 183
pp. —In each of 20 chapters, the authors
select some aspect of generally accepted
dogma and then point out the gulf between theory and what actually goes on
in large corporations. Whether you are
CEO or a manager well down in the
corporate hierarchy, you will find this
book fun, enlightening and perhaps
even valuable.
Mahon's Industry Guides for
Accountants and Auditors
James J. Mahon, Warren, Gorham and
Lamont, Inc., 210 South Street, Boston,
MA 02111, 1980 —Provides information
an accountant or auditor needs to use to
understand the way a particular industry functions. Designed for on-the-job
use, the individual guide for each industry can be removed easily from the
binder to be carried to meetings or assignments.
The Profit - Taker: The Proven Rapid
Money -Maker in Good and Bad Markets
Don Abrams, John Wiley & Sons, 605
Third Ave., New York, NY 10016, 1980,
124 pp.—Although based on the same
investment principles that many sensible investors have been using for years,
this book is different because it combines these old investment strategies
with new and exciting techniques designed to pluck projects from the stock
market no matter how it moves —up or
down.
A New Approach to Capital Budgeting
for City and County Governments
Richard F. Wacht, Business Publishing
Division, College of Business Administration, Georgia State University, University Plaza, Atlanta, GA 30303, 1980,
170pp.— Presents a definitive treatment
of a new finance methodology designed
to assist city and county governments in
planning, implementing and operating
capital investment projects and long lived, noncapital programs. The methodology is presented first in the form of
a mathematical model and then is translated to the familiar budget manual form.
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How Accountants Multiply Projects
From Small- Company Client Services
Albert J. Storich, Executive Reports
Corp., Rt. 9W, Englewood Cliffs, NJ
07632, 1980, 480 pp. —This guide contains proven techniques, guidelines and
examples to expedite providing the
small client with management services
that often are reserved for big clients.
Accounting for Small Manufacturers
C. Richard Baker and Rick Stephan
Hayes, John Wiley & Sons, 605 Third
Ave., New York, NY 10016, 1980, 197
pp. —An aid to the owner - manager and
chief financial officer of the small manufacturing enterprise. Shows you how to
organize your business for accounting
and income tax purposes, what the output of the accounting information system will be (i.e., financial statements)
and how to design and keep accounting
records. Also defines and discusses the
major assets and liabilities of the enterprise and provides tips for managing assets effectively and reducing liabilities to
manageable levels.
How to Finance Your Small Business
with Government Money: SBA Loans
Rick Stephan Hayes and John Cotton
Howell, John Wiley & Sons, 605 Third
Ave., New York, NY 10016, 1980, 165
pp. —If you own a small business, what
can the Small Business Administration
(SBA) do for you? That's the question
this book was written to answer. It
shows you what resources you need and
where to find them; it shows you how to
prepare a complicated projected financial analysis in simple, easily understood terms; and it shows you how to
prepare a technical loan proposal write up and how to fill out government
forms.

Tax Factors for Small Business: Pay
Less Taxes Legally
Dale L. Flesher, ed., University of Misof Business and Economic Research, University, MS 38677,
1980, 122 pp. —Although this book does
not contain all of the answers, it should
provide assistance for business owners
and managers in dealing with many tax-

related problems. Covers ideas that can
be used in the early phases of the business and day -to -day operations and excess accumulated earnings and compensation that occur in very profitable companies.
Regulation and the Accounting
Profession
John W. Buckley and J. Fred Watson,
eds., Lifetime Learning Publications, 10
Davis Drive, Belmont, CA 94002, 1980,
244 pp.—Explains the reasons for the
new regulatory onslaught and provides
a script for the probable unfolding developments in the next few years. This
series of essays by an eminent group of
accounting theorists, economists, lawyers, accounting practitioners and government regulators provides a balanced
and objective discussion of the regulatory issues and forces at work against one
of the major professions in the United
States.
Financial Accounting and Reporting
Desk Handbook
David L. Gittes, Prentice -Hall, Inc., Englewood Cliffs, NJ 07632, 1980, 253
pp.— Designed as a handbook in a
ready - reference format, the book provides exacting accountants with answers
and solutions to hundreds of questions
and problems. Many are illustrated with
realistic examples. Also included are
discussions of the latest technological
accounting devices to provide the practicing accountant with state -of -the -art
information.
The Financial Executive's Handbook for
Managing Multinational Corporations
Lambert H. Spronck, John Wiley &
Sons, 605 Third Ave., New York, NY
10016, 1980, 374 pp.— Directed to the
financial executive as a guide to the
wide spectrum of issues that face overseas operations —from foreign environment and financing topics to the nuts
and bolts of foreign exchange and statement consolidation,

sissippi, Bureau
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Complete Guide to Trust Accounting
and Trust Income Taxation
J. G. Denhardt, Jr. and James W. Den hardt, Prentice -Hall, Inc., Englewood

