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We'll help you over them.
Heller helps your client over the
obstacles. Like a balance sheet position
that stands in the way of borrowing
adequate funds. We're interested in
providing more money for your clients
than other sources would. So we give
thoughtful consideration to their special
needs both now, in view of todays
economic climate, and in the future.
At Heller, we're anxious to assist any

business which can make profitable use
of additional funds. We'll lend against
your client's receivables and other assets
at a practical rate that enables your client
to make money on money borrowed.
When your client has a chance to
profit, and cash can help him over
obstacles, suggest Heller. Your recommendation can prove to be a practical
and profitable one.

HELLERE
Financial Services

Walter E. Heller & Company, 105 W. Adams St., Chicago, IL 60603.Other Heller offices in: New York • Boston • Philadelphia • Montclair, NJ • Baltimore
Syracuse • Minneapolis • Detroit • Grand Rapids • Cleveland • Kansas City • Atlanta • Charlotte • Miami • Tampa • Birmingham • Columbia, SC
Houston • Dallas - San Antonio • Albuquerque • New Orleans - Phoenix • Tucson • El Paso • Denver • Salt Lake City • Los Angeles • Newport Beach, CA
San Francisco • Seattle • Portland • Spokane • Boise • San Juan, P.R. Heller services also available in Canada and twenty -three other countries.
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How Industry Perceives Financial Ratios

13

By Charles H. Gibson
As far as finance and accounting executives are concerned, profitability ratios are the most
significant, according to a recent survey of Fortune's 500 largest industrials. Other findings: inflation data is not often used in ratio analysis and different factors are used by
different companies to arrive at the same ratio.

Divisional Performance Measurement and Transfer Prices

20

By Robert L. Mays, Jr.
Interdivisional transfer prices distort traditional performance measures. Two techniques
make such a measurement independent of the transfer price selected.
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Cost Reduction Through Control Reporting

29

By David R. Beran
A good reporting system asks such questions as: W hat happened? Why did it happen?
Should it have happened? and Should it happen in the future? A simple example, chili
manufacturing, illustrates the basic principles of control reporting, which in the long run
can help make planning and price setting more effective.

Management Accounting and Organizational Control

36

By Chee W. Chow and William S. Waller
In order to maintain control in a hierarchical organization, those in supervisory roles require
a means of dealing with a lack of complete information regarding the behavior of subordinates. A management accounting control system that bases compensation from work in
part on accounting measures of economic outcomes is one approach for dealing with
uncertainty in employment relations.

Small
Business

Let's Look at Financial Reporting by Smaller Businesses

42

By Glendon R. Hildebrand
The Financial Accounting Standards Board and other organizations and individuals are
compiling data regarding the effect of financial reporting requirements on the small business community. Do reporting requirements need to be different for smaller companies
than for large companies, and, if so, in which direction should regulators head?

Accounting

Pension Plan Disclosures: What They Mean

&

By Sara A. Lutz

Reporting

The final standard is yet to be written on pension plan accounting as the Financial Accounting Standards Board continues its consideration of this issue, but recent corporate
disclosures made as a result of FAS No. 36 are significant. A survey of 123 annual reports
leads to some interesting conclusions on the current status of pension plan disclosures
and their comparability.
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At the NAA Annual Conference, June 20 -23, in Washington, D.C., multinational executives
J. Willard Marriott, Jr., and Derrick Willingham will focus on the world economy.
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Financial Reporting and Disclosure—the theme for the May issue —is a management accounting responsibility that today carries endless ramifications. One author
discusses the changing terminology of accounting statements; another suggests a better
way of accounting for interest and long -term debt in an inflationary period. In June, controllers from Diamond International Corp., Joy Manufacturing, Eli Lilly and Motorola focus on
MRP, productivity, government regulation, and inter - departmental relations.
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PRESIDENT'S PERSPECTIVE
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(ISSN 0025 -1690)

About a `Flagship Chapter'
VOL. LXIII NO.10 APRIL 1982
Recently, Past National President Bob Chapman and I were invited to
participate in the celebration of the Los Angeles Chapter's 60th anniversary. The L.A. chapter has had an illustrious history. It has won two
Stevenson Trophies and many banners,
and it sponsors an outstanding business
s
exhibition annually. I am sure that you can
imagine
the effort that members must have
i
had to contribute to sponsor a major show
A
such as this one. The L.A. Chapter has
been the father, godfather or grandfather
of 18 chapters in Southern California, Arizona and Nevada which n ow have a combined membership of almost 5,000 members —which is quite an accomplishment.
Many of the other large cities have produced similar achievements in developing
NAA throughout adjacent areas.
I am going to take the liberty of dubbing the L.A. chapter as one of
the "flagship chapters," and as I pull together data on other large city
chapters I would like to specifically recognize them In a similar fashion.
I hope you will excuse my provincialism here, but Los Angeles was
my hometown for many years, and I have a very warm spot in my heart
for that city and for the L.A. chapter which I have had contact with for
many years, starting with my San Diego Chapter membership and as a
national director. The attitude, spirit and work effort of the Los Angeles
group was always positive and effective. It is also interesting to note
that the current president of this chapter, Grant Newton, holds a Certific at e in M a n a ge m e n t A c co u n tin g . I wo u ld like to t ha nk G r an t an d th e
L.A. chapter for their hos pitality and to wish them continued success
over the next 60 years . Thes e w is hes I pas s on to the other senior
large city chapters as well.
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This man has taken
the headach out
of LIFO!
New LIF04AVEr" Manual makes LIFO
conversions easy... helps youslash
your clients' taxes!
You i t null put your clients on Ll FO if you
could —and nowyou cans Yes, LIFO -SAVE,
a revolutionary new system, reduces the
confusing com plex of optio ns to a procedure you will follow quickly an d
easily. Use LIFO,SAVE to realizesubstantial
tax savings for large co rpo rations and
smaller clients alike. In fact, the new ERTA
makes LIFO feasible and cost effective for
even the smallest company LIFO-SAVE
will prove it.
Developed over five years by leading
tax authority Irving L. Blackman, the
LIFO -$AVE implementation manual has
been acclaimed for its completeness, clarity and accuracy by 96.7% of accountants
surveyed who have used it... and adopted
as the industry standard for the National
Automobile Dealers Association and the
National Wholesalers and Distributors
Association, covering over 400,000 businesses. And all procedures in the manual
are IRS approved.
In a recent buyers' survey conducted
by an American Express subsidiary, accountants' co mments were overwh elm ingly
favorable to the LIFO -SAVE manual. "The
ralue itself •eildent forthe accortntant frith
immediate use." 'Tbe amount ofenergi,
that ttamt into research ofthe LIFO.114VF.
manvral is incredible." 'All you need to
knot r aboutLIFOaccounting fs includedr'
'Absolut ely concise a n d c o m p le t e .. .
reditcc 4 LIFO to a stray gbiforward chcc-klist
procedure." "Tbemanualgave its atral ,to
kelp over clients .happy —to keep them
from going elveu here forLIFO a vrk "

Here's a
partial
list of
what's
covered
in the
manual.
Slow to assure a successful LIFO -SAVE
conversion LIFO -SAVE methods, pools,
layers, indexes, cost rules Disadvantages
of the specific goods method Who can
use the dollar -value method Why the
IRS prefers the double- extension method
The importance of selecting pools and
items correctly
Whether to choose
dollar -value index, link -chain method or
retail method Howto insurea valid LIFO
election Sample Form 970's Section
351/381 transactions Howtoavoid penetrating layers Latest conformity rules

Kallick 8 Co., Chicago, whose firm did over
200 LIFO conversions last year.

Examine LIFO -$AVE free for 15
days. Call toll -free 800 - 525 -0313.
Or m ail th e coupon below. Either way
you're protected by our guarantee ofsatisfaction. If you are not convinced that
LIFO -SAVE is am azingly easy to im plement, simply return the Manual within 15
days and pay nothing. Your total cost, if
you decide to keep LIFO -$AVE, is just
$249.00. Th is price includes a deluxe,
padded 3-ring binder for your implementation manual, tab - indexed for fast
reference, plus periodic updates for a
hi,
full year.

L1F04ME
makes LIFO
computations
easy ... and
it's IRS approved!

Featured in INC.,
The journal ofAccountanrl;
Management Accounting
and other m ajor publications.
Its developer, Irving L Blackman, JD, CPA,
is senior tax partner in the prominent
accounting firm of Blackm an, Wick &
Co., Ltd., which completed over 200 LIFO
conversions last year. One of America's
noted tax authorities, Mr. Blackman has
written numerous books and contributes
tax columns to over 30 monthly magazines.

Call TOLL. FREE 800-525 -0313 or 303- 988 -7580
Fre e Tr i a l Exa mi na t i on Ord e r Form
Yes. Send me the IJFO -SAVE Manual on a Free 15 -day trial basis. At the
end of 15 days, 1agree to either pay the $249 invoice included with my
shipment, covering the cost of the Manual and one year's updates, or
to return the Manual and owe nothing.
❑ Bill me
I

ptem privet

Name
Firm
Address

--

-

-

-

L

Bill my company

Check enclosed, payable to CCG
(Same guarantee applies)
Title
Phone (

_state
cite
Continental Communications Group, Inc.
12500 W. Cedar Drive • Denver, CO 80228
------------------------

The LIFO -SAVE manual
guides you step -by -step
through several different types
of LIFO conversions, with simple
instructions, examples, definitions,
charts, checklists, decision diagrams, legal
cites, IRS opinions, and more. Even filled in forms, exhibitsand back -up worksheets
are included.
The staggering paperwork and cast that
once made LIFO an "impossible dream"
for most companies is now ancient history.
thanks to LIFO -SAVE!

Irving L. Blackman, JD, CPA, developer of
LIFO -$AVE, senior tax partner of Blackman

)
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Opinion
Robert L. Shultis

The Conceptual Framework Project—
A Latent Bombshell
Several years ago, when we were serving on
the MAP committee, we had on our plate a
massive FASB discussion memorandum, "Conceptual Framework for Financial Accounting
and Reporting: Elements of Financial Statements and Their Measurement." That was in
1976. The title alone was enough to give pause
to those of us wrestling with a constructive response.
That was the Board's first tentative step
toward codifying basic accounting fundamentals into a cohesive whole. It was the precursor
to several definitive documents in its "Statements of Financial Concepts" series. The
Board is now up to what will probably be No. 5
in this series, having issued an exposure draft
entitled "Reporting Income, Cash Flows, and
Financial Position of Business Enterprises."
This exposure draft worries us. It worries us
on two counts. It worries us because of the attention, or lack thereof, it seems to be receiving
from those most likely to be affected by it. And
it worries us because of some of the ideas that
are implied within the document itself.
Our American pragmatic orientation comes
into play. We tend to react promptly and actively— sometimes vehemently —to proposed new
standards, particularly if it happens to be our ox
that is being gored.
That is all to the good. The FASB wants and
needs our comments, and it is sensitive to
carefully reasoned arguments and constructive
criticisms— either pro or con —to its proposals.
The Board has a broad, diverse constituency to
serve and welcomes comments from anyone.
Concepts, however, seem to be another
thing. Now, our general perception is that we
are entering the fuzzy, never -never land of theory which doesn't really affect us and which is
best left to the theoreticians. Wrong! At least
insofar as the concepts statements are concerned and wrong, particularly insofar as the
current exposure draft is concerned. Without
6

question, the direction the concepts statements take will influence the directions that future accounting standards will take. As the
FASB has said: "Statements in this series are
intended to set forth objectives and fundamentals that will be the basis for development of
financial accounting and reporting standards."
That is as it should be. Concepts should be the
groundwork, the basis, the foundation upon
which the superstructure of standards can be
created. But —and this is what worries us —we
tend to ignore the concepts statements, perceiving them as purely theoretical, with little or
no direct concern to us.
The future direction of numerous accounting
standards may well be drastically altered by the
positions espoused in this document. Some
cases in point:
1. Radical surgery on the present statement of
changes in financial position, including greater
emphasis on cash and less on working capital.
2. Potential requirements to disclose flows by
industry and/or geographic segments.
3. Separate public financial reporting of various
expense classifications including fixed and variable expenses.
4. Reservation of the term "earnings" for future use. (What that means or implies we're
not sure, but "reserving" a term currently in
common use is worrisome.)
5. Potential new measurement and recognition
concepts, possibly including recognition of
changes in current value as a "useful" component of income.
The MAP Committee will, we're sure, take
reasoned and sound positions on each of these
potentially explosive issues. We have our own
position on them as well, which, of course, we'll
communicate to the members of the MAP Committee. They would welcome similar comments
from the rest of the NAA members, we're sure.
That is not enough, however. As professional
management accountants, charged with preparing the financial statements that will be governed by future standards based on these concepts statements, we should understand the
implications inherent in them and respond individually and as representatives of our individual
companies to the FASB. The comments are
needed. The comments are welcomed. We
hope the concepts statements are approved, if
the board's constituency deems them to be desirable, but we also hope they are not approved
by default. It's up to us to prevent that from
happening.
Much of the above is based on an excellent
report by Howard L. Siers, MAP subcommittee
chairman, who should be thanked for reminding
us of the urgency of the need to respond to the
FASB by May 3, 1982.
MANAGEMENT ACCOUNTING /APRIL 1982

c p,rshowsyouhow to get into
word processingoo a step at a tine
hoosing a system for your office can be trying.
Should you experiment with a single unit?
Or take the plunge with an extensive

C

ne twork ? In this a d , CP T
explai ns where t o begi n,
a nd how t o e xpa nd
wi th your ne e ds.

" -
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YOU MAY START as many
companies do, by replacing several
electric typewriters with one or more
word processors.
CPT offers four models: from the
basic, entry-level CPT 6000 with a half page screen, to the highly sophisticated
CPT 8100 (shown on the right).

A be t te r wa y t o t ype
The change will be immediate and
dramatic. Your secretaries will type on a
screen instead of paper. So they will work
at full rough -draft speed without
worrying about typos or omissions.
r 6100
FU TU RE

1 9
TELEPHON
MODEM E

®, Typical
A RMIT
IAK rr

Small

" H o w d o _ w'

we e xpa nd .
CPT word processing systems
can grow in
many ways,

beginning with
the word processors themselves. If you started
out with CPT 6000's and 8000's, they can
be upgraded right in your office to
the more powerful CPT 6100 and
8100 word processors.
If your volume of paperwork is
high enough, you may wish to go to
the next step in the CPT system —
called WordPak.
WordPak is a mass storage device
that can hold over 24,000 pages of

S
O yf fs i tceem

WordPak 11 works with up to eight CPT word
processors or telecommunications lines. WordPak I
(not shown) operates with a single works ration.

text. Your typists can find any page,
almost instantly, with the touch of a
few keys.
CPT systems can also communi-

cate with word processors in other
locations through phone wires and
telecommunication devices.
Clean originals of documents can be
in your client's hand in minutes instead
of days. Their response can be returned

Word processors also "remember" what
is typed. (CPT storage disks hold up to 150
pages each.) This electronic filing system
allows you to recall individual pages
just as easily.
to the screen in seconds for changes
expanded our CPT system to
„
tiye,vekeeping,
and additions.
book
inventory, and advance

M ore t ha n word s
At first, it may be tempting to use

your new word processors as
"fancy typewriters,' simply be-

cause
yourBut
procedures
set , . ,
that way
a special were
feature
.
called software programming lets you
alter your word processor's intelligence,
to do jobs impossible with an ordinary
typewriter.

Your CPT dealer offers optional software programs that can turn your CPT
word processor into a microcomputer,

a records management system, and more.

Cost- cut ting brea kthrough
CPT has a new device that allows an
IBM 60 or 75 electronic typewriter to
function as a printer when connected to a
CPT 6000 word processor. If you have
these IBM typewriters in your office and are
thinking about a more advanced system,
you can save thousands of dollars.

The ne xt st e p i s yours
We realize a great deal of thought must
go into selecting a word processing
system for your office. That's why we
offer a special, 20 -page booklet called
CPT Takes the Mystery Out of Word
Processing. It's yours, free for the asking.
just fill out and mail
the coupon below.
t� �tt� �t� �tti
tt�
Lam:
c r r. MA -,,
'

CPT Corporation
I Mail to: P.O.
Box 17
Minneapolis, MN 55440
'

I'd like to get started in word processing. Please send
me your free booklet. CPT Takes the Mystery Out

- of Word Prtxvssing.

Name

Company
Address
Zip

Management
Accounting
Practices
Louis Bisgay, Editor

SEC Withdraws Disclosure Rule

rule.

As expected, the Securities & Exchange Commission withdrew a rule that had required registrants to disclose in their proxy statements the
services provided by their public accountants
and the relationship of fees for audit services to
total fees incurred (MAP, Nov. '81).
The SEC takes the position that, whereas it
continues to be concerned that auditors maintain their independence, proxy rule 8(g) is not
of sufficient utility to investors to justify its retention. Moreover, the Commission cited rules
adopted by the American Institute of CPAs requiring disclosure by auditors of nonaudit services in justifying revision of its own
Major accounting firms, which had contended that the SEC rule unfairly hindered their
ability to compete for management consulting
business, will no doubt be pleased by the Commission's decision; management consulting
firms will be less than pleased.

Internal Control Proposal Dropped
In another action, the Commission announced
it no longer is considering further action to require disclosure of a statement of management
on internal accounting control in annual reports
to security holders or filings with the SEC.
On June 6, 1980, the SEC announced the
withdrawal of rule proposals which, if adopted,
would have required inclusion of such a statement of management on internal accounting
control. The Commission's decision to withdraw the proposals was based on its perception that the private sector initiatives for public
reporting on internal accounting control had
been significant and should be allowed to continue. In conjunction with that announcement,
the Commission announced its intention to
8

monitor relevant voluntary disclosures by managements and reports by independent accountants on such statements. Having completed a
period of monitoring, the Commission now believes that the private sector should determine
the need for and nature of such disclosure.

FAF Trustees Vote to Keep
FASB Simple Majority Rule
The board of trustees of the Financial Accounting Foundation voted unanimously to retain the
present requirement of a simple majority vote
of the seven - member Financial Accounting
Standards Board to adopt standards for financial accounting and reporting and for interpretations of existing standards. When the FASB
was organized in 1973, a 5 -2 vote was required
for adoption of a standard or interpretation. The
requirement was changed to a simple majority
based on a review of FASB operations by the
Foundation's structure committee in 1977. After re- examining the issue in 1981, that committee noted that courts and government commissions can act on a simple majority and pointed
out that a more stringent requirement for the
Board "could result in fewer FASB pronouncements, affect the quality of the Board's work,
and lead to greater SEC involvement, particularly to resolve issues left unresolved by the
FASB." The trustees concurred with the judgments of the structure committee and reaffirmed the 4 -3 rule.