Clifs, NJ 07632, 1977, 181 pp. —Many
questions are answered that might arise
in the mind of a practitioner who is not
a specialist in trust work. Contains essential information about trusts and
their accounting and taxation. Many illustrations and examples are included to
help make requirements and procedures
more easily understood.
Practical Financial Management for
Medical Groups
Eldon L. Schafer, Dwight J. Zulauf,
Franklin L. McCarthy, Center for Research in Ambulatory Health Care Administration, 4101 E. Louisiana, Denver,
CO 80222, 1979 —One of a kind —this
set of seven volumes is the first financial
management text to be written for medical group practice management. Provides data for the reporting of income
distribution as well as physician contracting (buy - in/buy -out), financial
planning and analysis, internal reporting and external reporting. A chart of
accounts is provided, and several accounting procedures —cash, modified
accrual and accrual basis accounting —
are discussed in detail.
Management Control in Nonprofit
Organizations
Robert N. Anthony and Regina E Herz linger, Richard D. Irwin, Inc., 1818
Ridge Rd. Homewood, IL 60430, 1980,
600 pp.— Primarily intended for a
course on management control in nonprofit organizations, it also is designed
for managers of such organizations and
for background reading. It can be used
in any program even if students have
not had an introductory accounting
course.
Quantitative Methods in Accounting
Wayne E. Leininger, D. Van Nostrand,
Co., 135 West 50th St., New York, NY
10020, 1980, 350pp.— Designed for use
by both undergraduate and graduate accounting students. Includes the relationship between accounting and quantitative methods, provides a means of
reviewing quantitative methods dealing
with accounting applications and devotes a number of chapters to discussing
applications of quantitative methods to
problems in accounting.
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Topical Index to Articles
in
MANAGEMENT ACCOUNTING
Volume LXII
and NAA Research Publications
July 1980 -June 1981
Accounting Theory
of F A S No. 33, A . ARAYA DEBESSAY and ROBERT B LO OM. M a y 1981,
Pol iti c s of S t a nd a r d Se t t ing, T he . MURRAY J . BRYANT
and MA R Y C LA IR E M A HAN E Y . M a r c h 1981.

KR AT C HMA N . J a nu a r y

1981.

Critique

Budgets
C a s h F l o w B u d g e t i n g f o r t he Imp o r t e r . P A UL S H E N . S e p t e mb e r

How
Accounting Standards
of F A S No. 33, A . ARAYA DEBESSAY and ROBERT B LO OM. M a y 1981.
Di s c l os u r e of G A A P D a t a of Li f e In s u r a nc e C o mp a ni e s .
C LA IR J . G A LLOW A Y . J a nu a r y 1981.
Im p l e m e n t i n g F A S No. 33: A C a s e E xa mp l e . T HO M A S A .
RAT C LIFFE and P A UL M UN T E R . F e b r u a r y 1981.
N a t i o na l E c o n o mi c P l a nni n g: C ha l l e nge of t he 1980s. AR A
G, VO LKA N . S e p t e mb e r 1980.
Po li ti c s of S t a n d a r d Se t t ing, T he . MURRAY J . BRYANT
and MA R Y C LA IR E M A HAN E Y . M a r c h 1981.

1980.

La s Ve ga s C a s i nos B ud ge t. J AM E S

VIRGINIA

H.

BAKAY. J uly

H.
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1981.

H. KIM
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1980.

Critique

Capital Budgeting
C u r r e n t C a p it a l B u d ge t i ng Pra c t ic e s .
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Ho w t o E v a l u a t e M i xe d R i s k C a p i t a l P ro j e c t s . GE R A LD L.
G LA HN , KE N T
D e c e mb e r

Wo r ld

of

'80s.
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M.

G A M M ILL. J a nu a r y
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D e c e mb e r
TRR

ROBER T HAM PT ON,

III.

S e p t e mb e r

BA RKMA N. J a nua ry

of

NO N . D e c e mb e r

E ne r gy

FRANK

M.

Cash

1980.
ROBERT

O.

W.

Banking
FAS No. 33
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WILLIA M

L.
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1981.
and

SUE

H.

M C KIN LE Y . O c t o b e r

1980.

t he
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Flow
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D o e s t o B a nk F i na nc i a l St a t e me nt s .

GARY GIRO UX, ST EVEN GROSSMAN,
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and

ST ANLEY

T.
1980.

G LA HN , KE N T

1980s, T he . KE A G LE

Cash
Wh a t

S. E LLt o T T .

Ho w t o E v a l u a t e M i xe d R i s k C a p i t a l P ro j e c t s . GE R A LD L.

W E IN E R . J a nu a r y
D A VIS . M a r c h

Mo de l fo r the Fu tu re , A.

J OHN B. BARRAC K,

1981.
1981.
of
1981.

G RO VE R

C o nt r o l l i ng Y o u r C a s h Re s ou r c e s . ROBERT A . LEIT C H,

P r i v a t e Uni v e r s i t i e s N e e d A u d i t C o mmi t t e e s ? D A VID

Inf o r m a t i o n S y s t e ms A u d i t o r

Flow

of C a pi t a l .

1980.

RARA . J une

M a na g e m e nt , T he .

1980.

Cash Flow

1981.

t he E D P A u d i t , T he .

MAST ROMANO. J uly

P.

1981.

C a p i t a l i z a t i o n C r i t e r i a : A C A S B S t u d y . P A UL R . M C C LE -

c e mb e r

RED D . Ma rc h

KE N MILAN I.

Capitalization
DOUG-

Auditing

Do

and

1980.

A na l y z i ng t h e C o s t

C o nt r o l l e r a n d

BART LEY.

Us i ng A c c o u nt i ng I nf o r ma t i o n t o A s s e s s R i s k . PATRICIA

LAS A. VOLK. J uly 1980.
T e s t i ng t he M a r k o v C h a i n A p p r o a c h o n A c c o u nt s R e c e i v -

C h a n gi n g N a t u r e

W,

1980.

L. S C HIED LER . J une

Accounts Receivable

1.

J E RR Y E. T R AP NE LL.

Ya r d s t i c k for Ho s p i t a l C a p i t a l E xp e nd i t u r e De c i-

D e c e mb e r

1980.

M a n a gi n g A c c o u n t s Re c e i va b le - S ys te ma t i c a l ly .

a b le . AR NO LD

and

s i o ns , T he . J A M E S F . GAERT NER
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R e p o r t i ng, A .

FIELDS,

N P V M o d e l M o d i f i e d f o r I nf l a t i o n , A . J O N

S t r a t e g i c M a n a ge me nt T e c h n i q u e s f o r I ns u r a nc e C o m p a ni e s i n t he

T.
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Is

FIELDS,

and

J E RR Y E. T RA PN ELL.

B u d ge t i ng f o r t he Imp o r t e r . P A UL S HE N . S e p -

1980.