FASB Publications
The FASB recently issued Statement No. 53,
"Financial Reporting by Producers and Distributors of Motion Picture Films," and Statement
No. 54, "Financial Reporting and Changing
Prices: Investment Companies." FAS No. 53
extracts, and in some areas updates, specialized principles relating to accounting and reporting for producers and distributors of motion
picture films that derive from AICPA guides and
statements of position. The statement is effective for fiscal years beginning after December
15, 1981.
FAS No. 54 amends Statement No. 33, "Financial Reporting and Changing Prices," to
eliminate the requirement that investment companies disclose supplemental information adjusted for effects of changing prices. Three
members of the Board dissented to the statement's issuance, acknowledging that certain
FAS No, 33 disclosures are not applicable to
investment companies, but they argued that
1010 54
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Peace of mind,
You see, QANTELO vertical software packages
take the guesswork out of recommending the right
computer system. Each was designed for a specific
type of business. And dozens of firms have already
discovered these system s are the key to well managed growth and profits.
There's a package for electrical wholesalers.
Manufacturers. Hotels. Paper distributors. Shoe
stores. Food brokers. Retailers. Even professional
sports teams, to name a few. And we're adding new
packages all the time.
Point is, no matter which business
your client is in, our systems will solve
the problems that are unique to his
company, They'll do it without extensive modifications. And for a lot less
money than it would cost your client
n i
D
MCOM
P UTERS
GANTEL
BUSINESS
a Mohawk Data Sciences Company

to develop simi lar software from scratch.
Equally important, your client won't outgrow his
QANTEL system a few months after he installs it,
Because the hardware and software are modular,
they can be expanded as your client's needs
expand, And every piece of equipment your client
acquires in thefuture will be fully compatible with his
initial system.
QANTEL vertical software packages. A package
solution to your client's dilemma that will also solve
yours. Return the coupon for more information, or
call your local QANTEL Distributor.
-04-MA-82
- - - - - - - - - - - - - - - - - - - Send me more information about your vertical software packages for my clients.
Name
-_L

Company

Address
city

.iT

Zip

I

state

I

Phone

I

'

Sena to-

I

QANTEL 4142 Paint Eden Way, Box 3517. Hayward.California 94545

L

TWX 910- 383 -0249 W Free (800) 227 -1894 In Calitornla coo (415) 887 -7777
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Management
Information
Systems
Grover L. Porter, Editor

MIS: the Ethics Issue
A number of established professional groups
have adopted codes of ethics. The authors of a
recently published research study by NAA—
Toward a Code of Ethics for Management Accountants— conclude that "the potential benefits of a code outweigh its costs" and suggest
that when, and if, a code is adopted by NAA it
should probably emulate the code of ethics of
the Data Processing Management Assn.
(DPMA). For this reason and the fact that the
DPMA code is especially relevant to management accountants working with MIS, I want to
summarize and comment on the DPMA code of
ethics.
A proposed "Code of Ethics and Standards
of Conduct for Information Processing Professionals" report was presented to the board of
directors at the DPMA meeting in San Francisco in 1981. This four -part report according to
Data Management ( May 1981) consisted of:
1. An introduction which describes the makeup, purpose and intent of the document.
This section highlights and points to the increasing impact that the information processing profession has on our economy, our
society and even on the quality of life.
2. A code of ethics which states the ideals of
members and the high level of performance
to which they aspire. The DPMA here acknowledges the basic obligations that members of the information processing profession owe to management, employer, fellow
members and the profession, society, and
country.
3. Standards of conduct which expand on the
code of ethics by providing specific statements of behavior in support of each element of the code_ These standards are not
objectives to be strived for, rather they are
rules that no true professional will violate.
t0

The standards are:
In recognition of my obligation to management I shall:
• Not misuse the authority entrusted to me.
• Keep my personal knowledge up -to -date and
insure that proper expertise is available when
needed.
• Share my knowledge with others and present
factual and objective information to management to the best of my ability.
• Accept full responsibility for work that I perform.
• Not misrepresent or withhold information
concerning the capabilities of equipment,
software or systems.
• Not take advantage of the lack of knowledge
or inexperience on the part of others.
In recognition of my obligation to my employer I shall:
• Make every effort to ensure that I have the
most current knowledge and that the proper
expertise is available when needed.
• Avoid conflict of interest and insure that my
employer is aware of any potential conflicts,
• Not misrepresent or withhold information
which is germane to the situation.
• Present a fair, honest and objective viewpoint,
• Not attempt to use the resources of my employer for personal gain or for any purpose
without approval.
• Not exploit the weakness of a computer system for personal gain or personal satisfaction.
• Protect the interests of my employer at all
times.
• Protect the privacy and confidentiality of information entrusted to me.
In recognition of my obligation to my fellow
members and the profession I shall:
• Bring charges against any person only when I
have reasonable basis for believing in the
truth of the allegations and without regard to
personal interest.
• Endeavor to share my special knowledge.
• Cooperate with others in achieving understanding and in identifying problems.
• Take appropriate action in regard to any illegal or unethical practices that come to my
attention.
• Not use or take credit for the work of others
without specific acknowledgement and authorization.
• Be honest and above board in all my professional relationships.
• Not take advantage of the lack of knowledge
or inexperience on the part of others.
In recognition of my obligation to society I shall:
• Not use knowledge of a confidential or per 10, 0o
, 66
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LetterS

TO THE EDITOR

The December 1981 "Taxes" column
contains an error which should be corrected. Under the caption "Comparison
of Old IRS Guidelines and Current Law
Relating to Leveraged Leases," item
number 1 under "Current Law" states
the lessor must maintain a minimum
"at risk" investment of 10% of the
"cost" of the property throughout the
term of the lease. This is clearly incorrect.
Section 168 (f) (8) (B) (ii) states:
"The minimum investment of the lessor—(I) at the time the property is first
placed in service under the lease, and
(II), at all times during the time of the
lease is not less than 10% of the adjusted basis of such property." Thus, the
lessor must maintain a minimum "at
risk" investment of 10% of the adjusted
basis of the property throughout the
term of the lease and not the cost. In
many large transactions, the ability of
the lessor to recover the initial "at risk"
investment through the utilization of
the ACRS benefits would be a significant factor in the lease decision. Consequently I feel that this correction should
be noted.
Stephen R. Buschel
Tax Manager
Seidman & Seidman
White Plains, N. Y.
The rule you note with respect to the
10% "at risk" test being applicable to
the adjusted basis ofthe property is, of
course, accurate. Indeed, the rule is described precisely so in clause 3 of the column's text. You are equally correct in
implying that in the tax area it is dangerous to set forth tax rules in abbreviated form, particularly i
fpresented in a
summary table.
Jerold M. Weiss

Two More MIS Publications
The Management Information System's
feature, "MIS: A Reader's Guide,"
(Dec. '81) is a good review of the leading data processing publications based
on circulation and general interest. I
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would like to add two other publications for your readers' consideration
based on their position in evolving segments of technology.
First, Info World, a companion weekly newspaper to Computerworld, for microcomputer users, represents the growing interest and use of small computers
in all fields. It focuses on the "desktop"
models which are becoming accepted in
office environments as well as in the
home. As representatives of the small
end in computer power, they are part of
the trend toward integration of all office
equipment in the future.
Second, a new publication, Software
News, has been created to feature packaged software products exclusively. As
the relative cost of computer hardware
declines in relation to the cost of the
software programs, the importance of
software selection increases. Management accountants are more likely to be
interested in the features and functional
capabilities of the systems they use than

HCA, one of the world's leading health
care companies, is looking for several
bright, qualified controllers to take on
challenging responsibilities with our
growing company. We offer excellent ca.
reer opportunity with upward mobility, an
attractive benefits package, a very competitive salary commensurate with experience and company-paid relocation.
And with over 350 hospitals nationwide,
we just might have the exact location

in the actual computer hardware that
they will run on.
Gerald R. DeMaagd, CDP
Senior Systems Analyst
Steelcase Inc
Grand Rapids, Mich.

Your Excellent Library
A few years ago I had occasion to visit
New York and took the opportunity of
carrying out some investigation and private study in the Association's excellent
library. I came away with the feeling
that I really belonged. Everyone was so
friendly, helpful and interested, and
they made sure that I enjoyed the facilities to the maximum.
Now I am an ELA. For the true professional there is always something to
interest him —new methods, new horizons, new challenges. For me, ELA
status does not imply giving up, only
perhaps a reduction of workload and

you've been looking for! Candidates
must have one to two years experience in
hospital finance and an accounting degree. For immediate consideration, send
resume and salary requirements, in confidence, to Financial Recruitment, HCA.
One Park Plaza, Nashville, TN 37203.

HCA

ica

loo

A Significant Factor in Leasing

An Equal Opportunity Employer

t, «,

Here today.

certainly no slackening of interest in
professional progress.
C.C. E. Higginbotham
Lima, Peru

Cancel My Membership

g� 4 S T E A N

There today.
6 A S -O r i N

Sprint o guaranteed same -day
package delivery makes
"tomorrow "a thing of the past.
Get your small, urgent package
to the Eastern counter at the
airport. We'll rush it out on the
very next flight. And provided
that flight is scheduled to
arrive before midnight, you'll
get same -day service. We guar-

antee it. Or your money back.
That's Sprint same -day
package service, available to
more than 90 cities nationwide

4

on over 1,200 daily flights.
We can also give you
Sprint service to Canada,
Mexico and other international destinations.
For further details, rates
and flight information, call
Eastern. For pickup and
delivery in the U.S., call
800 - 336 -0336, toll -free.
x1982 Eastern Air Lines, Inc.
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EASTERN
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Professional consulting fills a real business need. Many in the teaching profession render valuable services to business
as consultants, and it would appear that
the broad -brush approach used by the
authors of "Playing the Consulting
Game" (Jan. '82) has offended a number of members.
Perhaps the authors are envious of
the fees qualified consultants can secure.
In any event, their concluding remark,
"After all, it's no accident that the first
four letters of `consultant' are `cons',"
. . . is as dumb as concluding that all
associate professors should be judged by
the first three letters of their title —but
perhaps in their case it does fit.
There is no need to foster animosity
between management accountants and
professional consultants, and you have
shown poor judgment by allowing such
an article to be published.
To register the extent of my displeasure I hereby cancel my membership.
Albert F. Vercillo
Port Washington, N. Y.
Two More Principles Apply
"Playing the Consulting Game" is one
of the finest articles I have ever read. It
really "hits the nail on the head" with
regard to college professors who dabble
in consulting as a sideline. I am sure I
speak for all of my colleagues who are
professional management consultants
when I say the article is long overdue.
Incidentally, the authors omitted two
important principles employed by college professors who consult — "Dazzle
Them with Footwork" and "Blind
Leading the Blind." "Dazzle Them with
Footwork" is a primary principle that
almost always guarantees an engagement. To "Dazzle Them with Footwork," the consultant must have a
Ph.D., be published and be a frequent
speaker.
"Blind Leading the Blind," sometimes referred to as "Crackbrained The11-10, 65
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How Industry Perceives
Financial Ratios

By Charles H. Gibson
Financial statements serve as the primary financial reporting mechanism of an entity, both internally and externally. These statements are the
method by which management communicates financial information to stockholders, creditors,
and other interested parties. An analysis of this
financial information should include the computation and interpretation of financial ratios.
However, at present, comprehensive financial
ratio analysis is hampered by the lack of standard
computations. Currently, no regulatory agency
such as the Securities & Exchange Commission or
the Financial Accounting Standards Board gives
guidance in this area, except for the computation
of earnings per share. As this study will indicate,
there is some agreement on which ratios are important, but there is a lack of consensus on the
computational methodology of these ratios.
In order to get the views of financial executives
on important issues relating to financial ratios, a
This research project was conducted under a research grant from the Deloitte Haskins & Sells
Foundation. Timothy Pinkelman was funded as a
graduate research assistant to assist Dr. Gibson on
research relating to financial ratios.
0025 - 1690/82/6310.0277 /$01.00/0

questionnaire was sent to the controllers of the
companies listed in Fortune's 500 Largest Industrials for 1979. Companies that were 100% -owned
subsidiaries of another company were excluded,
leaving 493 companies to be surveyed. One hundred and three usable responses were received
which represents a response rate of 20.9 %. Considering both the length of the questionnaire and
the amount of detailed questions, the response
rate was good.
There were 57 industries represented in the responses; however, three industries had a significantly greater number of responses than the others. These industries were petroleum (10), motor
vehicle parts & accessories (8), and chemicals and
allied products (9). The other industries were
represented by three or less responses. A separate
review of the responses of the more highly represented industries indicated that, in general, their
responses were not appreciably different than the
summary of the overall responses. Any significant
differences will be pointed out.
The questionnaire was designed to accomplish
the following objectives: (1) to determine the primary measure that a particular ratio provides, (2)
to arrive at the significance of a specific ratio as
perceived by financial management, (3) to gather
information on the computational methodology
Copyright 0 1982 by the National Association of Accountants
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There is some agreement on which ratios are important but a lack
of consensus on how they should be computed.

Charles H. Gibson is a
professor of accounting
at the University of
Toledo. He has a
D.B.A. degree from
Kent State University.
He is a member of the
Toledo Chapter,
through which he
submitted this article.
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used, (4) to find out what use is being made of
inflation accounting data in ratio analysis, and (5)
to determine which financial ratios are included as
corporate objectives and to whom these ratios are
reported.

Financial ratios
are reported to
the board of
directors and
key employees
but not usually
to stockholders.
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ratios. Although they are an indication of activity,
in my opinion activity is not a logical end objective. Activity is an indication of liquidity, debt, or
profitability, depending on the particular ratio.
The results of this survey indicate that the financial executives agree that ratios which indicate acPrimary Measure and Significance
tivity are a primary measure of liquidity, debt, or
of Individual Ratios
profitability.
The first section of the questionnaire was deThree ratios —price earnings, dividend payout,
signed to determine the perceived importance of and book value per share —were indicated to have
specific financial ratios and what the ratio primar- a primary measure other than liquidity, debt, or
ily measured. For this purpose 20 specific ratios profitability. This result appears to be consistent
were used. Two of these ratios (degree of operat- with the widespread opinion that these ratios are
ing leverage, and degree of financial leverage) primarily an indication ofstock evaluation. A defproved to be confusing to respondents as indicated inite conclusion as to what these ratios measure
by both their lack of response and their written cannot be made because the respondents were not
comments. It appears the respondent was not fa- asked to explain their interpretation of "other."
miliar with these ratios; therefore, these two ratios This decision was a compromise in the design of
were deleted from the summary.
the questionnaire in order to keep the response
The 20 ratios were selected based upon a review time reasonable.
of textbooks, and discussion with financial executives, and a review of ratios reported in annual Liquidity and Debt Ratios
reports. It was not considered practical to list all
Table 1 indicates the significance rating for each
possible ratios nor would it be practical to expect ratio. The significance rating given to the liquidity
companies to complete an unreasonably long sur- ratios is repeated below in order of their signifivey. In addition to the 20 specific ratios, the re- cance ratings.
spondents were asked to list other ratios that their
Ratin
Ratio
company computes.
To determine the primary measure that a par- Wo r k i n g c a p i t a l . . . . . . . . . . . . . . . . . . . .
6.62
ticular ratio provides, we asked this question: "Do Inventory turnover . . . . . . . . . . . . . . . . .
6.52
you perceive this ratio as a primary measure of Days ' s ales i n receivables . ... ... ... ...
6.46
liquidity, long -term debt paying ability, profitabil- Current ratio . . . . . . . . . . . . . . . . . . . . . .
6.39
ity, or other ?" The "other" could be anything per- Days' sal es i n i nvent o ry . .. . .. . .. . .. . .
5.31
ceived by the firm. In all probability it would be a Accounts receivable turnover .........
5.05
measure of activity, or a stock indicator.
Many ratios indicate several measures of a firm.
Note the range of significance does not appear
For example, inventory turnover could be an indi- to be material, which suggests that all of these
cation of liquidity, profitability, and activity. This ratios indicate some degree of liquidity. Probably
question was designed to determine the primary all ofthese ratios need to be computed in order to
measure indicated by the ratio.
get a reasonable view of liquidity based upon the
To determine the perceived significance ofa ra- interrelationship of these ratios. For example, actio, we asked: "How do you rate the significance counts receivable turnover and inventory turnover
of this ratio ?"
indicate a degree of quality of receivables and inventory, respectively. The perceived quality of re0 -2 low importance
ceivables
and inventory would reflect as to what
3 -6 average importance
would be a reasonable current ratio. If the quality
7 -9 high importance
A summary of the perceived primary measure of receivables and /or inventory is low, then a
and its significance rating for each ofthe 18 listed higher current ratio would be necessary in order
ratios (Table 1) indicates that there is a majority to compensate for a low quality segment that inconsensus on each ratio as to what the ratio pri- fluences the ratio.
The companies responding in the petroleum inmarily measures —an encouraging result that
dustry
gave three of the liquidity ratios a much
might help reduce some of the confusion about
lower
rating
than the overall rating received by
what a particular ratio is designed to measure. A
number of the ratios that were rated primarily as the ratio. These ratios were days' sales in accounts
an indication of liquidity were rated by approxi- receivable, accounts receivable turnover, and inmately one- fourth of the companies as being a pri- ventory turnover. These liquidity ratios were each
mary measure of something other than liquidity, given a rating of 2.50 by the firms in the petrofor example, accounts receivable turnover. Ratios leum industry. Days' sales in inventory was given
that received relatively high support in the "oth- a much higher rating of 7.00 by the chemicals and
er" column often are listed in textbooks as activity allied products than the overall rating of 5.31.
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Working capital was rated 8.70 by the motor vehicle parts and accessories industry which was
much higher than the 6.2 overall average.
Although it might be expected that some industries would rate certain ratios much higher or
lower than other industries, there were not
enough responses by industry to draw any definite
conclusion on this point. It is noteworthy that material differences in rating by industry were not
indicated for the debt or profitability ratios.
There is a wide range of perceived significance
for the debt ratio, as noted below:
Ratio
Rating
Debt to equity (or debt to capital)
7.48
..... 6.14
Times interest earned
Fixed charge coverage. . . . . . . . . . . . . . . .
5.44
...............
Debt to assets
2.96

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

There are two views on a company's ability to
carry debt. One relates to the balance sheet and
the other relates to the income statement. The balance sheet view is concerned with how much debt
the firm has in relation to funds provided by owners. The income statement view concentrates on
the company's ability to service the outstanding
debt. Both views are important and both need to
be considered when drawing conclusions as to the
company's ability to carry debt.
The balance sheet view is expressed with the

ratio debt to equity (or debt to capital) and the
debt to assets ratio. Of these alternatives, the debt
to equity (or debt to capital) ratio was rated to be
far more significant than the debt to assets ratio.
The debt to equity (or debt to capital) ratios were
combined as one alternative because the pre -testing of the questionnaire with financial executives
and a review of annual reports indicated that
there is agreement that a ratio which indicates the
degree of debt carried on the balance sheet is
needed. However, there is a great deal of disagreement as to the details of the computation. Usually
a corporation will compute either the debt to equity or the debt to capital ratio, but not both. There
are probably more than 15 different computations
used to compute a ratio that indicates the degree
of debt on the balance sheet.
The income statement view of debt is reflected
by the firm's ability to meet fixed obligations in
relation to income. Ratios that are designed to indicate a firm's ability to meet these fixed obligations are times interest earned, and fixed charge
coverage. The difference between these ratios is
that times interest earned only considers interest
in relation to income while the fixed charge coverage considers interest plus other financing obligations a company considers fixed. An example of
other fixed obligations would be the use of a portion of rent payments on operating leases.
The times interest earned coverage was rated to

Profitability
ratios are those
most likely to
be used as
corporate
objectives.

Table 1
Primary Measure and Significance of Specific Ratios
Primary measure

Significance
No.
Avg.
rating
responses
6.46
95

Liq.

Debt

68.0%

1.0%

7.2%

23.8%

Accounts receivable turnover

67.7%

2.2%

6.5%

23.6%

93

5.D5

88

Days' sales in inventory

57.8%

1.1

12.2%

28.9%

90

5.31

93

Inventory turnover

52.6%

1.1

17.9%

28.4%

95

6.52

91

Working capital

91.0 0/ 0

2.0%

3.0%

4.0%

100

6.62

97

Current ratio

94.0%

1.0%

2.0%

100

6.39

96

%

%

Ratio
Days' sales in receivables

No.
response
97

Profit

Other

Times interest earned

7.4%

3.0%
71.3%

12.8%

8.5%

94

6.14

96

Fixed charge coverage

7.9%

69.7%

15.7%

6.7%

89

5.44

89

Debt to assets

5.8%

88.4%

0.0%

5.8%

86

2.96

87

Debt to equity
(or debt to capital)

6.2%

85.6%

2.1%

6.1%

97

7.48

95

0.0%

Net profit margin

0.0%

102

8.05

99

2.3%

51.2%

34.9%

86

4.50

88

Return on investment
(or capital)

0.0%

2.1%

94.8%

3.1%

96

8.52

94

Return on equity

1.1

2.1%

93.7%

3.1%

95

8.07

94

Earnings per share

0.0%

0.0%

98.0%

2.0%

101

8.63

97

Price earnings ratio

0.0%

1.1

28.7%

70.2%

94

6.12

90

81.9%

94

6.47

95

95.80%

96

5.17

96

%

100.0%

%

0.0%

11.6%

Total asset turnover

Dividend payout

6.4%

2.1%

9.6%

Book value per share

0.0%

0.0%

4.2%
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be moderately more significant than the fixed
charge coverage. A firm probably should consider
both of these ratios to get an indication of its income ability to carry debt and related financing
commitments.
Profitability and Other Ratios
Four of the profitability ratios received ratings
over 8 out of a possible 9:

Not much use is
made of
data in
ratio analysis.
L

Ratio

Rattng

Earnings per share
. . . (or
. . . .capital)
...........
Return on investment
.....
Return on equity
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
Ne t p r o fi t mar gi n . . . . . . . . . . . . . . .. ..... ..
Total asset turnover

8.63
8.52
8.07
8.05
4.50

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

These ratios were rated the most significant of all
of the ratios used in this study. This result seems
to indicate that financial executives pay more attention to profitability than they do to liquidity or
debt.
The one profitability ratio that was not given a
high significance rating was the total asset turnover. Because the total asset turnover and the net
profit margin are integral parts of the return on
assets, they are both needed if a company wants to
know why the return on assets is going up or
down. Return on assets was not included in the
list of ratios. It was excluded in an effort to minimize the list of ratios using the reasoning that if
either or both net profit margin as total asset turnover were rated high, then the return on assets

price /earnings ratio. A review of the financial ratios used in corporate objectives indicates this
same point. Book value was rated 7.25 by the motor vehicle parts and accessories industry, which
was materially higher than the overall rating for
book value of 5.17.
The respondents were asked to list additional
ratios that their company computes and to indicate the primary measure and significance of the
ratio (Table 2). Many additional ratios were listed by less than four firms, but they are not included in Table 2 because they were not considered
representative ratios.
The additional ratios indicate one more liquidity ratio, one more debt ratio, and three more profitability ratios. The liquidity ratio is the quick ratio (acid test), which is similar to the current ratio, except inventory has been removed from the
current assets. The rating given to this ratio was
approximately the same rating as was given the
other liquidity ratios.
The additional debt ratio is the cash flow /debt
ratio. The purpose of this ratio is to indicate the
cash flow a company is generating in relation to
the debt that it is carrying. This ratio first appeared in the literature in 1966 in a bankruptcy
study conducted by W. H. Beaver.' In his study
the cash flow /debt ratio came out as the ratio
with the greatest predictive ability in terms of
bankruptcy. The executives who listed this ratio
in the survey gave it a relatively high rating of
6.75.
The additional profitability ratios were return
on assets, gross margin, and sales per employee.

Table 2
Additional Financial Ratios (by Financial Executives)
Significance

Primary measure

I

No.
responses

Debt

Return on assets

0.0%

3.8%

96.2%

0.0%

26

8.33

26

Gross margin

0.0%

0.0%

100.0%

0.0%

11

7.30

12

Quick ratio (acid test)

80.0%

0.0%

20.0%

0.0%

10

6.25

9

Cash flow /debt

10.0%

80.0%

0.0%

10.0%

10

6.75

9

0.0 %

0.0%

75.0%

25.0%

4

6.00

4

Sales per employee

probably would be rated high.
It is probably necessary to compute all of the
profitability ratios to get a reasonable view because each gives a different view of profitability.
As for the ratios rated primarily for other than
an indication of liquidity, debt, or profitability, it
was interesting that dividend payout (6.47) was
rated to be more significant than the price /earnings ratio (6.12). This difference may have resulted because the survey's participants - financial
managers -have placed more emphasis on their
objective of dividend payout rather than the
16

Other

Avg.
rating

Liq.

Ratio

Profit

No.
responses

The return on assets ratio was given a relatively
high rating and was listed far more times than the
other ratios added. The gross margin was listed by
several firms as a profitability measure and it was
given a relatively high rating by these executives.
It appears that this ratio possibly should be considered as an important profitability ratio. The
third profitability ratio added was sales per employee. Only four firms added this ratio, but they
were all in the retail industry. This ratio is possibly an important profitability measure in the retail
industry.
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Computational Methodology
The same ratio may be computed in different
ways in practice. This is particularly true of the
profitability ratios and the debt ratios. These differences essentially are caused by differences of
opinion on how to handle special income statement and special balance sheet items. There is a
difference of opinion on how to handle these items
on the income statement:
1.
2.
3.
4.
5.
6.

Unusual or infrequent items,
Equity income,
Minority share of earnings,
Discontinued operations,
Extraordinary items, and
Cumulative effect of change in accounting
principle.

The special income statement items influence
most of the profitability measures, and the times
interest earned and fixed charge coverage in the

non -cash flow item to the extent that actual cash
dividends were not received.
There is a logically correct response when considering equity income. The net profit margin is
the relationship between income and net sales.
None of the investee's sales are included in the
investor's income statement; therefore, equity income should not be included in the numerator.
Return on assets expresses the relationship between income and total assets. Since the investment account is included in the total assets, the
equity income should be included in the numerator. Return on investment expresses the relationship between income and long term sources of
funds. Therefore, equity income should be included in the numerator. Return on equity expresses
the relationship between income and stockholders' equity. We would want to express the relationship between total income and stockholders'
equity; therefore, the equity income should be included in the numerator. Times interest earned or
fixed charge coverage ratio indicates the firm's

About 75%
included
unusual or
infrequent
items in the

numerator of a
given ratio.

Table 3
Percentage of Firms Including the Special Item in the Numerator
Special item

Ratio

Unusual or
infrequent
items

Equity
income

Minority
share of
earnings

piscontinued
operations

Extraordinary
items

Cumulative
effect of
change in
accounting
principle

Net profit margin

69.3%

81.2%

70.7%

41.0%

29.5%

44.0%

Return on assets

70.3%

85.7%

66.1%

47.6%

26.6%

46.8%

Return on investment

90.1%

73.5%

55.1%

32.9%

45.7%

Return on equity

77.6%
79.8%

91.8%

68.8%

56.2%

38.6%

51.3%

Times interest earned or fixed
charge coverage

73.1%

70.1%

70.3%

46.9%

34.3%

48.4�°�

debt ratios. To determine how financial management considers the special income statement items
when computing these ratios, the question was
asked for each special item in relation to a given
ratio: "If your firm computes a given ratio, is the
indicated special item included in net income in
the numerator" The firms were asked to assume
that each item is material and is disclosed separately on the income statement.
Table 3 indicates that approximately 75% of
the firms included unusual or infrequent items in
the numerator. Whether to include unusual or infrequent items in the numerator is certainly a
judgment decision.
A much higher percentage of firms included equity income in the numerator for the profitability
ratios than they did for unusual or infrequent
items. The percentage of firms that included equity income in the numerator when computing the
times interest earned or fixed charge coverage
dropped to approximately 70 %. Th is d ro p in p ercentage pro b ab ly was b ecau se eq u ity in co m e is a
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ability to cover the interest or fixed charges; therefo re, we would want to exclude the equity incom e
from the num erator because it is a non -cash flow
item to the extent that actual cash dividends were
not received.
Appro xim a tely 70% of t he f irm s included m inority share of earnings in the nu m er ato r w hen
com puting the given ratios. Is th is a c or re ct response? The n et profit m a rgin is the relationship
between incom e and net sales. Since the sales of
th e subsidiary are consolidated with the parent
com pany's sales, the minority share of earn ings
should be included with the parent com pany's income.
Return on assets expresses the relationship between income and total assets. Since subsidiary
assets have been consolidated, the m inority share
of earnings should be included with the parent
company's income. Return on investment expresses the relationship between income and long -term
sources of funds; therefore, minority share of
earnings should be included in the num erator. Re17

Extraordinary
items are not
recurring;
therefore
should be
excluded from
primary ratios.

turn on equity expresses the relationship between
income and stockholders' equity. Since the stockholders' equity does not include minority equity,
the minority share of earnings should be excluded
from the numerator. Times interest earned or
fixed charge coverage indicates the firm's ability
to cover the interest or fixed charge. The minority
share of earnings is available for this coverage;
therefore, we would want to include minority
share ofearnings in the numerator.
Discontinued operations were included in the
numerator approximately 50% of the time; however, because discontinued operations are not recurring.they should be excluded from the primary
ratios. Approximately one -third of the time extraordinary items were included in the numerator.
Again, extraordinary items are not recurring;
therefore, should be excluded from the numerator.
A little less than 50% of the time firms included
the cumulative effect of the change in accounting
principle in the numerator, but this item also
should be excluded from the numerator because it
is not recurring and it applies to prior periods.
Balance Sheet Items
The balance sheet items in the survey were deferred taxes, minority interest, and leases. To determine how deferred taxes are handled, the executives were directed to concentrate on deferred
taxes that are presented as liabilities other than
short -term. When computing financial ratios,
such as the debt to equity ratio (total liabilities
divided by shareholders' equity), they were asked:
"Are deferred taxes considered to be a long -term
liability ?" Forty -three out of 101 firms stated that
they include deferred taxes as a liability when
computing debt ratios such as debt to equity.
Twenty -four firms ignore the amount entirely and
exclude it from the ratio. Three companies considered the deferred tax amount in equity as a free
source of funds. Of the 31 respondents who indicated they did not include deferred tax in liabilities, none explained adequately how they did consider the deferred tax item.
How deferred taxes should be handled is a difficult judgment decision. The deferred tax amount
is not likely to result in a cash outlay. But part or
all ofthe deferred tax amount may result in a cash
outlay. To be conservative, the deferred tax
amount should be included in liabilities. In terms
of the probable cash outlay the deferred tax
amount should be excluded from liabilities.
When a subsidiary is consolidated in a parent
company that owns less than 100% of the stock,
an amount results on the balance sheet which is
referred to as minority interest. This amount has
alternative presentations including presentations
with long -term liabilities and presentations between liabilities and stockholders' equity. The executives were asked to assume that they compute

is

the debt to equity ratio. They were asked if the
minority interest is included as part ofdebt, equity, or neither. Ninety -two responses were received
on this question with 9.8% including it in debt,
17.4% in equity, and 72.8% not including it in the
debt to equity computation.
FASB Statement No. 13 requires the capitalization of some leases on the balance sheet of the
lessee. Operating leases are not capitalized but
these commitments are disclosed in a footnote.
The respondents were asked to consider capitalized leases which are presented as liabilities other
than short -term. They were asked the question:
"When computing financial ratios, such as the
debt to equity ratio, are capitalized leases considered to be debt ?" Ninety -two responses out of97
considered capitalized leases to be part of debt
while five did not.
The respondents were asked to consider operating (non - capitalized) leases. The question was:
"Do you include the data on operating leases into
ratio analysis ?" Of the 101 responses, 18 companies indicated that they did include operating leases in ratio analysis. Most of the firms that included operating leases in ratio analysis do so by considering operating leases in the fixed charge coverage. How this is done varies by firm. Some examples of how operating leases are considered in a
fixed charge computation are:
1. (a) Fixed charge coverage include 1/ 3
(b) Total capital ratios include 7 x subsequent
years' operating lease expenses
2. A portion of rent expense is included in the
amount of fixed charges used in calculating
fixed charge coverage.
3. An interest payment is imputed from the operating lease payment and this imputed interest is
included as a fixed charge in determining the
ratio ofearnings to fixed charges.
One firm responded that operating leases are
capitalized at the appropriate cost of debt after
deducting implicit operating costs from the lease
expense.
Inflation Accounting Data in Ratio Analysis
The respondents were asked if their firm uses
any of the data called for in FAS No. 33, "Financial Reporting and Changing Prices," in ratio
analysis. One hundred responses were received on
this question and 11 answered "yes." Examples of
how this data is being used include:
1. Return on equity and return on capital employed are calculated using FAS No. 33 data
and historical cost.
2. Income per share calculation only.
3. Ratios are computed on historical cost and inflation adjusted amounts for comparison.
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Table 4
Key Financial Ratios Included as Corporate Objectives (100 responses)
Ratio

No. using
this ratio

Board

Percentage reported to:
Key employees
Stockholders

Return on equity

54

53%

51%

42%

Return on assets

53

49%

52%

13%

Net profit margin

43

41%

43%

24%

Earnings per share

38

38%

37%

32%

Return on capital

30

28%

30%

16%

Debt to capital

26

24%

23%

16%

Debt to equity

25

24%

24%

10%

Dividend payout

22

22%

19%

16%

Inventory turnover

18

15°%

18%

2%

Days' sales in accounts receivable
Current ratio

13
12

10°%
11%

13%
12%

2%
5%

Book value per share

9%

10%

10%

9

9%

9%

6%

Working capital

9

8%

9%

Fixed charge coverage
Total asset turnover

8

8%

7%

8%
3%

7

6%

7%

0%

Accounts receivable turnover

6

4%

6%

0°%

Days' sales in inventory

6

4%

5°%

1

Times interest earned

4

4%

4%

2%

%

10

Earnings growth

Price- earnings ratio

4

3%

4%

2%

Operating margin

4

4%

4%

2%

4. Inflation - adjusted assets are used in calculating
the ratios:
(a) Market value of stock over inflation adjusted assets
(b) Cash flow return on investment
5. Net income adjusted for general inflation (constant dollar) and changes in specific prices
(current cost) is compared to net income on a
historical cost basis.
6. When we measure such ratios as return on replacement cost of assets (for internal use only),
In light of the fact that only companies which
report inflation accounting data were included in
this survey, there does not appear to be much use
made of the inflation accounting data in ratio
analysis.
Key Financial Ratios as Corporate Objectives
Many firms have selected key financial ratios to
be included as part of corporate objectives. Out of
100 respondents 93 indicated that their firms used
financial ratios as part of their corporate objectives. Table 4 indicates the ratios that they use and
to whom they are reported. Ratios reported by
three or fewer firms are not listed.
In Table 4, the profitability ratios, which survey
participants rated with the highest significance,
were the same ratios used most frequently as corporate objectives. A couple of debt ratios were
next in frequency of use. The most popular liquidMANAGEMENT ACCOUNTING /APRIL 1982

Financial
officers rated
profitability
ratios as the
most
significant.

ity ratios were used less frequently than the most
popular profitability or debt ratios.
The survey also indicates that a selected ratio is
apt to be reported to both the board and to key
employees, but a selected ratio is much less likely
to be reported to stockholders.
In summary, financial ratios are an important
tool in analyzing the financial results of a company and in managing a company. This survey of
financial executives indicates the most significant
ratios were rated to be profitability ratios. Overall,
the debt and liquidity ratios were rated approximately the same,
The computational methodology used by the
firms indicates that there is a need for guidance to
enable them to compute more uniform ratios. This
guidance probably should be provided by the Financial Accounting Standards Board.
Based on this survey, there does not appear to
be much use made of inflation data in ratio analysis; however, the use of such data may improve as
companies become more familiar with it.
Profitability ratios are those most likely to be
used as corporate objectives. Ratios used as corporate objectives are as likely to be reported to the
board as to key employees. It is much less likely
that a key financial ratio will be reported to stockholders.
F
' W.H. Beaver. - Financial Ratios as Predictors of Failure,- Empirical Research to
Accounting: Selected Studies, 1966. Supplement to Vol. 4, Journal ojAecounling
Research, 71 -1I7.
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Divisional Performance
Measurement
and Transfer Prices
To measure divisional performance accurately, we must isolate the
"bias" of transfer prices, whether established
by negotiation or management fiat.

i

By Robert L. Mays, Jr.
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Managers traditionally have been oriented toward
a single performance measure for businesses. The
bottom line for most organizations has been and
continues to be corporate net income for the period. The size and structure ofthe organization appear to be irrelevant. Even businesses that establish other goals or measures seem to keep at least
one eye focused on profitability. The fixation is
even more puzzling when one considers the many
well known examples to which the performance
measure does not apply.
It is very difficult to measure performance of a
business' legal staff. Any net income figure is negative. Yet few organizations complex enough to
need a legal staff would consider dispensing with
all legal services, ifgiven any choice at all. The
accounting staff is in much the same position. Yet
the impact of transfer prices is incorporated into
net income or other performance measures without a backward glance.
In light of the fact that performance comparisons using transfer prices muddy the financial waters, perhaps managers should reconsider whether
or not interdivisional transfer prices should fall
0025- 1690/82/6310 - 0200/$01.00/0

within the category of exceptions to traditional
measurement.
Performance Measurement
Let us compare the performance of two divisions in a company, Division A and Division B.
Division A manufactures product X, the interdivisional product, which is sold to division B. Division B performs additional work and sells product
X externally. Each division also makes and sells a
second product, product Y for division A and
product Z for division B. Their costs are shown in
Table 1.
The traditional comparison of divisional performance suggests that division B has outperformed division A— $30,000 in net income versus
$20,000. The difficulty with this analysis is illustrated in Table 2. If the transfer price is increased
to $30,000, both divisions now appear equally
profitable.
Two other performance measures are frequently used as an alternative to net income —return on
investment and residual income. When used with
transfer prices, they too are uninformative. If each
division has $100,000 in assets upon which a 10%
return is required, Table 3 shows the result.
Copyright 0 1982 by the National Association of Accountants

Table 1
Low Transfer Price
Product X
Sale on outside market
Sale to Division B
Manufacturing costs

$25,000
- 20,000

$20,000

Product X
Sale on outside market
Manufacturing cost
Cost to buy from Division A
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Division B
Product Z

$50,000
- 10,000
- 25,000

Total

$25,000
- 10,000

$75,000
- 20,000
- 25,000

Division income

$30,000

Table 2
High Transfer Price
Product X
Sale on outside market
Sale to Division B
Manufacturing costs

Division A
Product Y

Total

$25,000
$30,000
- 20,000

$55,000
- 30,000

- 10,000

Divisional income

$25,000

Product X
Sale on outside market
Manufacturing cost
Cost to buy from Division A

Division B
Product Z

$50,000
- 10,000
- 30,000

Total

$25,000
- 10,000

$75,000
- 20,000
- 30,000

Divisional income

$25,000

Table 3
Alternative Performance Measures
Low transfer price
Net income
R01

Division B

$30,000

$20,000
$100,000

$30,000
$100,000

'Capital charge

Residual income
20,000 Divisional income
- 10,000 Capital charge'
$ 10,000
$

$20,000

_

Division A

20%

o
= 30%

$30,000 Divisional income
- 10,000 Capital charge'
$20,000

$100,000 (Assets) x 10% (required return)

High transfer price
Net income
R01
Division A

S25,000

$25,000
$100,000

Division B

$25,000

$25,000
$100,000

_

If central management controls transfer prices,
then a critical element of performance evaluation
is violated. The return in ROI is supposed to measure divisional performance. Central management
direction is not divisional performance. A performance measure incorporating such results is de
facto deficient. Division managers are, at best, uncertain as to the impact of transfer prices on the
measurement of their divisional performance.
This uncertainty could have an adverse impact.
On the other hand, transfer prices determined
by managers usually are the result of negotiation
or of take -it or leave -it bargaining. One can

$50,000
- 30,000

- 10,000

Divisional income

=

• Who controls the interdivisional transfer price?
Does central management direct the price? Do
the managers of divisions negotiate the price
themselves? Is the amount set as a take -it or
leave -it amount?
• Does an intermediate market exist for product
X? Can division A sell the partially completed
product X outside the company? Can division B
find and contract for partially completed product X?

Total

$25,000

Pitfalls of Transfer Prices
Two aspects of transfer prices impact upon corporate profitability. Until these questions are answered we can have no satisfactory answer to the
impact of transfer prices on performance measurement. Even with the questions answered, however, comprehensive performance measures are not
improved. The questions are:

Division A_
Product Y

=

Is a manager correct in inferring that both divisions have performed equally well? The calculations in Table 3 under a high transfer price hypothesis suggest the answer is yes. However, we
must stop and consider that the transfer price is
merely a bookkeeping transaction. No cash flows
into or out of the company. Another entry replacing the transfer price at $40,000 would reverse our
performance assessment. At this point we begin to
question our conclusions.
It seems logical that our assessment of performance should not change simply because of bookkeeping changes. Our conclusions based on Table
3 results must be in error. With interdivisional
transfer prices, traditional performance measures
may be misleading or wrong. We know that transfer prices are important because corporate profitability can be adversely affected. We are faced with
the worst of both worlds. We have performance
measures with no meaning. We do not know how
these phantom performance measures affect profits or to what extent. The problem has been that
transfer prices have been included in performance
measures because they are quantified within business by design. Temptation has beckoned and
managers have succumbed.