T h e r e L i f e I ns u r a nc e A f t e r R e t i r e m e n t ? LE E
MOND

and ALLAN S. O XM A N ,

J a nu a r y

G. DIA1981.
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C a s h M a n a ge m e n t

C o s t A c c o u nt i ng

C o nt r o l l i ng Y o u r C a s h Re s o u rc e s . ROBERT
JOHN

B.

BARRAC K,

and

A.

LEIT C H,

A c c o u n t i ng for C o nt r a c t C o s t s a nd Va l u e i n t he Fo r e s t

SUE H. MC KIN LE Y . O c t o b e r

P r o d u c t s In d u s t r y . ROD W . ASHBY

1980.
M a na gi ng W o r k i ng C a p i t a l . R O N E . D O G G E T r . D e c e mb e r

1980.
TRR

and

GE O R G E D .

F UN K. A u gu s t 1980.
G u i d e to A c c o u nt i n g for C o s t s

of

D i s c o nt i nu e d O p e r a -

ti o ns , A .
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How

W. DA LE N E LS O N. A pr i l 1981.
Ut i l i t i e s A c c o u nt t o t he R e gu l a t o r s . J O S E P H F . A G -

NIC H. F e b r ua r y 1981.
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and
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RANDOLPH S. COYNER
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A.

LAW REN C E J . ST EIN.
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c o mp u te r . GE R M A IN B _ B O E R

J ERRY E. T RA PNE LL.
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TRR

D e c i s i o n M a k i ng

How

Distribution
M a r k e t i ng C o s t s - A c c o u n t a n t s t o t he R e s c u e . L. G A Y LE
RA Y BUR N. J a nua r y 1981.
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Diversified Companies
Accounting for Intracompany Inventory Transfers. Roy
D. STERN. Sep temb er 1980.
Divestitu re
Guide to Accou n tin g for Costs o f Disco n tin u ed Operations, A. W. DALE NELSON. Ap ril 1981.
Ecology an d En viron m en t
Controller an d En ergy Man agem en t, Th e. ROBERT O

ing. ROBERT C. WOELFEL. December 1980.
Im plementing FAS No. 33: A Case Exam ple, THOMAS A.
RATCLIFFE and PAUL MUNTER. February 1981.
Looking at Inflation - Realistically. FREDERICK D. FIN -

NEY. June 1981.
NPV Model Modified for Inflation, A. JON W. BARTLEY.
December 1980.
What FAS No. 33 Does to Bank Financial Statements.
GARY GIROUX, STEVEN GROSSMAN, and STANLEY
KRATCHMAN. January 1981.

REDD. March 1981.
Ethics
Toward a Code of Professional Ethics for Management
Accoun tants. TERRY K. SHELDAHL. Augu st 1980.
Financial Statem en ts
Cas h Flo w Mo d el f o r th e F u t u re , A.

RARA, June 1981.
Classification Scheme

WILLIAM L. FER-

Information Systems
Changing Nature of the EDP Audit, The. FRANK M.
MASTROMANO. July 1980.
Current Overview of the MIS Audit, A. HENRY R.
SCHWARZBACH. July 1980.
How a S m all Co m pany E valuate s Acquisition of a Mini com puter. GERMAIN B. BOER and SAM W. BARCUS,

I1I. March 1981.
for

Financial Footnotes, A.
RANDOLPH S. COYNER and LAWRENCE J. STEIN.
May 1981.

Forecasting
Accounting for 'Shocks' in Forecasts. MICHAEL D.
GEURTS and THOMAS A. BUCHMAN. April 1981.
Forecasting at Hewlett- Packard: Finding a Better Way.
ROBERT STANTON and EDWARD A. DRURY. June
1981.

How One Plant Autom ated its Collection of Data. QUEN-

TIN L. KARCHNER, JR. September 1980.
Inform ation System s Auditor of the 1980s, The. KEAGLE

W. DAVIS. March 1981.
Integrating Distributed Processing within a Central Environm ent. DEVON D. DIETZ and JOHN D. KEANE. November 1980.
Restoring Business Information Controls. STEPHEN F. PI-

RON. December 1980.
Insurance

Foreign Exchange
Reducing Currency Risks in a Volatile Foreign Exchange
Market. GAFFNEY FESKOE. Sep tem ber 1980.

Alternatives to Risk Funding. DENNIS P. DROZDAK and

J. STERLING SHUTTLEWORTH. January 1981.
Disclosure of GAAP Data of Life Insurance Companies.
CLARR J. GALLOWAY. January 1981.
Is Ther e L ife Ins ura nce Af ter Ret ire m en t? LEE G. DIAMOND and ALLAN S. OXMAN. January 1981.

Governm en t Co n tracts
Could Yo u r Co mp an y Pass a Go vernm en t Co n tract Inspection ? JOHN T. REEVE. March 1981.

Self- Insurance Decision, The. (Research /Report Summa-

Govern m ent Regu latio n s
National Eco no m ic Plan nin g: Ch allen ge o f the 1980s. ARA

ry). JOSEPH M. CONNER. April 1981.
Strategic Man agem ent Techn iques f or Ins urance Com panies in the '80s. GLEN M. GAMMILL. January 1981.

G. VOLKAN. September 1980.
Graphs
How to Communicate Financial Data More Effectively.
GREGORY M. LEIVIAN. July 1980.
Pict ure s Th at Lie: Th e Ab u s e o f Gr ap h s in An n u a l R eports. ROGER A. ROEMMICH, JOHNNY R. JOHNSON,

and ROBERT R. RICE. October 1980.
Human Relations
Managing Stress. HOMER R. FILLER. August 1980.
Psycho lo gy an d A cco u n tin g: Th e O d d Co u p le? JOHN R.
SAUER. August 1980.
Toward a Co d e of Professional Ethics for Management
Accoun tants. TERRY K. SHELDAHL. Augu st 1980.

Internal Auditing
CP As Judge Internal Audit Departm ent Objectivity.
MYRTLE W. CLARK, THOMAS E. GIBBS, and RICH-

ARD G. SCHROEDER. February 1981.
Evaluating Internal Accountin g Controls . NEIL J. MtOTTO.

July 1980.

International Issues
International Management Accounting -A Challenge for
Accountants. ADOLF J. ENTHOVEN. September 1980.
'Mass Line' Accounting in China. CHI -LIANG YANG. May
1981.
World of Difference in Accounting and Reporting, A.
ROBERT HAMPTON, III. September 1980.

Inflation Acco u ntin g
Critique of FAS No, 33, A. ARAYA DEBESSAY and ROB-

Inventories
Accounting for Intracom pany Inventory Transfers. Roy

ERT BLOOM. May 1981.
How Brunswick Accomplished Constant Dollar Account-

D. STERN. September 1980.
Forecasting at Hewlett- Packard: Finding a Better Way.
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ROBERT STANTON

and

ED W A R D A . DRURY. J u n e

1981.
of

Ha m me r

` T ho r ' , T he .

CAROLYN J . BENNER -DALE.

1980.

N o v e mb e r

How

Multinational Accounting
Flow B u d ge t i ng f o r t he
t e mb e r 1980.

Cash

In t e r n a t i o n a l M a n a g e m e n t A c c o u n t i n g - A C h a l l e ng e f o r

B r u ns wi c k A c c o m p l i s h e d C o ns t a n t D o l l a r A c c o u n t -

ing. RO B ER T
LIF O :

C.

W O E LF E L. D e c e mb e r

1980.

Big Be ne fits for a S ma l l C o m p a n y ,

DOUGLA S. Apr il

Ac c ou nt a nt s . A DO L. F J . E NT HO VE N . S e pt e mb e r

DA VID

V.

1981.
RIC HA RD

W. SAPP.

for

RIC HARD

ROBER T HAM PT ON,

III.

S e p t e mb e r

Nonprofit
P e r f o r ma nc e : S t r e s s f u l - b u t

W.

and

SAPP

Pra c ti c e s ? NIC HOLAS

Sa t is fy ing.

HE RR IN G,

RO B E RT E . SEILER. A u gu s t

III, and

G.

APO ST OLO U, HART WE LL

Committees?

D o P r i v a t e Uni v e r s i t i e s N e e d A u d i t

P.

Leases
D u e P r o c e s s a nd F A S

and

No. 13.

MIE NAKAYA MA, ST E VEN

MA R T IN BE N Is . A pr i l

Le a s i ng G u i d e t o T a xe s , A .

G LE N

1981.
L. DUTY.

D o e s A n y o n e Un d e r s t a nd N o np r o f i t R e p o r t s ? WILLIA M

and

D A VID E . T IN IUs . N o v e mb e r

ga ni z a t i o n. ANT HONY J . GAMB INO

and

THOMAS J .

REARDON, ( N A A R e s e a r c h R e p o r t ) . J u n e

How

Management
E ne r gy

RED D . Ma rc h

M a n a g e m e n t , T he . ROBERT

O.

1981.

1980.

F i na nc i a l P l a n ni ng a n d E v a l u a t i o n f o r t h e N o n p r o f i t O r -

1980.

C o nt r o l l e r a nd

DA VID

1981.

WE IN E R . J a nu a r y

L. W E IS
A u gu s t

C.

WA LT E R A. RO B BINS , J R . No v e m-

1980.

be r

1980.

LILIEN ,

1980,

A r e C h a n ge s Ne e d e d in Pr i v a t e F o u n d a t i o n R e p o r t i n g

Job Evaluation
A c c o u nt i ng

1980.

Di ff e re nc e in A c c o u n t i n g a n d R e p o r t i ng, A.

No-

1980.

v e mb e r

of

1980.

i n a Vo l a t i l e F o r e i g n E xc ha n ge

Ma r k e t . G AF F N E Y F E SKO E . S e p t e mb e r
Wo r ld

S. LEAVIT T and

Risks

Re d uc ing C u rr e nc y

Who ' s M i nd i ng t he S t o r e ? : Inv e nt o r y C o nt r o l f o r B a r s a nd
C lu bs . GA RY

I mp o r t e r . P A U L S HE N . S e p -

1981.

Not - for -Profit O r g a ni z a t i o ns S ho u l d Va l u e Inv e s t -

G.

me nt s . E LA IN E
Ma na ge me nt

M A ULD I N . N o v e mb e r

1980.

A c c o u n t i ng T e c h ni q u e s for Not - for -Profit

Ent e r p r i s e s . F R E D

H.

D E O LIVE IR A . N o v e mb e r

1980.

Management Accounting
D o M a n a g e m e n t A c c o u nt a n t s Ha v e a n Im a ge P r o b l e m ?

1980.
Two -Pe r s pe c t iv e

RO B E R T HA LF . A u gu s t
F i n a n c i a l R e p o r t i n g: A

E.

WALT E R,

11, and

Is s u e . HE RB E R T

J . T IMO T HY SA LE . J u ne

Lo o k i n g a t Inf l a t i o n- R e a l i s t i c a l l y . FREDERIC K

1981.
D. FIN -

1981.

NEY . J u ne

Performance Evaluation
A c c o u nt i n g

for P e r f o r ma n c e : S t r e s s f u l - b u t

RIC HA RD

W.

and

SAPP

Sa t is fy ing.

ROBERT E. S E ILE R . A u gu s t

1980.
Is

T hi s M e r g e r R i ght for

1981.
You Us e T r a ns f e r

You?

RAY VANDER WE E LE ,

March

M a n a g e me n t A c c o u n t i ng T e c hn i q u e s
Ent e r pr i s e s . F R E D

H.

for Not - for -Profit

D E O LIVE IR A . N o v e mb e r

1980.