$10,000

Residual income
25%

25%

$25,000 Divisional income
- 10,000 Capital charge'
$15,000
$25,000 Divisional income
-10,000 Capital charge'
$15,000

scarcely confuse such an outcome with management ability within a division. Prices established
in such a setting, with no central management
guidance, may have a negative impact upon the
company's overall profits.
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Where intermediate markets do exist, offering sures to realize the benefits of separate treatment
divisional managers the opportunity to buy or sell in performance measurement. This alternative,
outside the company, there may be structural lim- recommended here, is less drastic than the others.
itations. The nature of the intermediate product Moreover, the revised performance measures can
may prohibit this transfer. Steel mills heat iron be developed and used within the present strucingots for 24 hours so that they may be processed. ture of the business.
Division B might refuse to accept the heated ingots unless the price was decreased. Division A Alternate Performance Measures
might refuse to heat ingots unless the price was
As has been seen in Tables 1 and 2, the change
increased, thus closing down division B's produc- of transfer price does change the performance
tion. Permitting either division to engage in such evaluation for each division. In order for managbehavior would be very costly to the company as a ers to evaluate performance the evaluation must
whole.
be independent of the transfer price, and performThe product transferred between divisions ance must be evaluated only on the basis of prodcould be time sensitive, for example, some type of ucts and costs which can be controlled within the
food or perishable ,produce; thus any delay could division. The term controllable costs corresponds
result in unacceptable spoilage losses. There may almost exactly to the term identifiable costs in
be trade secrets or patent information which FAS No. 14. As is seen in Tables 4 and 5, by
would be disclosed or forfeited if transfer of the separating controllable divisional performance
intermediate product was permitted. The exact from performance produced by transfer prices inoutcome may be unknown, but potentially unfa- dependence is achieved. As a result, divisions are
vorable consequences may be too drastic to rea- measured on controllable costs and revenues.
sonably contemplate.
As can be seen in this example, performance of
The final option may be to account for product the divisions, A and B, has been equal as is reflectX differently. It might be possible to establish ed by these partial performance measures: The
product X as a separate division and to evaluate it partial net income, ROI, and residual income
separately. Difficulties arise for multiple interme- more closely reflect the traditional understandings
diate products and in many, or most, cases the of these measures. They are also independent of
benefits of the separate treatment of the product X the transfer price established for product X.
as a division may just be too expensive. It is possiThe unanswered question is: What should be
ble, however, to revise current performance mea- done with the results of the performance of products subject to transfer prices? Two alternatives
suggest themselves: a budget vs. actual variance
Table 4
analysis for manufacturing costs, or an index of
Controllable Divisional Income
negotiation to more accurately reflect the true naDivision A
ture of transfer pricing, meaning that something
Product X
Product Y
Total
other than management activity is occurring.
Sale on outside market
Sale to Division B
Manufacturing costs

$25,000
$30,000
- 20,000

- 10,000

Divisional income (controllable)

$55,000
- 30,000

$15,000
Division B

Sale on outside market
Manufacturing cost
Cost to buy from Division A

Product X

Product 2

Total

$50,000
- 10,000
- 30,000

$25,000
- 10,000

$75,000
- 20,000
- 30,000

Divisional income (controllable)

$15,000

Table 5
Controllable Performance Measures
Net income (P)'
$15,000

Rol (P)

Residual Income (P)

$15,000 _ 15%
$100,000

$15,000 Divisional income
- 10,000 Capital charge'
5,000

$15,000 _ 15%
6100,000

$15,000 Divisional income
- 10,000 Capital charge
5,000

$

Division A

$15,000

$

Division B

'(P1 means partial performance measure
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VARIANCE ANALYSIS
Under the variance analysis option, products
involved in transfer pricing would be evaluated as
cost centers. Variances would be calculated as the
difference in estimated manufacturing costs for
product X for each of the divisions and actual
manufacturing costs at the end of the period. Table 6 shows the results for assumed manufacturing
budgets of $18,000 for division A (product X)
and $12,000 for division B (product X). The variance results are then combined with a partial performance measure (net income from Table 4 in
the example) yielding an overall assessment of
performance. The overall measure achieves the
goal of transfer price independence.
INDEX OF NEGOTIATION
The index of negotiation is preferred as a performance measure because it more accurately describes the process determining many transfer
prices. Even though transfer prices may not be
determined by negotiation, this measure can still
MANAGEMENT ACCOUNTING /APRIL 1982

accommodate those other methods of establishing
transfer prices. It has the advantage of specifically
indicating to users of the performance measure a
transfer pricing environment. It recognizes a specific skill- negotiation -by the measure. Because
negotiating ability does not necessarily require the
same skills needed to manage a division, these
traits and their measurement should be separated.
Before such an index can be developed, it is
necessary to be aware of what the likely negotiating outcomes may be. This allows management to
determine whether or not a negotiated transfer
price is acceptable.
The apparent alternatives for managers are either to bargain for a total profit split (TPS) or an
after fixed cost split (AFCS) of profit. If we assume division A has fixed manufacturing costs of
$6,000 (out of the $20,000) and division B has
fixed manufacturing costs of $4,000 (out of the
$10,000), then under the total profit split the expected negotiated transfer price would be calculated: Revenues from sale of product X less total
manufacturing costs of X equals corporate net income divided by the two divisions, A and B, gives
TPS. The transfer price equals half the corporate
net income plus the total manufacturing costs of
X in division A or:

Table 6
Combined Variance - Divisional Income (P)
_ Produ ct X

Divis ion A

Variance

Divisional net
income IPI

$18,000

20,000

-2,000

15,000

$13,000

Pro duc t Z

T otal

Pro duc t X

Divis ion B

Budgeted

Actual

Variance

Divisional Net
income IPI

$12,000

10,000

2,000

15,000

-

$50,000
10,000
$40,000 _ 2 = $20,000
TP = $20,000 + 6,000
= $26,000

One of the findings from the bargaining literature is that managers generally achieve the after
fixed cost split they negotiate from their no -trade
position. This means that the fixed costs of a division are relevant to a manager's decision making,
a counter intuitive outcome when compared to
traditional optimization.
If managers generally achieve this outcome
then transfer prices which are negotiated and differ from after fixed cost split may be said to result
simply from the negotiating ability of the manager. Table 7 shows divisional income with an after
fixed cost split of profit and Table 8 shows each
division's index of negotiation.
This demonstration is not meant to imply that
MANAGEMENT ACCOUNTING /APRIL 1982

$17,000

Table 7
Divisional Income from Product X Transfer Price as AFCS
Divisional
variable costs

Divisional income
from Product X

$50,000

Division A fixe d co sts
Division B fixed costs

-6,000
-4,000

14,000
6,000

$40,000

6,000

20 -6= 14,000

$20,000
=

-

2

20 -14
=

Revenue f rom P roduct X

Table 8
Index of Negotiation

$14,000

0%

$6,000

$20,000

0%

$50,000

=

=

-

+

Divisio n B ION

$20,000

AFCS )

=

-

--

=

+

$14,000
$50,000

-

$6,000

Division A I ON

-

+

divisional variable
Reve nue fro m Produc t X

costs

IDivisio nal inc ome

ION

$50,000
30,000
$20,000 - 2 = $10,000
TP = $10,000 + 20,000
= $30,000

Under the after fixed cost split, revenues from
sale of product X less total manufacturing fixed
costs of X equals after fixed cost revenue divided
by the two divisions, A and B. The transfer price
equals half the after fixed cost revenue plus division A's fixed costs, or:

T otal

Actual

=

-

Produ ct Y

Budgeted

the negotiated transfer price technique should be
used; rather it suggests that if transfer prices are
negotiated, they should be identified as such, If
central management directs a specific transfer
price, then this too should be made specific. The
index of management, or more specifically index
of central management, can employ the same calculations provided in Table 8 to show the impact
of that decision. There are many transfer prices
used by businesses:
I.
2.
3.
4.
5.
6.
7.

Full cost
Full cost plus
Variable cost
Variable cost plus
Intermediate market price
Marginal cost
Negotiation, and others.

Whether negotiated transfer prices or one of the
other transfer prices are chosen is irrelevant. It is
only important that their measurement be separated from traditional performance measures. Table 9 shows the data from Table 1 calculated using
two performance measures.
The importance of a measure such as index of
negotiation derives from one of the basic tenets of
23

management accounting. Managers should be
held accountable only for those costs and revenues
over which they have control. As is well known,
managers may have absolutely no control over
transfer prices. Even in negotiation, outcomes
may be greatly affected by personality and charisma, while managerial performance may be most
heavily influenced by knowledge of finance, ac-

Table 9
Performance Measures —ION and R01 (P)
Rol MY

Division A

15%

Division B

15%

ION

5,000 + 14,000 — 20,000 __
— 2%
50,000
ION B = 15,000 + 6,000 — 20,000 = + 2 %
50,000

ION A =

'From Table 5

counting or marketing. To the extent that these
are two separate traits, accurate divisional measurement requires separating these two confounding measurements. The inclusion of transfer price
costs and revenues in divisional manager evaluation, through their corresponding impact on the
divisional profit and loss statement and performance measures, should be avoided as an inappropriate management tool.
Limitations in Performance Measurement
Managers are still faced with problems in measuring performance. Net income, ROI, or residual
income may not reflect actual cash flows. It may
be impossible to attribute actual cash flows to
products accurately. Investment and output may
be inseparable by product. Measures of investment may be book value, historical cost, replacement cost, or any other of many possible choices.
As costs are discussed we differentiate between
controllable and uncontrollable costs. Costs may
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not be controllable in the short term, but completely controllable over time. Costs which are allocated may or may not be controllable. The costs
of corporate staff are not controllable at the divisional level, but are transfer prices controllable?
Should they be? Included in each transfer price
are cost elements both controllable and uncontrollable in the originating division. Given the difficulties already faced by traditional performance measures, any possible relief should be gratefully
embraced.
If we assume the adoption of dual performance
measures — traditional and negotiation —certain
consequences might be expected. First, jobs would
tend to be classified according to managerial
traits, say 10% negotiation and 90% management. Individuals in management would tend
toward those areas in which their abilities would
be most effectively employed. Second, management would gain a better idea of the requirements
of different positions and which individuals are
most likely to be successful in filling those positions. Explicit recognition of the separate traits
would give individuals, both superiors and subordinates, information concerning possible improvement. Unintentional biases in performance measurement would be decreased.
Only the individual who believes that, by definition, an effective negotiator is an effective manager —and vice versa —would reject the performance
measure separation. The obvious objection that
the use of two measures may be more difficult is
not disputed, but rejecting their separation merely
because of this difficulty contradicts the principles
of management. If it allows management to employ individuals and their talents more effectively,
it must be well worth the extra effort. To the extent that other identifiable traits exist which are
important, this approach offers the beginnings of
an approach to a disaggregated assessment of individual managerial potential.
F
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small companies ($20 to $100 million in sales) which,
because they provide Innovative products or services in
rapidly developing markets, are poised lot explosive
growth Typical characteristics are: exceptionally high
returns on Shareholders' equity; overlooked by both
private and institutional investors: fundamental
competilive advantages. often technological in nature;
recommendations must measure up in every way to
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than a score of these companies are recommended in a
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and ERA's record of picking the
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Data Sheet
Robert F. Randall, Editor

How Firms Buy Computers
Purchase of large computers by major corporations usually occurs in three steps: first, the
data processing manager chooses the equipment; then the treasurer or controller subjects
that choice to financial analysis, and, finally, the
chief financial officer makes the decision. This
scenario emerged from a survey of CFOs from
65 of the largest U.S. industrial companies,
conducted by Technology Finance Group, Inc.,
Westport, Conn. Although most companies
said that a discounted cash flow /present value
analysis was performed by a controller or treasurer, close to one -third of the CFOs said that
no DCF /present value analysis was conducted.
In these companies MIS officers made all the
technological and financial decisions while the
CFO or controller merely rubber - stamped their
choice. In general, MIS executives had limited
authority: more than 50% of the surveyed companies required CFO approval for all purchases, while 47% could spend up to $250,000
without approval from finance. Fifty percent of
the MIS executives reported to CFOs, 28% to
controllers and treasurers, and 22% to vice
presidents of administration or operations or
others. Some 45% of CFOs were most concerned about obsolescence caused by frequent technological change but admitted they
didn't have the expertise to predict when that
would occur. Most relied on their EDP officers
for a "guesstimate." The report concludes that
CFOs are keeping control over the purchase
decision, but according to Jerry Minsky, president of Technology Finance Group, Inc., "if you
read between the lines of this survey, many DP
managers with no formal financial training are
playing a growing role in this process."

Employee Benefit Programs Expand
As a result of inflation and government regulations, employee benefits have expanded
sharply in the last decade, according to a Con26

ference Board study. Comprehensive major
medical plans are now used by 45
of the
companies, up from 32% in 1973. Moreover,
some 88% of the plans now accept hospital
charges for semi - private accommodations, up
from 73% in 1973, and "reasonable and customary" surgical fees are now accepted without dollar limits in 48% of the plans —a jump
from only 22% in 1973. In 1973 only 8% provided dental insurance; now 41 % of the companies provide this employee benefit. One final
example of the increase in coverage —and
costs: the average major medical plan now has
a 8250,000 limit, while in 1973 only 10% of the
surveyed plans had even a $50,000 limit. The
study, "Profile of Employee Benefits," covers
the practices of more than 1,300 companies in
seven broad types of business.

Fox Moore Firm Formed
Fox Moore International, an international group
of accounting firms in 23 countries, has been
formed by the American firm of Fox & Co. and
the London -based Edward Moore Associates.
Peter Foss, senior partner of Edward Moore &
Sons., will be the first chairman, and Robert M.
Coffman, Fox executive partner, will be vice
chairman, of the 34 -firm association. Fox & Co.
will continue to operate under its own name.

Institute of Cost Analysis Formed
The Institute of Cost Analysis has been chartered in Virginia as a not - for - profit organization.
Its purpose is to facilitate the professional association of the cost and pricing disciplines. For
more information, contact the ICA, Box 3365,
Arlington, Va. 22203.

Business /Accounting Briefs
Russell E. Palmer, managing partner and CEO
of Touche Ross & Co., has been re- elected for
a one -year term as president of the Financial
Accounting Foundation. Paul A. Pacter, executive assistant to the chairman of the Financial
Accounting Standards Board, also will act as
executive director of the FAF .... Corporate
merger activity rose 27% in 1981 as compared
to a year ago, according to W.T. Grimm & Co.,
a merger consultant. Another firm specializing
in the field said the prices paid by acquiring
companies jumped almost 20 %.... More emphasis is being placed on capital accumulation
as a form of top executive compensation, says
Peat, Marwick, Mitchell & Co.
MANAGEMENT ACCOUNTING /APRIL 1982
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yourcompetito
secret weapon,
One of the secret weapons
your competition may have up its
sleeve is us.
This was the finding of a
recent national survey conducted
by Burke Marketing Research, Inc.
They asked leading personnel managers which national
temporary service they'd call for a
tempora ry accountant.
Accountemps was the first
choice.
This is why.
We're specialists.

We're here w hen you need us.

Call us today and you'll have
a professional accountant or book keeper in your office tomorrow
Our carefully selected
employees are available for a day
or a month. Or longer. And they
come to you with a single prior ity: to concentrate exclusively on
your a ssignment.
After you've spent a day
with one of our professionals,
you'll understand why companies who've used us consider
Accountemps to be the best
source of temporary financial
and edp specialists, and the fast est, most cost - efficient way to
get things done.

Accountemps is one of the
world's largest specialized temporary personnel services, with
offices in the United States,
Canada and Great Britain.
All of our professionals are
We prove ourselves the f irst da y.
Or you don't pa y.
highly trained accountants, bookkeepers, auditors, word procesIf for any reason you aren't
sors and edp specialists.
pleased with an Accountemps
Which means that when you employee, there will be no
need a temporary accountant, you charge for that
get an expert. Not some moonlight- day.
ing clerk who's handy with figures.
What's more, Accountemps deliberately sends
ou people who are
slightly over - qualified for the
For more information,
job. Because of this, you'll find our contact your local Accountemps
employees require little if any orien- office listed in the white pages.
tation. And a minimum of training.
And fight the competition
Which is like money in the bank. with their own weapon.
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The National Association of Accountants
invites you to attend
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Through The Effective Use of
Computer Technology
May 26 -28, 1982
Hyatt Regency (Downtown) Chicago
SPECIAL FEATURES
Pre-conference Workshops on May 26, 1982
• Computer -aided Thinking for the Financial Executive
• Small Business Computer Systems for Growing Businesses
• The Office: Unlock ing the Word Processor's Potential
Outlook Panel on May, 28, 1982
■ The Electronic Office of the Future
Plus —A Roster of Nationally Known Speakers
In a Program You Ca n't Afford to Miss!
Telephone Conference Registrar at (212) 754 -9758
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and for further information.
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Making chili is the easy part; controlling the costs of ingredients
is more difficult —but ultimately more rewarding.

By David R. Beran
Management accountants use numbers daily in
the form of income statements, balance sheets,
and various other reports. But what do they mean
qualitatively? By looking at absolute numbers can
you answer these questions: What happened?
Why did it happen? Should it have happened?
Should it happen in the future?
If a reporting system prompts questions such as
these and answers some of them, then the system
is probably a good one because a good reporting
system not only answers questions but also raises
them.
If a company is publicly held, management has
to have good accounting and internal control systems in order to meet various Securities & Exchange Commission requirements, but the various
regulatory agencies should not be the driving
force in establishing control systems. Control systems should be self - imposed so that the assets are
safeguarded with all transactions involving the assets being monitored and subsequently properly
recorded.
The word "control" implies that the results of
operations will be monitored and evaluated. It is
axiomatic that the persons being evaluated should
0025 - 1690/82/6310- 0294 1$01.00/0

be offered the opportunity to contribute input for
the control systems. This input should be received
at the outset of the project or during the preliminary stages of developing the control system. In
order to accomplish results there must be full support and cooperation from all levels of management. There are different techniques for obtaining
this support. One approach is to go from the bottom-up; another is to go from the top -down. In
going from the top -down, a general policy can be
formulated and then expanded into a more comprehensive system. This method might achieve
faster results because all lower levels of management operate under an implied edict, while the
alternative approach, from the bottom -up, may
encounter two obstacles: lack of cooperation, and
results not suited to top management's needs. The
lack of cooperation often stems from conflicts of
work priorities or resentment of the persons or
department introducing the controls.
One also must make it a requirement to integrate all functional areas of the company into a
comprehensive control- reporting system. Such a
system should have one major goal and be supported by the sub -goals from all areas within the
company. The major goal should be tailored to
each individual company, but generally speaking,
Copyright m 1982 bythe National Association of Accountants
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for a profit- making organization, the major goal is
to maximize return to the stockholders. For example, the manufacturing function of an organization primarily is concerned with the quality and
quantity of the product; the marketing department is, of course, attempting to maximize sales;
and the finance department has as its major goal
to maximize profits. Maximizing any one might
provide short-term comfort but adversely affect
long -term plans. In addition, one group's function, in most cases, has a very strong impact on
the other group.
If a quality product is not being produced it
would be unreasonable to expect the sales force to
continue to increase or even to maintain the sales
level. Conversely, the product may be of the highest quality but if there is a poor marketing effort,
the result may be unfavorable. In another case,
the finance department could impose limitations
Figure 1
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on advertising dollars in order to meet current income requirements —an action which could have
a long -term detrimental effect. A good control
system should not allow one area to maximize its
own goals at the expense of undermining the major objective of the firm.
On the other hand, there is one pitfall that
should be avoided when designing the system and
that is "overkill." Efforts to cover all of the contingencies could result in a system that is too costly and burdensome to use; as a result, the existing
goodwill and cooperation could quickly disappear. A good control system thrives on positive
actions, not negative feelings. The system should
contribute positively to income, and, for best results, should be as simple as possible.
Establishing Control Systems at a Chili Maker
In order to establish a control system, one
should be knowledgeable about the total business
cycle from raw materials to finished goods. This
knowledge should encompass all functional areas
and their interrelationships. This task of establishing a control system is beyond any one person or
functional area so a team made up of representatives from as many different functional areas as
possible should be established. This team must
have an overall goal. A hypothetical goal for a
profit organization might be to sacrifice profits in
the short term and maximize profits in the long
run. To illustrate, let's take a hypothetical company— Bill's Eastern Mild Chili —which manufactures and sells chili.
Net income at its most rudimentary level is
made up of revenues, net of expenses. A further
breakdown of expenses can be made into variable
and fixed costs. There will be those items which
are either semi - variable or semi -fixed, and these
items should be examined individually to determine in which group they should appear. Basically, a cost is variable if it changes with small
changes in a given activity, in this case, production. Figure 1 illustrates the thought processes
which should take place in isolating control
points.
The thought processes within the flowchart are
very simple, yet effective. The chart attempts to
force the user's attention on the most elementary
breakdown of a firm's cost of doing business. For
example, one might determine that in the chili
case raw materials are a variable cost. These costs
are indeed controllable, but the individual ingredients within the chili might be controllable by different groups; therefore, a further breakdown is
needed.
Once the smallest controllable unit has been established, it must be determined who actually
controls the item. There may be various levels
within different departments controlling different
aspects of the item. For example, the purchasing
MANAGEMENT ACCOUNTING /APRIL 1982

department would control price of the item, while
the manufacturing department would control usage of the item. Thus, relevant pricing information would be reported to purchasing and relevant
usage information would be reported to manufacturing.
The next step is to ascertain the frequency of
this report. If this item (cost) is controllable and
feedback (reports) will help control it, then the
turnaround time for this information must be determined. This frequency factor depends on the
particular company, but let's assume that pricing
information is reported monthly, while usage data
on an item would be needed on a weekly basis.
Next we must determine the format of the report. The best method to use is to get the user
involved in constructing the format. If the user is
involved at this level, he will feel more comfortable with the report and be able to use it effectively. Once this last step has been completed, the
total thought process is repeated for a new variable cost.
In the case of the chili manufacturer, the variable costs would consist of direct materials, labor
to convert ingredients to finished product, repair
parts and operating supplies used in production.
In Table 1, the chili manufacturer's bill of materials, there are four standards:
• Standard formula for one gallon of chili,
• Standard wastage for the individual ingredients
which go into the chili,
• Standard price for the individual ingredients
which go into the chili, and
• Resultant standard cost per gallon of chili.
To establish these standards, a number of different departments within the company must be contacted. The operations support department would
provide the standard formula of the product while
both the engineering and manufacturing departments would provide input for the standard wastage figures. The purchasing department would be
the main source of information for the prices for
the succeeding years.
One advantage of a standard cost system is that
it allows reporting by exception through the periodical reporting of variances from a standard. In
the case of the chili manufacturer, each element of
the following variances should be controllable to
some extent:
Materials
Specification changes
Usage (Wastage)
Price
Labor
Total people employed
Wage rates
Efficiency of labor and machinery
MANAGEMENT ACCOUNTING /APRIL 1982