'M a s s Li ne ' A c c o u nt ing i n C hina . C HI - LIA N G Y A N G . M a y

S ho u l d

P r ic i ng t o C r e a t e P s e u d o - P r o f i t

and

C e nt e r s ? R A LPH L. B E NKE , J R . ,
WA RD S . Fe b ru a r y 1981.

J A ME S DO N ED -

1981.
of C ha n ge s i n F i n a nK u m and SAMUEL T.

M a t r i x A c c o u nt i ng f o r t he S t a t e me nt
c ia l Po s i ti on. A . RON ALD
BA'T T AGLIA. April
P r i c i ng

De c is i on,

T he

(Re s e a rc h /R e port

Su mma ry ).

LAWRENC E A . GORDON, ROBERT COOPER, HA IM
FALK,

and

Planning 81: Control
C o nt r o l l e r a n d E n e r gy

1981,

D A N N Y M ILLE R . M a r c h

1981.

RED D . Ma rc h

M a n a g e m e n t , T he .

O.

ROB ERT

1981.

C o nt r o l l i ng Y o u r C a s h Re s ou r c e s . ROBERT
J OHN B . B ARR AC K

and

A.

LEIT C H,

S UE H. M C KI N LE Y . O c t o b e r

1980.
D e s i gn i ng a Pro fit - Sha ri ng Pl a n f o r a S e r v i c e C o mp a ny .

MAP Publications
M A P C o mm i t t e e P r o m u l ga t e s D e f i n i t i o n
A c c o u n t i n g. J a nu a r y

of

Ma na ge me nt

EARL

K.

Lr r T R E LL. O c t o b e r

1980.

F i na n c i a l P l a n n i n g a nd E v a l u a t i o n f o r t h e N o n p r o f i t O r -

1981.

ga ni z a t i o n. ANT HONY J . GAMBINO

and

THOMAS J .

RE A R D O N . ( N A A Re s e a rc h Re po rt ). J une

Marketing
M a r k e t i n g C o s t s - A c c o u nt a nt s t o t he R e s c u e . L . G A Y LE
RA YB URN . J a nu a r y

How

La s Ve ga s C a s i nos B u dge t . J A M E S

VIRG INIA H. BAKAY.

1981.

H.

1981.

BULLOC K

and

July 1980.

Ho w t o E v a l u a t e M i xe d R i s k C a p i t a l P ro j e c t s . G E R A LD L.

Materiality
Di s c l os ur e of

GAAP Data

of

Li f e In s u r a nc e C o mp a ni e s .

C LA IR J . G A LLO WA Y . J a nua r y

1981.

D e c e mb e r

TRR
VANDER WF.F,LE.

FIELDS,

and

J E RR Y E. T RA PN ELL.

P r o j e c t M a na g e m e nt f o r a n A r c h i t e c t u r a l F i r m. T H O M A S

M.
Mergers and Acquisitions
Is T hi s M e r ge r R i g ht for You? RAY
M a r c h 1981.
64

T.
1980.

G LA HN , KE N T

WILSON

and

DAVID

R.

ST ON E. Oc to be r

1980.

Ya r d s t i c k for Ho s p i t a l C a p i t a l E xp e n d i t u r e De c i -

s i o ns , T he . J A M E S
D e c e mb e r

F.

GAERT NER

and

KE N MILA NI.

1980.
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Who ' s M i nd i ng t he S t o r e ? : Inv e nt o r y C o nt r o l f o r B a r s a nd

Clubs. GARY S.
v e mb e r 1980.

LEAVIT T

and

RIC HAR D W, SAPP.

No-

M a t r i x A c c o u nt i ng f o r t h e S t a t e me nt
c ia l Po s it i on. A . RON ALD
BAT T AGLIA. A pril

P r i c i ng

ofC ha nge s i n F i na nKUCIC and SAMUEL T.

1981.

R e t u r n o n In v e s t me nt s

P r i c i ng

De c is i on,

T he .

(Re s e a rc h /R e port

Su mma ry ).

LAWR ENC E A . GORDON, ROBERT COOPER, HA IM
FALK,

and

D A N N Y M ILLE R . M a r c h

1981.

E l i m i na t i ng L o w Pro fit P r o d u c t Li ne s . M . D . MENSSEN.

1981.

Ma rc h

CVP,

In t e g r a t i n g R O I a n d
GEORGE

E.

JOSEPH

G. LOUDERBAC K and
1981.

MA NN ER S, J R. A pr il

P r o d u c t i v i t y M e a s u r e m e nt
Pr a c t i c a l

Ap pro ac h

to

Pr o d u c t i v i t y

J AM ES L. MAM MON E.

Me a s u re me nt,

A

July 1980.

R e v e nu e R e c o gni t i o n
A l a b a ma G a s C o r p . E s t i ma t e s Unb i l l e d E n e r gy . W ILLIA M

G.

RAS MUSSE N. F e br ua ry

1981.

P r o f i t C e nt e r s
S ho u l d

You

Us e T r a ns f e r P r ic i ng t o C r e a t e P s e u d o - P r o f i t

C e nte r s ? R ALP H L. BE N KE , J R . ,

and

J AM ES D ON E D-

1981.

WA R DS . F e br u a r y

S e r v i c e Ind u s t r i e s
De s i gni ng a P r of it - S ha r ing P l a n f o r a S e r v i c e C o mp a n y .
EARL

K.

1980.

LIT T RE LL. O c to b e r

M e a s u r i ng P r o d u c t i v e C o s t s i n t he S e r v i c e S e c t o r . RIC HP r o f i t S ha r i ng
D e s i gni n g a P r o f i t - S ha r i ng P l a n f o r a S e r v i c e C o mp a ny
EARL

K.

LIT T RE LL. O c to b e r

1980.