Mix of equipment
Parts /supplies
Usage
Price
Materials specification change and materials usage are key factors which illustrate possible ways
to provide a control system to answer particular
questions.
Materials Specification Change
A materials specification change is formally defined as a change made to the original specifications or bill of materials for a given product. The
original bill of material specified two pounds of
hamburger and two pounds of chili beans (Table
1). During the year, a specification change was
made, replacing one -half pound of hamburger
with one -half pound of chili beans for a savings of
90 cents per gallon of chili. Of course, all specification changes do not necessarily save money because changes are made for many reasons including:
Cost. Severe price increase in
an ingredient make it impractical to use because
of pressures on margins.
Marketing Imposed. Marketing decides to
modify the packaging de31

A good control
system thrives
on positive
actions —not
negative
feelings.

cor in order to improve
sales.
Scarcity: Political instability in a
foreign country has cut
off the only supply of a
raw material.
Operational: Installation of new packaging machinery requires
a different thickness of
metal for cans.
Quality: Quality Control has determined
that
there
should be a change made
to the ingredients in order to enhance the overall
quality of the product.
Regardless of the reason, if the original standard is going to be changed, the effect of this
change should be analyzed and reported to the
appropriate executive, depending on who has the
ultimate responsibility for a given change. As noted, the reasons for change could come from a
whole array of functional areas; therefore, all
changes should be reported to senior management
or division operations management.
The variance generated by the specification
change of one -half pound chili beans for one -half
pound hamburger need only be reported on a
monthly basis accompanied by appropriate explanations. The current month's variance then can be
compared to a forecasted variance to determine if
reality matched the prediction. Any difference
should be traced to its sources in order to determine the effects on future performance. At this
particular control point in our hypothetical case,
the need arose to alter original specifications of
the product and approval of the change was obtained from senior management. A forecast predicted the cost effect of the change, and then a
comparison was made between actual and forecasted costs. This procedure allows management
to make a decision and furnishes sufficient data on
which to evaluate the decision.
Returning to the original corollary that a good
reporting system raises questions, here are some of
the possible questions that a specification change
might raise:
• Are the ingredients on the label by weight?
• What is the consumer's reaction to the change?
• What is the Federal Trade Commission's reaction to the change?
• Have operating costs increased or decreased?
These questions are of such magnitude that
they should be an integral part of the decision making process leading toward the change. After
the changes are made, they should be reevaluated
at reasonable intervals. In the case of the chili
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manufacturer, if sales remained constant or along
the same trend line as before the change was instituted, then it can be assumed that the decision
was a good one.
Usage Variance—Materials
The usage variance is the difference between actual material used and the amount of material that
should have been used. The cause of the variance
results from the method of operations in a given
time period. In the chili case, a percentage waste
factor was built into the standard cost. The waste
factor was derived from both engineered standards and historical information. Ifwaste exceeds
these standards, the variance may have been a result ofone or more of the following:
• An incorrect standard may have been set,
• The method ofoperations may have changed,
• The prescribed method of operations may not
have been followed, or
• High quality raw material may not have been
used.
Such usage variances should be reported to management.
Direct materials, in the case ofa chili manufacturer, represent a large portion of total variable
cost. It is of vital importance that the users be
made aware of problems as they occur to prevent
any chance of a small problem developing into a
major problem.
The dull blades, which cause excess onion wastage, is a good example. Initially, the chili firm's
only problem might be excessive onion usage, but
senior management must determine what effect
the dull blades may be having on the onions actually used in the finished product. If they are adversely affecting the quality of the product, then a
drop in sales could result; thus, a small operational problem turns into a very large marketing problem. A reporting system should be developed to
get this information to manufacturing management in a timely manner. This information, with
explanations, should go to all those managers who
exercise some type of control over the use of materials. In the chili case, the onion wastage and the
cause of it must be reported. These explanations
will get plant personnel involved before the publication ofdata so that they immediately can begin
finding possible solutions to any problems. The
explanations will provide feedback on any data
that has been erroneously communicated.
The information reported should generate a
multitude of questions to management, some of
which should lead to cost reduction operational
techniques. For example, management must decide if the original wastage standards were valid.
Is it cheaper to continue to waste the product or
expend money to reduce the wastage? ManageMANAGEMENT ACCOUNTING /APRIL 1982

ment must decide if the actual materials that went
into the finished product had an adverse effect on
quality. Will this effect on quality have an adverse
effect on the sales?
The information should be presented to the user
in a format he can understand. The format may be
letter or memo, columns of numbers, graphs, or a
combination.

if it has information on it that has no decision making value. The user should not have to wade
through masses of irrelevant and immaterial numbers to get to the urgent issues: they should be
obvious. Graphs are useful because one can easily
compare results over different time periods and
observe trends. These trends, or deviations from
them, then can be followed up by the user on a
selective basis. The preparer should closely scrutiKeep It Simple
nize the raw data that goes into trend analysis to
Some managers might prefer bar charts over ensure that there are no big swings that cancel
memos. The point is that the end user should par- each other out.
ticipate in the initial layout of the information
Again, in the case of the chili manufacturer, it
presented to him. The preparers should provide would be helpful to chart the total purchase price
the manager with a variety of formats from which of the ingredients that go into a gallon of chili.
to choose. These preliminary discussions will help The total price might remain constant when in
the user become familiar with the format and un- fact a bumper bean crop had reduced bean prices
derstand what the information is trying to reveal. while at the same time reduced livestock herds
There is one basic principle in control report- had increased hamburger prices. This information
ing: Keep it simple. In many manufacturing and is needed by senior management to help it make
nonmanufacturing entities, the information can be decisions concerning the chili formula.
highly technical and difficult to comprehend.
A good control system should generate quesMinimize the confusion by keeping the report as tions, involve all the users in designing the system,
concise and clear as possible. A report is cluttered and should be kept as simple as possible.
❑

There is one
basicprinciple
in control
reporting: Keep
it simple.
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Profit maximization is riot the single
goal of most firms — contrary to
popular belief. Corporations also are
concerned with ratio of return on
investment, market share and total
sales. This information, and more,
was uncovered in personal interviews
(based around a structured questionnaire) with participating managers in
22 companies in the United States

and 22 companies in Canada. These
organizations were involved in the
manufacturing activities of at least
one of four industries — food processing, chemical, transportation
equipment, or heavy equipment —
and they represented a large portion
of their industry's annual sales, total
assets and number of employees.
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A properly designed management accounting control system
must take the risk preferences of subordinates into account
if it is to operate efficiently.
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Economic activity tends to be organized in either
of two forms: as a decentralized market place or
as a hierarchical business entity. Given its added
costs of administrative co- ordination, the hierarchical business entity remains viable only if it can
achieve a given set of economic aims at a lower
cost than the external market form of organization. The design of management control systems is
one area where the management accountant can
contribute greatly to the competitive advantage of
the hierarchical business entity over the market
place.
During the formation and operation of any hierarchical organization, certain internal information voids are created.
For example, when a manager attempts to establish a basis for control over his subordinates,
he obviously cannot attain a complete knowledge
regarding all the activities of every subordinate.
Instead of incurring the costs to produce and
process the information necessary for a complete
knowledge, the manager looks for efficient ways to
deal with the uncertainty which lack of complete
knowledge can create. A properly designed and
implemented management accounting control system can help in this regard, not by reporting in
minute detail all the activities of every subordinate, but by providing a set of incentives for the
0025- 1690/82/6310- 0212/$01.00/0

latter to act in a manner that is congruent with
the organization's goals.
But, while the control system can help to reduce the costs of internal information voids, at the
same time it also creates new demands for information. This new information is needed to serve
as a basis for executing the incentive scheme in
the system, which, typically, is based on the economic outcomes that stem from the activities of
subordinates (as opposed to representing the activities of subordinates per se). Examples include
divisional income, return on investment, and departmental costs and variances. The production of
this information, which is indispensable to the
control system and thus to the hierarchical organization, is a major function of the management
accountant.
A fact that is often overlooked in the design of
management control systems is that the manager
(or supervisor) is not the only one faced with uncertainty. More often than not, certain aspects of
management controls also impose uncertainty on
the subordinate. Our purpose here is to underscore the need to incorporate considerations about
the subordinate's attitude towards uncertainty.
The Importance of Risk and Uncertainty in a
Management Control System
Suppose there exists a simple hierarchical organization consisting of a supervisor and a subordiCopyright C 1982 by the National Association of Accountants

nate. Each is assumed to act in his own self interest, and these are not necessarily mutually congruent. In addition, suppose that the supervisor
has devised a set of operating rules which, if adhered to by the subordinate, should lead to the
economic outcomes that are most preferred by the
supervisor. These operating rules may range from
the very specific ( "Do this! ") to the very general
( "Do whatever is necessary to enhance the welfare of the firm! "). Finally, suppose that the supervisor would like to devise a set of enforcement
rules to induce the subordinate to act in accordance with the operating rules. Any such set of
enforcement rules would have two parts: (1)
monitoring activities intended to detect deviations
from the operating rules and (2) punishments
(rewards) to be administered given deviations
from (adherence to) these rules.
In this setting, the problem of organizational
control may be characterized as the supervisor's
selection of that set of enforcement rules which
accomplish, at the least cost, the purpose of inducing the subordinate to adhere to the operating
rules. Here, the role of the management accountant may be viewed as a part of the monitoring
activities intended to detect deviations from operating rules.
It is crucial to underscore the importance of
cost considerations in the selection of enforcement
rules, including the cost of monitoring activities
such as the production of management accounting
information. Ideally, the subordinate's activities
can be observed, at zero cost, for adherence to the
operating rules. Realistically, only the economic
outcomes related to his actions can be observed,
and at a cost. Because the economic outcomes are
brought about not only by the subordinate's activities but also by environmental factors over which
he may have little control (e.g., the weather, the
level of interest rates, oil prices, etc.) and because
it may not be possible (at reasonable cost) to disentangle the contributions of different causal factors, accounting measures of economic outcomes
only provide rough indications of the subordinate's adherence to operating rules. Consequently,
the subordinate is placed in a situation of uncertainty. Even if he adhered to the operating rules
precisely, his efforts may not be properly rewarded because environmental factors can make it appear that he had deviated from the rules.
Conversely, environmental factors also can lead
his supervisor to believe that he had adhered to
the rules when in fact he had not. Because the Iink
between his actions and compensation from work
is uncertain, the subordinate's choice of work -related activities takes on aspects of a bet. It is in
this context that his attitude towards risk and uncertainty becomes relevant, because faced with the
same bet, people with different attitudes toward
risk may not select the same action.
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Consider the following two alternative bets: Bet
A has a 75% chance of paying $100 and a 25%
chance of paying $0; Bet B has a 50% chance of
paying $150 and a 50% chance of paying $0. A
risk - neutral person would be indifferent between
the two bets since the expected value of Bet A
(.75 x $100 + .25 x $0) is equal to the expected
value of Bet B (.50 x $150 + .50 x $0), or $75.
However, a risk - averse person would prefer Bet A
to Bet B because the former was a higher probability
of a "win" or a lower probability of a "loss " . 1 An
individual who preferred risk, on the other hand,
would find Bet B relatively more desirable.
A Standard Setting Context
In setting a standard for performance, conventional accounting wisdom recommends that the
standard be set at a level that is tight but reasonably attainable. Presumably, an easy standard will
induce a minimal level of effort from the worker; a
difficult standard will discourage the worker after
he experiences repeated failures, while a reasonably attainable standard will motivate the worker
to put forth the maximal level of effort toward
achieving the organization ' s goals.
While this theory about standard attainability
and worker motivation may have some validity, it
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ignores a multitude of other potentially important
factors. If a standard is set at a high level, one
might expect that the reward for meeting or exceeding it will have to be adjusted accordingly.
Also, the level of standard difficulty will affect the
likelihood that the standard will be achieved.
Thus, it is necessary to consider how likely the
worker thinks it is that he will perform at or
above the standard given different levels of effort,
how much he values the payoffs from achieving
the standard, and how averse he is to risky situations. The following example illustrates how these
factors can alter the effectiveness of a management accounting control system. In addition, we
hope it will demonstrate that the design of management accounting control systems should incorporate more sophisticated theories of behavior
than some of the dogma commonly espoused.
We compare the subordinate's choice of an effort level in four independent situations:
Case l--the subordinate is risk - neutral and the
standard is set at an unreasonably high
level;
Case 2--4he subordinate is risk - neutral and the
standard is set at a reasonably attainable
level;

Figure 2
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Case 3 -4he subordinate is risk- averse and the
standard is set at an unreasonably high
level and;
Case 4 -4he subordinate is risk - averse and the
standard is set at a reasonably attainable
level.
To keep the example simple, suppose the subordinate has two alternative actions: to expend a low
level of effort or to expend a high level of effort. We
also assume that he generally prefers to get more
money than less money and prefers to expend less
effort than more effort. The subordinate's compensation depends on whether the economic outcome
(which stems in part from the degree of effort he
expends) is at or above the standard level of performance or is below this level.
Standard attainability is defined as the subordinate's personal assessment that his outcome performance will be at or above the standard given
the level of effort he expends. More specifically,
suppose the subordinate makes the following subjective probability assessments:
1. When the standard is unreasonably high:
a. Pr(at or above standard given high effort
level)
=.2
Pr(below standard given high effort
level)
=.8/1.00
b. Pr(at or above standard given low effort
level)
=.I
Pr(below standard given low effort
level)
=.9/1.00
2. When the standard is reasonably attainable:
a. Pr(at or above standard given high effort
level)
=.9
Pr(below standard given high effort level)
=.1 /1.00
b. Pr(at or above standard given low effort
level)
=.2
Pr(below standard given low effort level)
= .8/1.00
How does the subordinate choose between the
two alternatives (exert low effort or exert high
effort)? It seems reasonable to characterize his
though process this way: for each alternative, he
looks at all the elements of costs and rewards, and
assesses their values to himself personally.
From this analysis, he determines an aggregate
value (to him) for each alternative, and selects
the one with the higher aggregate value. A popular way to represent this subjective weighing process is to say that he has a utility function for making decisions. For the cases in which the subordinate is risk- neutral, we will use the utility function
U(SX) = X. For the risk- averse case, we will use
the utility function U(SX) = 1 1 0 x X. We also
assume that the cost to the subordinate of expending a low level of effort is 10 units of utility, and
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the cost of expending a high level of effort is 20
units of utility.
Finally, suppose that the incentive scheme for
compensating the subordinate consists of the following sets of payoffs:
1. When the standard is unreasonably high:
a. Payoff if outcome-performance is at or
above standard
= $100
b. Payoff if outcome - performance is below
standard
= $ 45
2. When the standard is reasonably attainable:
a. Payoff if outcome- performance is at or
above standard
= $ 85
b. Payoff if outcome-performance is below
standard
= $ 40
Figures 1 and 2 are decision tree illustrations of
the decision alternatives facing the subordinate.
Figure 1 presents the case where the performance
standard is unreasonably high. Figure 2 illustrates
the case of the reasonably attainable standard.
Evaluation of the Four Cases
Case 1. The subordinate is risk - neutral and the
standard is set at an unreasonably high level. The
subordinate must decide between expending a low
or high level of effort , making his decision as if he
calculates the expected utility of each alternative
and then choosing the alternative with the higher
expected utility. In this case, his expected utility
of expending a high level of effort is 36 [ (100 x.2)
+ (45x.8) — 20] vs. 40.5[(100x.1) +
(45 x.9 ) — 10] for expending a low level of effort. Thus, his decision in light of the unreasonably high standard and the associated incentive
scheme, given the assumption of risk -neutrality, is
to expend a low level of effort.
Case 2. The subordinate is risk -neutral and the
standard is set at a reasonably attainable level. In
this case, his expected utility of expending a high
level of effort is 60.5[(85 x .9) + (40 x .1) — 201
vs. 39[ ( 85 x .2 ) + ( 40 x.8 ) — 101 for expending
a low level of effort . Thus , his decision in light of
the reasonably attainable standard and the associated incentive scheme, given the assumption of
risk- neutrality, is to expend a high level of effort.
So, before considering the effects of the subordinate's attitude towards uncertainty or risk under
the assumption of risk -neutrality , it would seem
that changing the standard from an unreasonably
high level to a reasonably attainable level has produced the desired effect of inducing the subordinate to expend more effort . However, before embracing this conclusion , let us see what happens
when the subordinate has a negative attitude
towards uncertainty or risk.
Case 3. The subordinate is risk -averse and the
standard is set at an unreasonably high level. In
this case, his expected utility of expending a high
MANAGEMENT ACCOUNTING /APRIL 1982

level of effort is 3.29 [ ( 31.62 x .2) + ( 21.21 x .8)
— 20] vs. 12.25[(31.62x.1) + (21.21 x.9) —
10] for expending a low level of effort .2 Thus, his
decision here, as in Case 1, is to expend a low level
of effort.
Case 4. The subordinate is risk -averse and the
standard is set at a reasonably attainable level. In
this final case, his expected utility of expending a
high level of effort is 8.24[(29 .15 x .9 ) +
(20.00x.1) — 20] vs. 11.83[(29.15x.2) +
(20.00 x .8) — 10] for expending a low level of
effort . ' Thus, his decision here, contrary to the
conclusion in Case 2, is to expend a low level of
effort. So, when the subordinate' s negative attitude towards uncertainty or risk is taken into account, we see that changing the standard from an
unreasonably high level to a reasonably attainable
level does not have the desired effect . The risk averse subordinate still prefers to expend a low
level of effort.
The point here is that the level of standard attainability per se does not necessarily motivate
one type of behavior or another. In order to predict how a given level of standard difficulty will
affect controllee behavior, it is necessary to also
consider how the standard will affect the uncertainty faced by the controllee, his attitude towards
risk, and the compensation associated with
achieving the standard.
From the supervisor ' s standpoint , a given type
of behavior can be made more likely by controlling the subordinate' s attitude toward risk
Figure 3
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(through the screening of job applicants, for example), and, given a particular subordinate, by
adjusting the mix of standard difficulty and compensation.
To demonstrate the latter point, suppose that in
the numerical example, the supervisor wishes the
risk- averse subordinate to exert a high level of effort. Further, the standard is to be set at the reasonably achievable level. Recall that in the above
example, the subordinate prefers to exert a low
level of effort. Now consider what would happen
if the supervisor adjusts the compensation scheme
such that if the standard is met or exceeded, the
subordinate will receive $95 rather than the present $85. Failure to achieve the standard, on the
other hand, will be associated with a payment of
only $20 rather than the present $40. Given this
change in the compensation scheme, the subordinate's expected utility from exerting a high level
of effort
becomes 9.15 [ (30.82 x .9)
+
(14.14 x .1) — 20] , while the expected utility
from exerting a low level of effort becomes
7.47[(30.82x.2) + (14.14x.8) — 10].4 Thus,
without changing the level of standard attainability, it is possible to motivate desired behavior
through changing the compensation scheme
alone. Similarly, it can be shown that the same
behavior can be motivated by changing the level
of standard attainability without changing the
compensation scheme, or by appropriate changes
in both these elements of the management accounting control system.

Figure 4
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Capital Budgeting Context
Let's look at some potentially undesirable consequences of ignoring the subordinate's risk preferences in a capital budgeting setting. We assume
that the manager evaluates decision alternatives
based on expected value. This assumption appears
to be reasonable because each manager typically
has a number of subordinates; therefore, he also
has a portfolio of capital investment projects
across subordinates, and the uncertain outcomes
across a large number of such projects will tend to
average each other out. As a result, the manager
can more safely operate on the basis of expected
values than his subordinates, each of whom may
have only a few capital investment projects.
Assume that the subordinate is charged with
identifying, proposing and executing investment
projects. Further, to give him incentives to discover profitable investment alternatives, the subordinate is paid 10% of the realized net present value
of each project he proposes which is adopted by
higher management. To keep the example manageable, we assume that the subordinate has identified two mutually exclusive investment opportunities. Both alternatives have positive expected net
present values. However, the exact amount of
profits will depend on environmental factors over
which the subordinate and the company have no
control. Figure 3 summarizes the key features of
these two investment opportunities.
Before paying the subordinate, the expected
value of alternative A in Figure 3 is $6,500
[ ( $7,000 x .5) + ( $6,000 x .5) ] and that of alternative B is $6,600 [($16,000 x .2)
+
( $4,240 x .8) ] . Thus, to the manager, alternative
B is preferred to alternative A both before and
after the subordinate's 10% reward is deducted.
Now consider how the tw o alternatives in Figure 4 com pare in the eyes of the subordinate. His
expected pay is 10% of the realized outcome. If

the subordinate is risk- neutral (that is, U($X) =
X), he would prefer alternative B over A because
the expected utility from the former is 660
[ (1,600 x .2) + (425 x .8) ] while the latter has
an expected utility of 650 [ ( 700 x .5) +
(600 x .5) ]. Thus, he will propose alternative B
and this will be consistent with the manager's
preferences. However, suppose the subordinate is
risk- averse and has a utility function U($X) =
V 10 x X. Then, to him, the expected utility of
alternative B is 77.45 [ (126.49 x .2) +
(65.19 x .8)].5 The expected utility of project A
to him is 80.5 [ (83.67 x .5) + (77.46 x .5)].s The
risk- averse subordinate, then, will prefer A over
B, which is contrary to the manager's preferences.
It is possible to show that, by appropriately
changing the compensation scheme, the risk averse subordinate can be made to prefer B over
A. However, the point has been made. Unless the
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risk preference of the subordinate is taken into
account, he may have incentives to take actions
which are contrary to the interests of the manager
and the firm. This potential failing of the management accounting control system has especially
momentous implications in the case of capital
budgeting. Often, the employee who is responsible
for identifying investment opportunities in a given
area of operations is also the one most knowledgeable about that area. When such an employee
makes proposals to higher management, he will
tend to screen out those investment possibilities
which are less congruent with his preferences.
Thus, investment opportunities which might have
been more profitable to the firm (but less so to the
subordinate) are not even revealed to higher management. In our numerical example, the risk averse subordinate will discard alternative A in
favor of B. Even though adoption of B still benefits the firm, project A would have been even more
desirable. However, because higher management
lacks the subordinate's specialized knowledge, it
will not even realize that alternative A exists. Given that uncertainty is a fact of life in economic
activities, a compensation scheme which explicitly
considers the subordinate's risk preferences can
substantially limit this kind of opportunity cost.
Taking the Risk Preferences
of Subordinates into Account
The modern hierarchical business entity gains
much of its competitive advantage over the market form of organizing economic activity through
the employment relation. The employment relation facilitates the decentralization of information
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processing and decision making and the specialization of human behavior. However, the processes
of decentralization and specialization inevitably
create certain internal information voids. In order
to maintain control in such hierarchical organizations, those in supervisory roles require efficient
means of dealing with a lack of complete information regarding the behavior of subordinates. A
management accounting control system, including
an incentive scheme that bases compensation from
work at least in part on accounting measures of
economic outcomes, is potentially one such efficient strategy for dealing with this aspect of uncertainty in the employment relation.
However, there is another side to uncertainty in
the employment relation, namely the subordinate's uncertainty regarding what economic outcomes will occur (and thus what his compensation will be) given he acts one way rather than
another. If he is risk - averse, he may react to this
uncertainty by "steering a safe course" even
though it implies a loss in expected return to the
organization. A properly designed management
accounting control system must take the risk preferences of subordinates into account if it is to operate efficiently and help the organization maintain its competitive advantage over the market in
organizing economic activity.
❑
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Let's Look
at Financial Reporting
by Smaller Businesses
We need to understand more about how decisions are made
on the basis of financial statements of smaller businesses.
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Smaller businesses are the bedrock and stimulus
of the United States' economy. Despite mounting
economic hardships, smaller businesses still provide over 90% of new jobs in the private sector,
nearly 50% of the Gross National Product, and
many technological advancements.
Because small business is being hailed by many
people as America's answer to increasing productivity and employment, America needs to create a
business climate in which smaller businesses can
realize their potential. Many proponents of small
businesses are urging that, to create such a climate, ways must be found to promote innovation,
increase capital formation and retention, and reduce paperwork and regulations. That challenge
also raises questions about the adequacy of financial reporting by small businesses in relation to
the needs of persons and institutions that provide
these companies with capital.
Expressions of individual views by members of the
FASB and its staff are encouraged. The views expressed in this article are those of Mr. Hildebrand.
Official positions of the FASB on accounting matters are determined only after extensive due process
and deliberation.
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The Financial Accounting Standards Board
(FASB) is playing a crucial role in this area by
examining financial reporting by private and small
publicly owned companies. As its first major step,
in November 1981 the FASB issued an Invitation
to Comment designed to identify differences between large and small businesses that might point
to a need for changes in financial reporting.'
Management accountants especially need to understand the concerns about existing financial reporting requirements for smaller businesses, the
facts that the FASB believes are necessary to assess the need for change in this area, and the possible directions of answers.
What Is a Small Business?
Most companies whose securities are not traded
in public markets (private companies) are small
businesses. In addition, some companies whose securities are publicly traded are considered small
businesses because of their size. Authoritative accounting literature, however, has not defined
small business.
Several studies have shown that criteria based
on quantitative measures such as revenues, assets
and number of employees cannot be applied
meaningfully across industry lines to identify
small businesses. For example, the Small Business
Copyright @1982 by the National Association of Accountants

Administration (SBA) says that the diversity of
industries and businesses precludes using a single
definition to determine eligibility of a company for
financial assistance from the federal government.
According to SBA guidelines, a company qualifies
as "small" if it falls under the limit specified for a
particular type of industry.
For purposes of obtaining input from industry,
the FASB staff developed the following definition
of a small company.
A company whose operations are relatively
small, usually with total revenues ofless than
$S million. It typically (a) is owner - managed,
(b) has few other owners, ifany, (c) has all
owners actively involved in the conduct of its
affairs except possibly for certain family
members, (d) has infrequent transfers of
ownership interests, and (e) has a simple capital structure. (Invitation to Comment, November 1981)
Smaller businesses tend to have less diverse operations and operate in a smaller geographic area
than larger companies. There are notable exceptions, however. For instance, some smaller businesses export goods and services, which increases
the scope and complexity of their operations.
The primary decision makers for most small
businesses are limited to owner - managers, possibly a few other owners, lenders and other creditors, and tax collectors and other regulators. In
contrast, publicly owned companies have numerous stockholders and also may need to provide
financial information to securities analysts and
other professionals.
What Are Concerns on Requirements?
In recent years, the American Institute of CPAs
has issued two reports that consider the application of generally accepted accounting principles
(GAAP) to private and small public companies:
the 1976 Report of the Committee on Generally
Accepted Accounting Principles for Smaller and/or
Closely Held Businesses and the 1980 Report of the
Special Committee on Small and Medium Sized
Firms.
According to those reports, many CPAs believe
that the financial statements of small companies
include information not needed by persons who
use them. Examples include information about deferred income taxes and capitalized leases. Many
CPAs assert that some accounting requirements
are directed primarily to those who invest in publicly owned companies and are an unnecessary
and costly burden on other companies.
A related concern, according to the AICPA reports, is that present rules governing CPAs in reporting on financial statements contribute to the
burden on small companies. The requirement for
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a CPA to indicate whether financial statements
are presented in conformity with GAAP usually
causes the CPA to recommend measurements and
disclosures that conform to GAAP.
At the root of those matters is a presumption
that users of small companies' financial statements
do not need certain measurements or disclosures
required by GAAP. Other persons and organizations, however, have suggested that users may be
misled if existing GAAP requirements are not followed. For instance, The Robert Morris Associates, an organization of bank lending officers,
takes the position that there should be only one
set of GAAP applicable to all companies. It asserts that a dual set of accounting standards
would reduce a user's ability to understand financial information, increase confusion regarding accounting alternatives, and reduce financial reporting credibility.

A dualsetof
accounting
standards could
lead to
confusion and
reduce
credibility.

What Are the Dimensions of the Problem?
The concerns and differing views point to at
least three dimensions that should be examined in
considering the need to change financial reporting
by small companies. They are:
1. In what circumstances do smaller companies
need to prepare GAAP financial statements?
What other kinds of financial statements might
be adequate for those companies and in what
circumstances?
2. What measurements and disclosures are appropriate in GAAP financial statements of small
companies as compared with GAAP financial
statements of other companies?
3. What degree of responsibility should external
CPAs have for the financial statements of small
companies? How should they report on those
financial statements?
In considering the circumstances in which
small companies need to prepare GAAP financial
statements, one should keep in mind the FASB's
distinction between general - purpose financial reports and reports that serve special needs. A company may not need to prepare GAAP financial
statements, for example, if all persons needing financial information about the company have access to information apart from the financial statements or have special needs that are not intended
to be met by GAAP financial statements. Also,
cost - benefit considerations may indicate that information understood or used by only a few persons should not be provided. A company should
not exclude relevant information required by
GAAP, however, merely because it is difficult for
some people to understand or because some investors or creditors choose not to use it.
FASB standards focus on general - purpose external financial statements, not special - purpose financial statements, although some standards may
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be applicable. Accordingly, the FASB focus is primarily on the appropriate measurements and disclosures in GAAP financial statements.
The third dimension —which focuses on the level of responsibility and reporting requirements for
CPAs —is outside the FASB's jurisdiction but
may have implications for financial reporting. The
AICPA has taken several recent actions regarding
the CPA's responsibilities and reporting requirements associated with financial statements of private companies and continues to consider those
aspects. For instance, the AICPA Accounting and
Review Services Committee has developed standards for compiling and reviewing financial statements of private companies. Also, the AICPA
Special Committee on Accounting Standards
Overload is considering a possible need for further
changes in the reporting requirements of CPAs.
What the FASB Is Seeking
What differences among types of companies
point to the need for specific changes in financial
reporting requirements? To answer this question,
the FASB needs to learn more about the characteristics of small companies and about what it
costs them to provide various kinds of financial
information. For example, the FASB needs to
know what kinds of costs are involved in collecting and processing information, in having it audited or reviewed, and in disseminating it.
The FASB also wants to learn more about the
practices and informational needs of users of
small companies' financial statements. Because
bank lenders are primary users, the FASB is especially interested in their informational needs and
in the role of financial statements in providing
that information.
In addition to responses expected to the Invitation to Comment, several studies in process also
will assist the FASB in its fact - finding effort. A
team headed by Professor A. Rashad Abdel -khalik of the University of Florida is studying private
companies to obtain insights about the practices
and informational needs of users involved with
those companies and about the costs of providing
financial information. The FASB and the National Association of Accountants are providing the
financial support for that study.2 The Financial
Executives Research Foundation is sponsoring a
similar study that focuses on small public companies Both studies are expected to be completed in
late 1982.
The FASB is encouraging others to examine
various aspects of the financial reporting environment of small companies that may be relevant to
their financial reporting needs. For example, practices appear to be divergent regarding an external
CPA's level of responsibility and the types of financial statements being provided for someone
making lending decisions involving similar com-

panies. A better understanding of those practices
could provide insights into how lenders use financial statements in making decisions about small
companies.
Differences in Informational Needs
There probably are several reasons why the informational needs of users and the relative costs to
provide them information might differ between
small companies and large public ones. Possible
reasons for differences regarding informational
needs include:
1. A small company has fewer or simpler transactions, which may be easier to understand without complicated disclosures.
2. The external users are different and make different decisions. For example, a small company
may have only a bank lender making short term lending decisions, whereas a public company usually has numerous investors and creditors making various types of decisions.
3. The users' methods of making decisions may
differ. For example, the users for a smaller
company already may know more about the
company or may have the ability to obtain information from other sources and thus need to
rely less on the financial statements.
Factors that may affect the costs of small companies in providing financial information include:
1. The costs of providing certain financial information may be relatively greater for a small
company than for a large one and, therefore,
more likely to exceed the benefits.
2. Certain accounting requirements may be too
complex or detailed for all companies, and this
burden is felt by smaller companies especially.
3. Smaller companies may prepare financial statements on the basis of GAAP in circumstances
in which financial statements prepared on a less
costly basis would be sufficient.
4. The cost of having a CPA associated with financial statements of a small company may not
be justified by the benefits of that association,
in certain circumstances.
Possible Directions of Answers
Some people have suggested that problems associated with financial reporting by small companies can be solved in one or more of the following
ways:
1. Simplify financial reporting for all companies.
2. Make additional distinctions in disclosures
based on the type of company.
3. Distinguish measurements to be used in preparing financial statements based on the type of
company.
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4. Develop an alternative comprehensive basis of
accounting that could be followed instead of
GAAP in preparing financial statements in certain circumstances.
5. Provide education regarding the association of
CPAs with financial statements and possibly
change the rules for CPAs in reporting on financial statements.
One or more of those suggestions could be appropriate. Decisions about them should be based
on the relevance, reliability and costliness ofvarious kinds of financial information. Relevance
refers to the capacity of information to make a
difference in a decision by helping users to form
predictions about the outcome of past, present
and future events or to confirm or correct prior
expectations. Reliability is the quality of data that
assures that information is reasonably free from
errors and bias and faithfully represents what it
purports to represent. Costliness refers to the cost
ofproviding and using information. To justify requiring a particular measurement or disclosure,
the perceived benefits should exceed the perceived
costs —the so- called cost/benefit test.
Simplified Financial Reporting for All Companies
Some people say there is a standards overload
problem for all companies and that financial reporting should be simplified for all companies.
The FASB is taking steps that may help in this
area in the long run. It is developing a conceptual
framework of financial accounting and reporting
to provide broad guidance, issuing general standards with fewer compliance details, and refusing
to take on narrow problems with only limited application.
In addition, the FASB is seeking information
about the experiences of providers and users of
financial reports regarding existing standards and
is willing to reconsider requirements that may not
provide the most useful information relative to
their cost. For example, the FASB recently added
to its agenda a project on accounting for income
taxes, which is a comprehensive reconsideration
of Accounting Principles Board Opinion No. 11,
Accounting for Income Taxes. That project is intended to deal with the broad criticisms about existing accounting requirements for income taxes,
including criticisms about the application of those
requirements to small companies.
Different Disclosures for Smaller Companies
Many suggestions for change center on the possibility of altering financial reporting for small
companies only. In assessing this possibility, one
should consider financial reporting in two parts:
(1) disclosure requirements, which pertain to the
notes and supplemental disclosures in financial reports; and (2) measurement requirements, which
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pertain to the recognition and measurement ofassets, liabilities, revenues, expenses, gains, losses,
and other items in financial statements.
There has been pressure to differentiate disclosure requirements based on the type of company.
A common view is that disclosures should be divided into two groups: a core group that would
apply to all companies regardless of size and a
second group that would apply selectively to large
companies, small companies, or particular industries or situations. A related view is that most disclosures in the second group should be outside the
financial statements.
The FASB Exposure Draft, Reporting Income,
Cash Flows, and Financial Position of Business Enterprises, proposes concepts for deciding what information belongs in financial statements and
what should be supplemental to financial statements. It provides two guides for making decisions, but it recognizes that concepts cannot lead
to clear -cut decisions in all situations.
The first proposed guide is that disclosures in
financial statements should amplify or explain the
items recognized in the statements. Those disclosures should include information that is needed to
understand the performance and position of a
company. In contrast, supplementary disclosures
may include information that has a different perspective from that in the financial statements, including information that is highly relevant but
low in reliability or information that is helpful but
not essential.
The second proposed guide concerns the costs
of preparing and using the information. Disclosures in financial statements should be helpful to
most users. In contrast, supplementary disclosures
can provide more detailed or specialized information needed by only certain types of users, such as
security analysts and others who analyze financial
reports comprehensively. Placement of information outside the statements also will result in lower costs if the information is not audited.
Consistent with those guides, the FASB requirement for disclosures about changing prices
calls for supplemental information to be provided
by large public companies only. In addition, the
FASB has distinguished between disclosure requirements within financial statements for public
and nonpublic companies. An example is FASB
Statement No. 21, Suspension of the Reporting of
Earnings per Share and Segment Information by
Nonpublic Enterprises.
A case -by -case approach may continue to be
appropriate based on factors that are assumed to
affect the relevance, reliability and relative costliness ofinformation, such as ownership and size of
a company. The fact - finding efforts under way
may identify disclosure requirements that should
be eliminated for small companies. Most areas,
however, such as leases, income taxes, capitaliza-

The FASB wants
to know what it
costs small
companies to
provide
financial
information.
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tion of interest, and contingencies (for which suggestions have been made to reduce or eliminate
exisiting disclosure requirements), also involve
measurement requirements and thus offer limited
opportunities to change just the disclosure requirements.
Different Measurements for Small Companies?

Criticisms of
present
accounting for
leases and
income taxes
seem to relate
to all
companies —
not just small
ones.

Although some CPAs have proposed that certain measurement requirements be eliminated for
smaller companies, the two AICPA reports opposed any measurement distinctions within
GAAP. They indicated that similar transactions
and events should be measured consistently, regardless of the type of company, or users would be
confused by the resulting information.
Some CPAs and owner - managers of small businesses say that the capitalization of leases in accordance with FASB Statement No. 13, Accounting for Leases, is not helpful to users. They say
capitalization is costly and of limited or no value
to users who are concerned primarily with cash
flow information. As an alternative, they suggest
disclosing the lease terms, including restrictive
covenants and the future annual rentals by period.
Similar criticisms have been made about the recognition of deferred income taxes in accordance
with APB Opinion No. 11. Suggestions for change
range from no recognition to use of a simplified
measurement approach.
Most criticisms of present accounting for both
leases and income taxes seem to relate to all companies rather than just to small ones. As previously mentioned, the FASB has decided to reconsider
income tax accounting requirements for all companies. It also is seeking information to assess
whether it should reconsider accounting requirements for leases, either comprehensively or for
small companies only.
According to some CPAs, other pronouncements involving measurement for which costs
may exceed benefits for small businesses include
APB Opinion No. 18, The Equity Method of Accounting for Investments in Common Stock; APB
Opinion No. 21, Interest on Receivables and Pay ables; FASB Statement No. 12, Accounting for
Certain Marketable Securities; and FASB Statement No. 34, Capitalizaton of Interest Cost.
IMPLICATIONS OF DIFFERENT MEASUREMENT

If measurements were to differ because of a
company's ownership or size, then amounts
shown for assets, liabilities, equity and income
could differ depending on the type of entity. Those
differences could have implications for (a) determining amounts available for dividends and distributions, (b) assessing proposed stock acquisitions, (c) applying financial covenants in loan
agreements, and (d) interpreting requirements of
bonus and profit- sharing formulas.
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For example, various state business corporation
laws require tests for determining the legality of
paying dividends or entering into treasury stock
transactions. Those tests usually are based on
measures of assets, liabilities and stockholders'
equity. The Model Business Corporation Act requires those calculations to be based on accounting practices and principles that are reasonable
under the circumstances.; In certain states, those
calculations are based expressly on GAAP. The
existence of two measurement systems within
GAAP could require an interpretation of whether
one or both of the systems are acceptable bases for
applying the legal tests.
Similar considerations are implicit in transactions involving bonuses, profit sharing, and other
contractual relationships. Those relationships often require computations of items such as net income before taxes, net income and net assets.
Also, if measurements were to differ because of
a company's ownership or size, there might be
confusion about the rules that have been applied
by various companies, and there would be less
comparability of information among companies.
For certain small companies, however, those difficulties might be more than offset by reduced costs
in preparing financial statements.
Alternative Comprehensive Basis of Accounting
Certain small companies may have no external
users who need financial statements prepared in
accordance with GAAP. Others may have one or
more who could benefit from those statements,
but the cost to provide them may exceed the benefit. For those companies, simplified financial statements prepared on a basis other than GAAP
might be sufficient. Some companies now have financial statements that are on the cash basis,
modified cash basis, income tax basis, or another
alternative basis, though none of those bases has
been developed comprehensively for financial reporting purposes.
The AICPA Special Committee on Accounting
Standards Overload is considering the development of an alternative comprehensive basis for accounting and has issued a discussion paper for
public comment.' That paper encourages small
private companies to use financial statements prepared on the income tax basis in situations in
which the cost of GAAP financial statements does
not seem reasonable in relation to the needs of the
likely users of the financial statements. Such financial statements would reflect transactions that enter into determining taxable income at the amount
reported for federal income tax purposes. In addition, the financial statements would include items
of income and expense that are not taxable or deductible under tax rules (for example, interest on
municipal obligations and premiums on life insurance policies). The paper also proposes minimum
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disclosures to be included in financial statements
that are prepared on the income tax basis.
The discussion paper does not indicate that the
AICPA committee has reviewed the usefulness of
such financial statements with owner - managers,
bank lenders, and others who presumably would
be their primary users. Those users should be involved in considering the need for and contents of
an alternative comprehensive basis of accounting.
For instance, would financial statements based on
a measurement system whose objective is to collect tax revenues be useful to bank lenders in predicting the cash flows of a small company?
Responding to Appropriate Needs
Smaller businesses, and especially some CPAs
who service them, are concerned about existing
financial reporting requirements and the problems
they pose. Thus far, however, the views about the
specific problems and their causes as well as the
desirable solutions differ. The small business community needs to offer input in this area because it
has a stake in seeing that financial reporting is
responsive to the needs of persons and institutions
that provide funds to smaller companies.
The FASB, in particular, is taking steps to learn
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more about the financial reporting environment of
smaller businesses. Although in recent years this
matter has received attention within the public accounting profession, few specifics are available
about what kinds of decisions are made on the
basis of financial statements of small businesses,
what kinds of information are needed to make
those decisions, and, most critically, how and why
those decisions and that information differ from
the decisions and information needed for large
companies. Findings about those aspects must be
related to costs and other burdens that accounting
requirements place on smaller companies. The
FASB Invitation to Comment and the studies being undertaken by the FASB and others are intended to obtain data that will provide a basis for
sound decisions in this area.
O

Should only
one set of
CAAP be
applicable to all
companies?