ARD W. POSSET T . Oc tobe r 1980.
P r o j e c t M a na ge m e nt f o r a n A r c hi t e c t u r a l F i r m . T HO M A S
M. W ILSO N

Profits

and

DA VID R . ST O N E, O c to b e r

1980.

S ma l l B u s i ne s s

E l i m i na t i ng Lo w Pro fit P r o d u c t Line s_ M . D . MENSSEN
Ma r c h

1981.

LIF O :

Big Be ne fits for a S ma l l C o m p a n y .

Ho w a S ma l l C o m p a ny E v a l u a t e s A c q u i s i t i o n
P r o F or ma St at e me nt s
c ia l Po s i ti on, A , RONALD
BAT T AGLIA. A pril

B. BOER and

c o mp u t e r . G E R M A IN

M a t r i x A c c o u nt i ng f o r t h e S t a t e me nt

of C ha n ge s i n F i n a nK u m and SAMUEL T.

DA VID

V.

1981.

DOUGLAS . A pr il

of a

M ini -

SAM W . BARLUS,

III.M a r c h 1981.
S t a t u s a nd Ima ge

1981.

D o M a n a g e m e n t A c c o u n t a n t s H a v e a n Im a g e P r o b l e m?
RO B E RT HA LF . A ugu s t

P s y c ho l o g y a nd A c c o u nt i ng
A c c o u n t i ng

fo r

P e r f o r ma nc e :

R IC HA R D W . SAPP

and

Stre s s ful -but

Sa t is fy ing.

RO B E RT E . SEILER. A u g u s t

1980.

In t e r n a t i o n a l M a n a ge m e n t A c c o u n t i ng - A C h a l l e n g e f o r
Ac c o u nta nt s . AD O LF J . E N T HO VE N . S e pt e mb e r
t he

1980.
1980s. ARA

Stre s s ful -but

Sa ti s f yi ng.

N a t i o na l E c o n o mi c P l a nni n g: C ha l l e nge

1980.
M a na gi ng S t r e s s . HO M E R R . F IG L E R . A u gu s t

G.

1980.

VO LKA N. Se p te mbe r

of

1980.

P s y c h o l o g y a n d A c c o u n t i ng : T h e O d d C o u p l e ? J O HN R .
SA UER . A u gu s t

Stress

1980.

St r e s s : R a c e t o t he B o t t o m Li ne . F R E D E R IC K
A p r i l 1981.

B.

MIC KEL.

A c c o u n t i ng

for

P e r f o r ma nc e :

RIC HA R D W . SAPP

and

ROBERT

E.

SEILER. A u g u s t

1980.
Qu an ti ta ti v e M e t ho d s & T e c hn i q u e s

M a na gi ng S t r e s s . HO M E R R . F IG LE R . A u gu s t

A c c o u n t i ng

P s y c h o l o g y a n d A c c o u n t i ng : T h e O d d C o u p l e ? J O HN R .

fo r

'S ho c k s '

in

Fo re c a s ts .

MIC HA EL

D.
and T HOM AS A . BUC HMA N. A pr il 1981.
Int e gr a t i ng ROI a n d CVP. JOSEPH G. LoUDERBAC K and
GE OR G E E . M AN N ER S, J R . A p ri l 1981.
M a t r i x A c c o u nt i ng f o r t he S t a t e me nt of C ha n ge s i n F i n a nc ia l Po s i ti on. A . RON ALD KUCIC and SAMUEL T .
BAT T AG LIA. April 1981.
GE UR T S

T e s t i ng t he M a r k o v C ha i n A p p r o a c h o n A c c o u nt s R e c e i v a bl e . AR NO LD

I.

BA RKMA N. J a nua ry

1981.

SA UER . A u gu s t

1980.

S t r e s s : R a c e t o t he B o t t o m Li ne . F R E D E R IC K B .
April
T a xa t i o n
Ha mm e r

of

' T h o r ' , T he .

N o v e mb e r

CAROLYN J . BENNER -DALE.

1980.

Taxes
Le a s ing G ui d e t o T a xe s ,

Ut i l i t i e s A c c o u nt t o t he R e gu l a t o r s . J O S E P H F . A G -

NIC H. F e b r ua r y

MICKEL.

1981.

R e gu l a t e d Ind u s t r i e s

How

1980.

1981.

A.

G LE N

L. DUTY.A u g u s t 1980.

T r a i ni ng
S ho u l d t he Big

8

AD DA MS . Ma y

T e a c h C o m mu n i c a t i o n Sk i l l s ? H. LON

1981.

Re po rt s
C la s s i fic a ti on
RANDOLPH
Ma y

S c he me

S.

for

COYNER

F i na nc i a l

and

1981.
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F o o t no t e s ,

A.

LAWRENC E J . ST EIN.

T r a i ni ng o f M a n a g e me nt A c c o u n t a n t s
E d u c a t i ng M a n a g e m e n t A c c o u nt a nt s : W h a t
T hi nk ? N E A L R . VA N ZA N T E . A u gu s t

Do CMAs

1980.
65

Transfer Pricing
Accounting for Intracompany Inventory Transfers. ROY
D. STERN. September 1980.
Should You Use Transfer Pricing to Create Pseudo -Profit
Centers? RALPH L. BENKE, Jr., and JAMES DON EDWARDS. February 1981.

How Utilities Account to the Regulators. JOSEPH F. AGNICH. February 1981.
Working Capital
Managing Working Capital. RON E. DOGGETT. December
1980.

Utilities
Alabama Gas Corp. Estimates Unbilled Energy. WILLIAM
G. RASMUSSEN. February 1981.
Associati on Activi ties
Annual Report, 1979 -80. October 1980.
Bob Donachie, NAA President, 1980 -81. ROBERT F.
RANDALL. July 1980.
NAA Executive Director Targets Goals. (A Management
Accounting Interview.) February 1981.