' This Invitation to Comment seeks information by May 31. 1982, from persons
involved with financial reporting by private and small public companies. The comment booklet contains three questionnaires to help small companies, users of their
financial statements, and public accountants in responding to the FASB. A copy of
the Invitation to Comment, FYnancial Reporting by Private and Small Public Companies, may be obtained without charge until May 31, 1982, by contacting the
FASB Order Department —(203) 356.1990.
z Local NAA chapters, too, are working with Professor Abdel - khalik to identify
preparers and users who will participate to the research.
Committee on Corporate Laws of the American Bar Association, Model Business
Corporation Act, rev. ed., 1974.
' AICPA Special Committee on Accounting Standards Overload, Tentative Conclusions and Recommendations of the Special Committee on Accounting Standards
Overload, December 23, 1981.
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Pension Plan Disclosures:
What They Mean
Pension plan amounts disclosed using FASB assumptions
may seriously understate the actual present value
of future benefits earned to date.

lop-

_

By Sara A. Lutz

Pension fund disclosure is an important current
issue in accounting. The Financial Accounting
Standards Board is considering how pension funds
should be accounted for by employers and is debating the inclusion of pension information (asSara A, Lutz, CPA, is an sets and liabilities) in the employers' financial
assistant professor of statements and the development of a uniform
accounting, Indiana
University at South method of determining pension expense.' CorpoBend. She has a M.S. rate financial statements for the year beginning afdegree in accountancy
from the University of ter December 15, 1979, contained pension discloMissouri — Columbia. sures mandated by FAS No. 36, "Disclosure of
This article was
submitted through the Pension Information." Financial statement users
Michiana Chapter. need to know what the new disclosures mean and
how they differ from disclosures previously mandated by the Securities & Exchange Commission
and Accounting Principles Board Opinion No. 8,
"Accounting for the Cost of Pension Plans."
I conducted a survey of pension plan disclosures in the financial statements of 123 companies
chosen from the Fortune 500 Industrials for fiscal
years ending in 1978, 1979, and 1980. Both the
magnitude of the numbers as well as the meaning
of the various disclosures are reported.
Pension plan disclosure before years beginning
after December 15, 1979, was governed by APB
Opinion No. 8. Required disclosures included ex48
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istence of the plan, employee group covered, current year's expense, a statement of accounting and
funding policies, information about the nature and
effects of changes in accounting methods and
changes in circumstances such as amendment of
the plan, and "the excess, if any, of the actuarially
computed value of vested benefits" over the
amount funded.' The amount funded was figured
at cost or weighted average cost. The vested
amount could be figured as if the plan terminated
on the valuation date or on a going concern basis.
The net vested amount was determined at the date
of the actuaries' report on the plan which was often not at year end. If funding exceeded vested
benefits, the amount was not reported.
The SEC required disclosure of the unfunded
past service cost at the most recent valuation date.
Some companies reported unfunded past service
cost in the annual report but many reported it
only in the 10 -K report.
For fiscal years beginning after December 15,
1979, Statement of Financial Accounting Standards No. 36 requires similar disclosures as to the
existence of plan, employee group covered, statement of accounting and funding policies, current
pension expense, and nature and effect of significant matters affecting comparability. In addition,
for defined benefit pension plans, this following
Copyright0

1982 by the National Association of Accountants

information must be presented if available:
a. The actuarial present value of vested accumulated plan benefits,
b. The actuarial present value ofnonvested accumulated plan benefits,
c. The plan's net assets available for benefits,
d. The assumed rates of return used in determining (the above figures)
(and)
....
e. The date as of which the
benefit information
was determined.'
Actuarial present values of accumulated plan
benefits are those future benefit payments earned
by the employee's service to date. The accrued
unit benefit method is used. The net assets available for benefits are valued at fair market value at
the reporting date. The main unusual feature of
the FASB approach is that future pay increases
are not being taken into account in figuring the
accumulated benefits earned. In a plan which bases benefits on final years' pay, an estimate is generally made of the normal income raises expected
from the progression ofthe employee through various earnings rate categories based on previous experience of the employer. Inflationary increases
are generally not included. The FASB approach is
different in that no future salary level increases are
taken into account at all, even for a final pay plan.
Firms must use this uniform method to figure the
actuarial present value of accumulated plan benefit information, which is required for the financial

statements of defined - benefit plans by FAS No. 35
and which is required to be incorporated into the
footnotes ofthe annual reports (plans may be aggregated) by FAS No. 36. This does not mean
companies must make any changes in their funding policies or the way in which their annual pension expense is computed.
The FASB, APB, and SEC Disclosures Compared
Figure 1 illustrates the information used in financial statement disclosure under the requirements of the SEC, APB Opinion No. 8, and FAS
No. 36. The unfunded past service cost depends
on the actuarial funding method chosen and for
an accrued benefit method would appear as illustrated. Given the present value of the prospective
benefits to be paid to employees, a portion has
been funded, a portion will be funded by normal
or yearly costs, and the remainder, the unfunded
past service cost, will be funded over a maximum
of 30 to 40 years. In the disclosure called for in
APB Opinion No. 8 the emphasis was on the present value of vested benefits in relation to the funded assets. The FASB disclosures are different in
several ways.
First, the amount of assets available for benefits
is figured at fair market value and would probably
be higher than the cost or actuarial value figures
used for SEC and APB disclosure. Second, the
accumulated present value of vested benefits is often different (less) than the APB figure because
future salary increases are not taken into account

The FASB
information is
simply not
comparable
with the old
APB and SEC
pension
disclosures.

Figure 1
Comparing Pension Plan Disclosures
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in the FASB disclosure information. Finally, we
have a new figure —the accumulated present value
of total benefits earned to date —which has never
previously been a required disclosure. The SEC
and APB information reflect the actuarial funding
methods actually used by companies, and the
FASB method reflects uniform use of an accrued
benefit method and the use of similar assumptions
such as no future salary increases. This method is
used for disclosure purposes only; any allowable
actuarial funding method may be used and pension expense is essentially figured as before.

firms, the companies were chosen randomly from
the 1980 Fortune list of the "500 Largest Industrial Corporations,'14 The annual reports and /or
10 -Ks of the companies for the fiscal years ending
in 1980, 1979 and 1978 were examined. Data on
the annual pension expense; unfunded past service
cost, and net vested benefits at valuation dates after January 1, 1978; actuarial present value of accumulated plan benefits — vested, nonvested and
total; net assets available for benefits; assumed
rates for return; and other descriptive information
were collected. Information on total assets and total liabilities at the end of the fiscal years, sales for
the years, and the number of employees for the
year {year end or average} also were collected.

A Survey of 123 Firms
In this survey of the pension disclosures of 123

Table 1
Pension Plans: Sample Variables
Range

Net assets available APV-T
Percentage increase in pension expense

Percentage increas e in number of emp loyees

"

Percentage increase in pension expense as a
percentage of sales

$1,165,642,000
993,491,000
58,269,000
180,085,000

1980 from
1979'

$
$

$20,670,000,000
$11,560,000,000
6,588,800,000
9,109,800,000

$
$

$
$
$

$

6,075,000
8,500,000
$— 1,666,000,000
$— 1,087,000,000

$
$

$

82
82
82
82

$18,150,000,000

$

1979
1979
1979
1979

2,573,000

$

$1,043,827,000

6,100.000,000
3,900,000,000
$11,900,000,000
8,000,000,000

$

82

0'
0
0
0

303,898,000
222,628,000
401,520,000
320,000,000

%

19793

.001%

5.2%
5.6%
5.7%

less than .1

%

67
80
94
107

$1,922,100,000
$1,571,500,000
$1,326,700,000

$

Net assets available
Net assets available APV -V

19792
1978
19792
1978

less than .1

.015
1.4%
1.5%

$

Actuarial pres ent value of acc umulate d p lan
benefits —total (APV T)

121
122
121

High

235,000
355,000
280,000

120

12.3%

—87.4%

120.0%

1979 from
1978

121

16.4%

3.7%

76.2%

1980 from
1979

120

.4%

—30.8%

77.9%

1979 from
1978

123

7.2%

—36.4%

302.3%

19793

120

1.03%

—89.6%

99.5%

1979 from
1978

121

—.7%

—31.6%

95.7%

—

Actuarial pres ent value of acc umulate d p lan
benefits vested (APV V) (FASB)

1980
1979
1978

117,822,000
103,883,000
90,419,000

$

Unfunded past service cost ISECI

121
122
121

$

Unfunded vested benefits (APB)

1980
1979
1978

Mean

$

Pension expense as a percentage of sales (APB!

Observations

$

expense

Pension

Low

Year

$

Variables

1980 from

'Under APB requirements only benefits in excess of funding were reported.

'

'Years where there were insufficient numbers of observations are not included here.
FASB Disclosure
APB Disclosure
SEC Disclosure
393
20
Years
1980
14
94
82
67
1979
28
107
1978
80
"Many companies use a beginning of the year date for actuarial valuations. Accumulated benefit information as of December 31, 1979 is in the 1979 figures.
Data for percentage increases in pension expense, pension expense as a percentage of sales, and pension expense per employee (Table 21 are figured without one observation which had values of 2,932.7%, 1,504.6% and 1,672.6% respectively. Data with this observation included are:
1980 from
Percentage increase in pension expense
2.932.7%
36.4%
—87.4%
1979
121
1980 from
Percentage increase in pension expense as a percentage
—89.6%
1,504.6`.X,
13.5%
1979
121
of sales
1980 from
Percentage increase in pension expense per employee
1,672.6`yo
263%
— 84.9%
1979
121
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Table 1 gives the mean, low, and high values for
several of the variables measured in the study.
Note the magnitude of the numbers. For pension
expense, for instance, the mean is in the one hundred million dollar range and the high figure is
near two billion dollars in 1980. To put these figures in perspective, the pension expense is given as
a percentage of sales dollars. The figure seems to
average about 1.5% for the years 1978 -80. For
years in which there were sufficient numbers of
valid observations, the key disclosure numbers under APB, SEC, and FASB requirements are given.
Under APB requirements only benefits in excess
of funding were reported. This fact makes valid
comparison with the equivalent FASB figure (ac-

expense per employee for 1980 and 1979 are similar to the percentage increases in pension expense.
One important barrier to developing benchmarks
for evaluating the reasonableness of pension expense and of the benefits accrued per employee is
that significant industry differences are likely to
exist.
In reality, the new FASB information is simply
not comparable with the old APB and SEC disclosures. The unfunded past service cost (SEC disclosure) is the portion of the present value of the
total future benefits expected to be paid to current
employees which has not been already funded and
which is not going to be funded by normal or
yearly costs in the future. The actuarial present

Table 2
Pension Plan Disclosure Per Employee Data
Range

Variable

Year

Observations

1980
1979
1978

121
122
121

Actuarial present value of:
Accumulated vested benefits per employee

1979

82

9,980

$210

$28,346

Accumulated total benefits per employee

1979

82

$11,053

$256

$29,711

1980 over 1979
1979 over 1978

120'
121

12.9%
11.3%

—84.9%
—69.7%

109.6`io
121.4%

$
$

44
21
35

High

$

$
$

1,369
1,188
1,115

Low

$

$

$

$

Mean

$

Pension expense per employee

Percentage change in pension expense per
employee

Pension
expense as a
percentage of
sales dollars
averaged about
1.5% during
1978 -80.

4,372
4,260
4,038

'See note 3 to Table 1

tuarial present value of accumulated vested benefits less net assets available) impossible because
many plans are funded in excess of vested benefits
(56% in 1979 of the 82 observations). Percentage
increases in pension expense, number of employees, and pension expense as a percentage of sales
also are given for 1980 and 1979. Percentage increase in pension expense compared to percentage
increase in the number of employees indicates that
the pension expense is quite inelastic to business
cycle conditions and continues to grow at a large
yearly rate even if the growth in employment is
drastically curtailed.
A logical common denominator for pension
plans is the number of employees. If a per employee pension expense amount were developed, it
would be useful for forecasting and evaluating expenditures. Per employee data is given in Table 2
for pension expense, vested benefits, and total benefits earned. A certain amount of variance in these
figures is due to problems in data collection: pension expense could have included only domestic
defined benefit plans or multi - employer, foreign,
and profit sharing plans as well, and the number
of employees could be domestic or worldwide.
The FASB information generally covers domestic
employees only. Percentage changes in pension
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value of accumulated plan benefits earned by employees to date less the funded assets to date
(FASB disclosure) is simply a totally different
concept from unfunded past service cost. Because
it makes more sense to evaluate the funded status
of a plan based on a comparison of funding to date
and benefits earned to date, the FASB information
is relevant to evaluating the funded status of
plans. In light of the fact that the unfunded past
service cost must be amortized over 30-40 years,
the SEC information is more related to determining future cash flows for pension costs. The FASB
information, however, is not related to funding
and so gives no clue to future cash flow patterns.
The unfunded vested benefit information in
APB Opinion No. 8 disclosures is similar to the
actuarial present value of accumulated vested benefits less assets available for benefits and can be
calculated using the FASB information. It is important to note that the vested benefit information
calculated under FASB standards does not include assumptions about future pay increases.
Also the net assets available for benefits are valued
at fair market value in the FASB disclosure as
compared to cost or actuarial value noted previously.
Many financial statement users seem to feel that
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a large unbooked liability exists with regard to the
pension obligations of a company. Table 3 below,
based on 1979 annual report data, shows the average total liabilities to total assets ratio of the companies in the sample modified by recognizing net
Table 3
Effect of Different Pension Liability
Measures on Debt(Asset Ratio (1979)
Observations

Variables
TUTA
+

(TL

+

123

.525

94

.614

67

.594

82

.592

NAA)

82

.606

94

.086

60

.057

41

.029

59

.009

82

.072

UPSCIITA

—

(TUTA)

+

APV—T)/(TA

+

(TL
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liabilities implicit in the SEC, APB, and FASB
disclosure information.
Including unfunded past service cost as a liability (which some analysts do despite the fact that it
relates principally to benefits as yet unearned)
makes the largest difference in the debt -to -asset
ratio. Including unfunded vested benefits as a liability increases the ratio by 13 %. The legal liability of the employer in case of plan termination is
not exactly the amount of vested benefits but the
obligation of the employer to the Pension Benefit
Guarantee Corporation which insures most of the
vested benefits for the employees and has a lien on
30% of the net worth of the employer.' The average differences in the debt -to -asset ratio calculated
using the various possible measures of the pension
liability also are provided,
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Explanation:
TL Total liabilities
TA Total assets
UPSC Unfunded past service cast
UNV Unfunded vested benefits
APV V Actuarial present value of accumulated vested
benefits
NAA Net assets available
APV T Actuarial present value of accumulated benefits

In pension plan accounting, the actuarial assumptions used have an important effect on the
amounts reported. Table 4 summarizes the results
of various changes in actuarial assumptions reported in 1980 footnote disclosures. A Wall Street
Journal article reports as a rule of thumb that a
I % increase in the investment assumption can result in a 20% cut in the current contribution.'
In accordance with FASB requirements many
companies disclosed the interest rate assumptions
used in calculating the information on accumulated benefits. Mean rates varied from 6.288% in
1978 and 7.24% in 1979 to 7.329% in 1980. Note

Table 4
Changes in Actuarial Assumptions (1980)
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Company

Description of change

Effect of change

Deere

Changes in actuarial assumptions and
plan amendments

Reduce pension expense $8.1 million
(reported $143 Million)

Castle and Cooke

Change interest assumption

Reduce pension expense $1 million
(reported $9 Million)

Atlantic Richfield

Change salary progression scale and
investment return rate

Reduce pension expense $4 million
(reported $135 million)

Ford Motor

Plan amendments

Increase pension expense $125 million

Change assumed rate of return to 7%
from 6% plus other changes in actuarial
assumptions. Also change amortization
period of prior service costs.

Reduce expense $165 million or $1.05
per share
(reported $763.2 million)

Digital Equipment

Change actuarial assumptions

Reduce net income by $2.4 million
(reported pension expense $34.784 million)

Diamond International

Amend plan

Increase prior service costs by
$7.52 million

Change actuarial assumptions — primarily
interest from 6 to 7%

Reduce pension expense $12.953 million
(reported $14 million)

TRW

Increase projected earnings scale to 8 %,
increase assumed rate of return on investments from 6 to 8.5%

Increase net earnings $10.8 million and
fully diluted earnings per share by $.29.
(reported $87.8 million pension expense)

Motorola

Change actuarial assumptions

Reduce pension expense by $4.9 million
(reported $13.86 million)

Monsanto

Change investment rate of return from 7
to 7.5 %. Change salary progression scale
from 6 to 6.5%

Reduce pension expense by $1 million.
(reported $97.7 million)
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that this rate did not have to be the same interest
rate used to calculate current funding or expense.
General Motors, for instance, used a 6% rate for
funding and a 8 1/4 % rate for the FASB disclosure
material.'
Evaluation of Disclosure
Pension plan disclosure in the annual reports,
particularly in 1980, was generally complete with
respect to all required information. One needed to
refer to 10-K reports frequently before 1980 in
order to obtain unfunded past service cost figures
to round out the disclosure picture. Many companies went fair beyond the minimum requirements
in order to present balanced disclosure. Net assets
and changes in assets for major plans were presented by some companies as well as detailed listings of actuarial assumptions by a few. Most companies stated that they based pension expense on
the amount funded for the period. Eighteen companies disclosed the principal actuarial funding
method used; many of these used aggregate cost
and explained the absence of unfunded past service cost.
A number of companies reported net vested information on foreign plans separately from domestic information. In 1980, accumulated benefit
disclosures were reported on a domestic basis.
Several companies reported involvement in multi employer plans. Conoco, for example, provided
extensive information about the multi - employer
plans participated in by its subsidiary, Consolidated Coal Co., including the current expense, ERISA liability, and share (based on percentage of
total industry contributions) of accumulated benefit information.'
Several companies expressed concern over the
methods and assumptions used in the FASBrequired disclosure. Ashland Oil noted:
Ashland's objective in funding its pension
plans is to accumulate funds sufficient to provide for all accrued pension plan benefits and
to maintain a relatively stable annual contribution level. Company contributions are
based on a projected benefit actuarial cost
method which recognizes future plan benefit
increases expected to result from future
increases in members' salaries. This contribution method results naturally in the accumulation of funds which exceed the present
value of accumulated plan benefits. In accordance with Financial Accounting Standards Board Statement No. 36, "Disclosure
of Pension Information," the calculation of
the present value of accumulated plan benefits shown above does not include provision
for future salary increases.9
Other companies making similar disclaimers inMANAGEMENT ACCOUNTING /APRIL 1982

clude Cities Service, Celanese, General Electric
and DuPont. General Electric points out that if
the actuarial method actually used by the company were employed and net assets available for benefits were valued at carrying value, "unfunded and
unamortized liabilities for the two principal pension plans total $964 million, $1,082 million and
$882 million at year end 1980, 1979, and 1978,
respectively" (compared to actuarial present value of accumulated benefits less net assets available
of approximately $124 million, $660 million and
$711 million, respectively). 1° DuPont asserts that
"recognition of the impact of projected pay increases would increase the present value of accumulated plan benefits shown above by about
$1,700 (million) and $1,500 (million) at December 31, 1980, and 1979, respectively." 11 (Reported— $3,949 million and $3,782 million.)
Are FASB Assumptions Misleading?