NAA's First European Conference. HAROLD E. ARNETT
and DONALD E. KELLER. July 1980.
Nominating Committee Report. May 1981.
Report on NAA's International Activities, A. EDWARD
W. RODGERS. November 1980.
W.M. Young, Jr., Honored. January 1981.

N AA Resea rch P ubl ications
Financial Planning and Evaluation for the Nonprofit Organization. ANTHONY J. GAMBINO and THOMAS J.
REARDON. NAA RESEARCH REPORT. June 1981.
Make -or-Buy Decision, The. ANTHONY J. GAMBINO. December 1980.

! F T h e

i'TopTINBISTS[IRSFROMNA17
Lease - Purchase Decision Vol.
L. Ferrara; $3.95

Industrial R
D Management
A.J. Gambino
M, Gartenberg; $6.95

Return On Capital As A Guide To
Managerial Decisions
Research Report No, 35; $6.95

Zero -Base Budgeting
J.W. Pattillo; $5.95

Applications Of Direct Costing
Research Report No. 37; $6.95
Control Of

Standard Costs And Variance Analysis
Research Reports No.s. 11, 15 22;
$6.95
&

Management Accounting
Data Processing
R.L. Nolan; $7.95

&

5

Financial Analysis To Guide Capital
Expenditure Decisions
Research Report No- 43; $7.95

&

qM

Managing The Cash Flow
29 Articles; Management Accounting;
$7.95

The Lease - Purchase Decision Vol. II
W, L. Ferrara; 56.95

&

2
3

Pricing Decision, The. LAWRENCE A. GORDON, ROBERT
COOPER, HAIM FALK, and DANNY MILLER. March
1981.
Self- Insurance Decision, The. JOSEPH M. CONDER, April
1981.

Call or write: National Association of Accountants, 919 Third Ave., New York, N.Y. 10022
(212) 754 -9768
10% discount for NAA members. Discounts available on quantity orders.
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MINNEAPOLIS
LEAMINGTON
20-24HOTEL
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MON./TUE.
.The Controller: Role and Techniques
• Developing and Using Standard Costs
• Modern Budgeting Methods for Local
Governments and Nonprofit Institutions
• Long -Range Strategic Planning and Analysis
• Financial Accounting Standards Review
MON. /TUE./WED.
• Data Processing — Concepts and
Information Systems Design
WED.
•Management and Control of Fixed Assets
• Financial Aspects of Long -Range Planning
• FAS No. 33
WED. /THU. /FRI.
• Flexible Budgeting and Performance Reporting
THU. /FRI.
*Advanced Standard Costs for Manufacturing
•Direct Costing and Contribution Accounting
• Economic Evaluation of Capital Expenditures
• Effective Cash Management
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(Please type or print)

I Name
T itle

I
I Company
I City,
Street Address
State, Zip Code

I
Social Security No.

I

Division, Plant or Off ice

I Firm's Principal Product or Service
I NAA Member (Chapter)
I CMA Holder (Cert #t
I
I
I

I
I
Business Phone

I

AAccount No.)
)

I

Nonmember

I

Please register me fo r the fo llowing Courses:
Print or type co mplete name o f each Course

I1

2.

I
Dates

Lo catio n

Fee
S

I
I

Registration Information
To register for any Course listed, fill
out and return the registration form
together with your check to:
National Association of Accountants
919 Third Avenue
New York, N.Y. 10022
Att: CEP Registrar
■
(212) 754.9758
Fees
Members Nonmembers*
1 day course
$145
$170
2 day course
290
340
3 day course
395
445
The fee for NAA Courses includes daily
luncheons, refreshments, and all
technical materials.
Nonmembers: The differential
per Course for nonmembers may be
applied to NAA membership; or it
may be applied against the dues of
an NA A member o f the same firm
(o rganizatio n). The dif f erential may
be used anytime after the Course is
co mpleted and bef ore June 30, 1982.

New Products /Services
FinPlan, a corporate financial planning
and modeling software package for
IBM's System /34, now is available from
AccounTech Systems, Inc. for use on
IBM's System /32. Both packages allow
the executive or business consultant to
answer "what if' forecasting questions
by processing multiple sets of assumptions. The packages produce seven 12period projection reports, including balance sheet, income statement, and cash
flow statement. No additional hardware
or programming is required. Call James
K. Greiner, (313) 626 -0770.
Software International Corp. has
teamed up with Coopers & Lybrand to
develop FISCAL DSS (Decision Support System), the first totally integrated
Financial -MIS system. The on -line,
multi - function system ties accounting
operations together into a single shared
data base. With a single transaction, a
full "audit trail" of the transaction is
provided from release of purchase order
all the way through general ledger, providing up -to -the minute reports for financial decision makers. The system
maximizes the speed, accuracy and convenience of CRT inquiry and data entry. Phone K. Faria, (617) 689 -2845.
Rapidata, Inc. has released the Anticipatory Drafting System, the latest feature of Rapidata's Treasurers Information System cash management service.

The system enables corporate cash managers to anticipate weekend or holiday
cash sales (based on prior weekends)
and issue instructions to their deposit
concentration banks based on those
sales estimates. On Friday, the cash
manager activates the system and modifies these estimates according to his or
her judgment. A deposit tape using
these figures is then developed and
transmitted to the concentration bank
for Friday processing. On Monday, the
cash manager can reconcile any differences between the forecast and actual
figures. This way, the company's cash
flow is accelerated by up to two days.
Phone (201) 227 -0035.
EPS, Inc. has developed an optional Hierarchical Consolidation Module to further expand the financial modeling
power of the FCS -EPS system, a unique
capability among financial modeling
software. The module uses a multi -dimensional approach by which an entire
company's structure may be reported,
or cross - sectional reports may be developed by product line, budget item, or
the like. Such modeling may be done on
an international basis, as FCS -EPS handles currency conversion and inflation
factoring automatically. Call Lee B.
Mulder, (312) 790 -1225.
Cullinane Database Systems, Inc. has
released its new Application Develop-

ment System /Batch (ADS /Batch), an
integrated system that increases programmer productivity by up to 90%
over conventional programming languages. ADS /Batch eliminates the repetitive coding of numerous routines
and definitions and standardizes error
checking. The new package also reduces
maintenance programming because
changes need be defined to the system
only once, and it reduces programming
costs because of the decreased time and
effort needed to train personnel and implement applications. Phone (617) 3297700.
An energy- saving, solar- powered calculator, needing no battery, has been developed by Towa Corp. of America.
Features include large eight -digit liquid
cystal readout, memory, percentages,
and mixed calculations. Call L.C. May rose, 1- 800 -523 -3917.
Compuregister Corp. has introduced an
on -line, point of sale, video terminal —
the POS 100. The terminal is designed
for use in application areas requiring
on -line interaction with accounts receivable, inventory or other files from the
point of sale. It houses a video terminal,
a 40- character serial printer, a cash
drawer, and an auxillary port for attachment of a scanner or secondary
printer. The terminal is plug -to -plug
compatible with a variety of computer
systems. Phone (801) 261 -5753.
Index of Products and Services
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AccounTech Systems . . . . . . . . . . . . . . . . . . . . 4 2
Ac c o u nt em p s . . . . . . . . . . . . . . . . . . . . . . . . . . . II
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41
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Must R eading F or Dec is io n Makers
NAA Research . . . . . . . . . . . . . . . . . . . . . . . . . . 5 1
Nat io n al Ac c ep tan c e C o . . . . . . . . . . . . . . . . . . . . I
Qan te l C o r p ... .. ... .. .. ... .. ... .. .. ... .. .5
R o b e r t H a l f . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0 -4
Robert Kievan and Co . . . . . . . . . . . . . . . . . . . . 5 7
Romac A s s o c ia t e s . . . . . . . . . . . . . . . . . . . . . . 5 7
Software International . . . . . . . . . . . . . . . . . . C • 2
Southland University
58
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Warren, Gorham Lamont, Inc. . . . . . . . . . . 2 1
W . M . M er c e r , I n c . . . . . . . . . . . . . . . . . . . . . . . . 4 3

Methods Research Corp.'s Activity Calendar Board Kit. Free catalog -1- 800 - 631 -2233.
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THE DECISION SUPPORT FAMILY
FOR FINANCIAL WIZARDS.

An AUTOTAB family member provides decision support in the environment most suitable for you.
• AUTOTAB 300 —a complete
financial modeling machine
• AUTOTAB II —for use with larger
IBM computers
• INFOTAB II /AUTOTAB II —on
commercial timesharing systems

Changing environments at a later
date is not only feasible —it's quick
and painless.

Yes. I'd like more information on Capex
software for financial wizards:
AUTOTAB 300

AUTOTAB is the planned family for
decision making wizards. For detailed
technical and applications information, call or write today.

AUTOTAB II

INFOTAB II /AUTOTAB II
Name

'A'
44,t

Company

I

:Kapex

The AUTOTAB family of decision
support software from Capex is for
executives, managers, planners, analysts, and other wizards who demand
hard facts and keen insights for decision making. It's financial planning
and modeling software that provides
every possible edge.

C
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41225 North 14th street
Phoenix. Arizona 85014
Tel: (602) 264 -7241

C
State
Telephone No .
FA6

Zip
Are a Code

{

��_4
4,21&�
I

�

t

110119
1molank

If you've been hiring and rehiring for the same
accounting, financial or edp positions...
it's time to call Robert Half.
For many companies, constant turnover
can turn into a constant problem. At Robert
Half, we've found a solution. Our specialists
have been dealing exclusively with accounting, financial and edp professionals for more
than 30 years.

By using the latest techniques, we carefully evaluate each top candidate. That way
we can find you the right person the first
time, so you won't have to look again
another time. Have a turnover problem?
It's time to contact Robert Half.

E
MRCMMT IMLfSM
=accounting, financial and edp personnel specialists
ALBUQUERQUE • ALLENTOWN • ATLANTA - BALTIMORE • BIRMINGHAM - BLOOMINGTON (MN • BOSTON • BUFFALO • CHICAGO • CINCINNATI - CITY OF COMMERCE (CA)
CLAYTON • CLEVELAND • CLIFTON (NJ) • COLUMBUS • DALLAS • DAVENPORT • DAYTON • DENVER • DES MOINES - DETROIT • FORT LAUDERDALE - FORT WORTH
• FRESNO - GRAND RAPIDS - GREENSBORO • HARTFORD - HAYWARD • HOUSTON • INDIANAPOLIS • JACKSONVILLE - KALAMAZOO • KANSAS CITY • LEXINGTON
• LONG ISLAND • LOS ANGELES • LOUISVILLE - MEMPHIS • MIA.MI • MILWAUKEE • MINNEAPOLIS • NASHVILLE • NEW HOPE (MN) • NEW ORLEANS • NEW YORK
OAK BROOK (IL) • OMAHA • ORANGE (CA) • ORLANDO • PALO ALTO • PHILADELPHIA • PHOENIX • PITTSBURGH • PORTLAND • PROVIDENCE - RICH.MOND • SACRAMENTO
• STLOUIS • ST PAUL • SALT LAKE CITY • SAN ANTONIO • SAN FRANCISCO • SAN JOSE • SCHAUMBURG (IL) • SEATTLE • SPRINGDALE (OH) - STAMFORD (CT) • TAMPA • TULSA
WALNUT
CREEK• (CA)
• WASHINGTON
D.C.
- WILMINGTON
CANADA: CALGARY
• TORONTO
VANCOU
VER • GREAT
BRITAIN:
BIRMINGHAM • LONDON
T, 1981 R-H INTERNATIONAL INC.