Companies
might change
actuarial
funding
methods simply
to improve
appearances.

The FASB uses an accrued benefit method of
figuring benefits earned and does not assume future salary increases because the FASB's main
emphasis is on measuring what has been earned
by service to date. There is growing concern that
the amounts disclosed using the FASB assumptions seriously understate the actual present value
of future benefits which have been earned to
date — primarily through lack of a salary growth
assumption.
There is also serious concern that the disclosures make plans appear to be currently funded
when the reality is not so comforting. Aside from
the salary growth problem, the different actuarial
funding methods result in different patterns of
funding. As a result, plans using projected benefit
methods will appear to be better funded than
plans using accrued benefit methods. Plans using
accrued benefit methods simply reflect management's desire to fund in a different pattern —funding commitments as a percentage of payroll
should increase over the life of the plan. One
could argue that the important factors are that an
acceptable actuarial funding plan exists and that
minimum contributions under law (ERISA) are
being met. As always in this type of situation,
there is a danger that companies might change
actuarial funding methods simply to improve appearances. Such a shift, however, might be counter to economic considerations if a firm can earn a
higher return on funds than the pension fund can
earn. If this is the case, a deferred funding pattern
seems desirable. 12
If the financial statement user is interested in
projecting future fund commitments to the pension plans, the disclosure of accumulated benefit
information is not particularly helpful. Information about the actuarial funding method used and
the amortization of past service cost would probably be of more use in predicting future cash flows.
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But disclosure of the actuarial funding methods
used is not always a practical possibility because
many firms are reporting aggregate figures for
many pension plans of subsidiaries that use different actuarial funding methods.
The current FASB project on employers' accounting for pension costs may result in such radical changes as a uniform (accrued benefit) method of measuring current pension expense or the
inclusion of some net liability for pension obligations on the balance sheet. The FASB sees its
major role as a developer of standards for the
measurement of accounting information. More attention should be paid, however, to the problem of

developing additional disclosures to enable financial statement users to determine the amount and
timing of future cash flows for pension obligations.
❑
Employers' Accounting for Pensions and Other Postemplayment Benefttr, Discus.
sion Memorandum, Financial Accounting Standards Board, Stamford, Conn. Feb.
ruary 19, 1981.
2
APB Opinion No. 8, "Accounting for the Cost of Pension Plans;' AICPA. New
York, 1966.
8
FAS No. 36, "Disclosure of Pension Information," FASB, Stamford, Conn., 1980.
°Ford S. Worthy. The 500 Largest Industrial Corporations;' Fortune, May 4,
1981, pp. 322.349.
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Management Accounting Practices
8. .4

an

complete exemption from presenting supplementary information about changing prices is not justified. FAS No. 54 was effective on January 27,
1982, retroactive to fiscal years ending on or after
December 25, 1979.
The FASB staff issued Technical Bulletin No.
82 -1 titled "Disclosure of the Sale or Purchase of
Tax Benefits Through Tax Leases." In the bulletin, the staff provides guidance on the kinds of
disclosures required relative to leases entered into
under the leasing provisions of the Economic Recovery Tax Act of 1981.
In the area of proposals, the Board released
exposure draft titled "Accounting for Certain
Mortgage Banking Activities" and requested comments by May 3. The proposed statement would
extract the specialized accounting principles and
practices from AICPA Statements of Position 7412 (Accounting Practices in the Mortgage Banking Industry) and 76 -2 (Accounting for Origination Costs and Loan and Commitment Fees in the
Mortgage Banking Industry) and establish accounting and reporting standards for certain
mortgage banking.

MAP Committee Comments
NAA's Management Accounting Practices Committee recently submitted written comments to
the FASB on two proposed Statements: Accounting and Reporting by Insurance Enterprises, and
Financial Reporting and Changing Prices: Foreign Currency Translation.
The insurance document contains specialized
principles and practices derived from American
Institute of CPAs guides and statements of position. The proposed amendment to FAS No. 33
was necessitated by the Board's issuance of State54

ment No. 52, "Foreign Currency Translation."
The MAP Committee recognized the appropriateness of both proposals and supported their adoption.

Is There a Standards Overload?
Much concern has been expressed over a number
of years about the increasingly intolerable burdens
imposed on smaller businesses by the number,
specificity, and complexity of accounting standards. With few exceptions, GAAP requirements
have been mandated without distinction based on
size of companies or the types of owners or users
of their financial statements. Many people believe
that standards designed from the perspective of
investors and creditors in public enterprises often
have little relevance to users of financial statements of small or closely -held businesses (see
MANAGEMENT ACCOUNTING, Feb. 1982❑—
"FASB Wants NAA's Help in Small Business
Project," p. 56; and "Opinion," p. 6).
The American Institute of CPAs has been addressing the issue for several years and recently
issued "Tentative Conclusions and Recommendations of the Special Committee on Accounting
Standards Overload." Characterized as a dicussion paper, the report is the work of the AICPA
Special Committee on Accounting Standards
Overload. The committee was asked to assume the
existence of an overload and to consider alternative means of dealing with it. Among the committee's tentative conclusions is the possible use of
the income tax basis as an alternative to GAAP
under certain circumstances.
Copies of the discussion paper are available
from the AICPA Order Dept., 1211 Avenue of
the Americas, New York, N.Y. 10036.
❑
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Book Reviews
No Way to Run a Railroad
By Stephen Salsbury
For a corporate business history to read
like a good mystery story is indeed unusual. For the book to have a significant
message for management accountants is
a bonus. No Way to Run a Railroad is
not another expose of the Penn Central.
Rather it is a sober analysis, by a professional historian, of the use and misuse
of management accounting information:
first at the Pennsylvania Railroad and
afterwards at the merged Penn Central
Railroad. The hero of the book is David
Bevan, the company's chief financial officer. The villains are the executive officers who refused to pay attention to the
unfavorable information prepared by
Mr. Bevan's accounting system.
Receiving bad news is never welcome.
The author, points out that failure of
the Penn Central can, in large part, be
traced to operating problems which
went unrecognized and unheeded because proper operating information was
either not available or, when available,
not paid attention to.
The range of subject material covered
by Professor Salsbury is wide ranging,
indeed. The ethical problems of reporting high earnings at a time of low cash
flow are highlighted. The impact of a
complex and mismatched management
structure on the flow of information is
discussed. This book covers material
contained in at least four of the five
parts of the CMA examination: internal
reporting, external reporting, economics, and ethics and management structure. All of this is in 200 pages and it
makes outstanding reading.
Any NAA member who becomes discouraged as to the worth of his job in
management accounting need only pick
this book up and in two or three hours
his faith will be restored. There has never been a book as well written which
highlights the real importance of accounting information in the corporate
process.
E3
Alfred M. King
N Way to Run a Raiboad by Stephen Salsbury, McGraw -Hill Co.
l See Bnok Service, p. 67.)
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have some very simple advice for any
small business which desires to sell to
consumers on credit. Don't. You can
grant consumers credit by honoring
Visa, Master Charge or other credit
cards without any concern whatsoever
for these laws."
Whether dealing with payroll, buying
a business, seeking copyrights and patents or dealing with labor law, you will
find the advice practical.
The tone of the entire book is exactly
what you would hope to get from a
competent legal advisor who is really interested in your business. Unfortunately,
such legal advice may be hard to obtain
at reasonable cost from individual attorneys. This book provides the reader
with knowledge to determine what legal
problems really require the services of
an attorney. The author then helps minimize the cost of such services by showing how the client can do as much as
The Small Business Legal Advisor possible himself.
A. M, K.
by William A. Hancock
The Small Business Legal Adrimr by William A Hancock,
McGraw -Hill Back Co. (See page 67.)

In advising a student about the possible
benefits of a combined business and law
degree, a very competent corporate lawyer made the observation: "It, probably
would not be desirable. Most good businessmen quickly develop a knowledge
of the basic legal aspects of business."
Some people try to avoid ever calling on
an attorney; others expect a lawyer to
solve all sorts of nonlegal problems.
This easy -to -read volume, written for
small business people and their advisors, contains all the legal information
and covers most of the basic legal issues
any business person would be expected
to know. Further, the author stresses
the best ways to use legal advice.
The author, an experienced practicing lawyer, indicates frequently where it
is not necessary to hire an attorney. For
example, in discussing insurance, he
says: "Generally it is not necessary to
have your lawyer review your insurance
contracts. Frankly, if you cannot trust
your insurance agent to review these for
you,I think you need a new insurance
agent." Similarly, in dealing with the
subject of small businesses selling on
credit to consumers, he states clearly: "I

The McGraw -Hill Guide to
Effective Business Reports
By Roy W. Poe
The best management accountant in the
country will be ineffective in performing
his or her job unless written reports
communicate what the accountant
wishes to say. This brief, yet very useful
book, in just 200 pages provides practical and useful tips for effective written
communication.
The format of the book is useful because practical examples are shown
throughout. Highlights are presented at
the end of each chapter. Within the text
the author presents brief case studies,
and suggested solutions are shown at
the end of the book.
This slim volume can be read as a
text or used as a handy reference when
writing or editing material. Most NAA
members would perform their jobs better by applying the suggestions presented here.
F-1
A.M.K
77te 31cGrvR,11t11 Guide to 8j/eetire Business Reparts by Roy W
Poe, McGraw -Hill Book Co., (see page 67.)
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Getting a Bang Out of Inventory
Observing a client's physical inventory can be the bane of an auditor's existence. For example, an eminent
accounting professor claims that inventory work drove him out of practice and into teaching. On his last audit, he and another staff accountant
were responsible for observing a
large inventory of explosives. As is
customary with explosives, the inventory was stored in earthen bunkers
placed in a large field with enough
distance between the bunkers so that
one bunker exploding would not trigger the others.
Evidently noting his nervousness,
client personnel began to play on his
fertile imagination as they toured the
bunkers. According to the professor,
it took only a few grisly tales of bunker
explosions for him to depart for graduate school as soon as the audit was
completed.
Looking a Bought Horse in the Mouth
Physical inventory work can be boring, even unnerving, but it is nonetheless crucial. The case of Crown Aluminum illustrates the point well.
Crown Aluminum was acquired by
Whittaker Corp. in 1967. Whittaker
owned Crown for about four years,
during which time Crown had annual
sales near $30 million. In 1972, Whittaker arranged to sell Crown to
Chamberlain Manufacturing Corp. for
roughly $12 million.
Crown's inventory consisted mostly
of large rolls of aluminum sheet. The
inventory apparently had been subjected to audit when Whittaker
acquired Crown, both by Whittaker's
internal auditors and independent accountants. Thereafter, each year the
physical inventory was audited at
least once by the internal auditors
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and by the outside accountants.
Chamberlain might well have relied
on such thorough auditing. Fortunately, the prospective buyer took the precaution of sending its own internal auditors to check out Crown, including
the inventory. They found the book inventory overstated by $6.3 million, or
a little over half of the price Chamberlain was about to pay for Crown.
Needless to say, the discovery put a
terminal crimp in the deal.
Counting Cards or Aluminum Rolls?
From published sources, it appears
that Crown's inventory system was
fairly simple. For each roll of aluminum in inventory, there was one card
kept in a card file. Whittaker's V.P. of
finance stated publicly that Crown
employees had made inventory cards
for aluminum rolls that didn't exist and
had placed the cards in the card file.
From this, it appears that both internal
auditors and independent auditors
were relying too heavily on the card
file and too little on physically observing the inventory.
There are several possible explana-

"It appears that our many acquisitions
have finally resulted in our buying ourselves out "

tions fc; overstating inventory: a plant
manager might wish to overstate production or earnings; an inventory
clerk might wish to cover up accidental losses or pilferage; an owner might
wish to overstate net assets (and
earnings) for selling the business. In
the case at hand, an explanation for
the inventory shortage cannot be
identified from public sources. The
only further item to surface was an allegation that the shortage existed
throughout the four years Whittaker
owned Crown. If so, that could make
Crown two cases in point about the
importance of checking inventory
when acquiring another firm.
The aftermath of the Crown case
provides insight into some gaming between client, auditor, and the SEC. To
start with, Whittaker became aware of
the inventory shortage before the auditing firm had completed the 1972
audit. In a move that might amount to
a form of entrapment, Whittaker did
not disclose its information to the auditors until they had completed the
1972 audit and again had failed to detect the shortage. Presumably then in
a stronger bargaining position, Whittaker confronted the auditors. After
some negotiating, the auditing firm
settled by paying Whittaker $875,000
in cash and by agreeing to provide
close to $1 million in free or reduced fee work.
The terms of the settlement could
be construed to impair the independence of the auditors, and so client
and auditors consulted with the SEC.
Based on what it was told, the SEC
permitted the client to retain its auditors. Evidently, the SEC was told only
about the cash payment and not
about the free and reduced -fee work.
This omission led the SEC in 1974 to
censure the auditors.
Boring. Dull. Unnerving. There are
lots of negative words that can be
linked to doing an auditor's inventory
work. The Crown case, though, amply
demonstrates that there are plenty of
negative words linked to failing to do
-1
an auditor's inventory work.
Readers are reminded that the accounting events presented here are
not representative of usual practice
and are recounted only for educational purposes.
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World Finance: Views from U.S. & U.K.

J. W. Marriott, Jr.

Two multinational corporation leaders
who will address the Annual Conference in Washington, D.C., June 20 -23,
come from widely disparate backgrounds. But J. Willard Marriott, Jr.,
president and chief executive officer of
the Marriott Corp., and Derrick Willingham, vice president of the Institute
of Cost and Management Accountants
in London, England, share common
traits — industriousness and an intimate
knowledge of corporate finance.
J . Willard Marriott, Jr.
When Bill Marriott, Jr., became president of the Marriott Corp. at age 32, he
already had several successful years of
experience in the family business. He
had worked through almost every
department in the entire hotel- restaurant- entertainment conglomerate from
cooking hamburgers to spearheading
Marriott's entry into the motor hotel
business.
The company was founded in 1927 as
a root beer franchise which, when it
added hot (spicy) food to its menu, became the Hot Shoppe. It was at one of
these restaurants in Salt Lake City
where he really learned the business, beginning his day at 4 a.m. on the breakMANAGEMENT ACCOUNTING /APRIL 1982

fast shift, then attending classes at the
University of Utah. After graduation,
he spent 18 months as supply officer
aboard the USS Randolph, gaining onthe-job experience that helped prepare
him to take over the family business.
In 1956 he started working for the
company full -time and eight months later was named general manager of the
Twin Bridges motor hotel in Washington, D.C., the company's first venture
into the hotel area. While expanding
this part of the operations, he also started the Marriott specialty restaurants —
Sirloin Inns, Sirloin and Saddles, the
Fairfield Inns, and the Kona Kai in
Philadelphia. Then, in 1964, he was
elected president and in 1972 succeeded
his father as chief executive officer.
Since Mr. Marriott became president,
the company's annual sales have increased to almost $2 billion, and the
multinational corporation has added
Bob's Big Boy coffee shops, Roy Rogers
fast food restaurants, a cruise ship company featuring voyages to the Mediterranean and Caribbean, and two "Great
America" entertainment theme parks.
In addition to his own company duties, Mr. Marriott serves on the board of
directors of several other companies and
as an active member of the Mormon
church, in which he is first counselor of
the Washington, D.C. Stake Presidency.
Derrick Willingham
An unfailingly good sense of humor
and a dynamic personality help Derrick
Willingham maintain the hectic pace of
his dual business role: that of vice president of the Institute of Cost and Management Accountants in London, England, and chairman of the Hayward
Tyler Pump Group in which he oversees eight pump companies in parts of
the United Kingdom, United States and
Europe.
He has served as vice president of
ICMA for two years and will assume
the presidency in June. The ICMA is a
professional and licensing association
comprised of more than 20,000 management accountants. It publishes a monthly journal, Management Accounting.
At the same time, Mr. Willingham
oversees operations of the Hayward Ty-

Derrick Willingham

ler Pump Group, a division of Indian
Head, a company operating in a wide
variety of businesses including metal
and automotive products, pumping systems, containers, packaging materials
and information technology. Ironically,
in 1968 Mr. Willingham attended a
management progress course at Harvard Business School where he studied
the case of Indian Head Inc., at that
time a company diversifying out of the
textile industry. Little did he realize
that 12 years later he would become
chairman of its pump division.
Mr. Willingham started his business
career with the Dunlop Group after
graduating from Nottingham University and became group comptroller in
1971. In 1974 he joined the board of
Stone -Platt Industries Ltd. as finance
director and was appointed chairman of
the company's pump division in 1977.
He reassumed the finance director position temporarily in 1980 before the division was sold, then remained chairman
after the sale was consummated.
A native of the "Robin Hood" territory of England, Mr. Willingham is
looking forward to meeting and talking
with NAA members during his stay at
the Annual Conference.
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Institute of
Management
Accounting
James Bulloch, Editor

December 1981 CMA Exam Results
Record participation was achieved at the December 1981 CMA examination. A total of
1,995 candidates took 5,248 parts at 50 testing
sites throughout the United States. There was
a large increase in the number of candidates
who participated in the examination for the first
time. The following table summarizes the participation for the past three exams.

since 1974. This trend will probably continue as
more undergraduate students take the examination immediately upon graduation.

Summary Profile of CMA Candidates

Educational Background:
Undergrad. degrees . .
Advanced degrees . . .
Employment Background:
I n d u s t ri al . . . . . . . . . . . .
Governm en t . .. . .. .. .
Teac h er s . . . . . . . . . . . .
Practicing CPAs ......
Graduating students ..
A verag e ag e. . . . . . . . . . .
Average number of years
since last degree .....

Dec. June
1980 1981

Dec.
1981

63%
37%

65%
35%

66%
34%

76%
4%
6%
8%
3%
31

69%
6%
5%
8%
10%
31

73%
6%
5%
9%
4%
31

5

6

5

The pass rates on each of the five parts of
the examination are within the ranges experienced on prior offerings. See the table below.
Success Rates on the CMA Examination

Summary of Examination Participation
Dec.
1980

June
1981

Dec.
1981

Number of candid a t e s . . . . . . . . . . . . 1,678 1,795 1,995
Number of new cand id at es . . . . . . . . . .
811
840 1,011
Number of parts take n . . . . . . . . . . . . . . 4,263 4,832 5,248
Percentage of candidates who are
NAA members....
27% 29% 38%

A total of 282 candidates completed the examination requirements with the December offering. Most of these candidates have already
fulfilled their two -year experience requirement.
They will be notified that they have earned the
Certificate in Management Accounting once
their experience has been verified. As of December 31, 1981, a total of 2,807 certificates
were awarded.
The profile of the December candidates is
presented in the table in the next column. The
employment background of candidates was
similar to prior years. The educational background of candidates was similar to the last
three examinations, but the number of candidates with advanced degrees has decreased
58

Examination Part
Part 1 Economics
and Business Finance . . . . . . . . . . .
Part 2 Organization
and Behavior, Including Ethical Consideration s ... ....
Part 3 Public Reporting Standards, Auditing and Taxes ..
Part 4 Periodic Reporting for Internal
and External Purposes. ...... .....
Part 5 Decision Analysis, Including Modeling and Information Systems . . . . .
Weighted average for
entire examination ...
All five parts passed in
one sit tin g . ... ... ...
Completed examination
by taking and passing
remaining parts .....

Dec.
1980

June
1981

Dec.
1981

48%

42%

39%

42%

56%

48%

54%

50%

39%

39%

47%

39%

62%

45%

42%

49%

48%

41%

22%

24%

16%

51%

48%

38%
00, 1110-66
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Here's your chance to learn from the experts.. .
REAPTHEBENEFITSFROMUP-TO-DATE
COMMUNICATIONSBETWEENTHECOMPUTER
SPECIALISTANDTHEFINANCIALMANAGER
The National Association
of Accountants has just
published the Proceedings
From The 1981 National
Automation Conference On

INCREASINGTHE
PRODUCTIVITYOF
THE FINANCIAL
MANAGER Through
Effective Use
of Computer
Technology

of computertechnolo

MW

The Proceedings from
THENATIONALAUTOMATIONCONFERENCE

A Must for Your Business
or Home Library
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NAtIONALASSOCIATIONOFACCOUNTANTS

$
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10% discount
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Learn how executives from both the computer and financial management
to members
fields found a common ground for understanding each other's language and
problems. Many experts participated in a pioneering three -day ''open
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Taxes
Jerold M. Weiss and
Israel Blumenfrucht, Editors

Deductibility of Marketing and
Feasibility Studies
Operating businesses typically have considered costs incurred for marketing and feasibility
studies as ordinary business expenses which
may be deducted in the year they are incurred.
However, the U.S. Court of Appeals (4th Circuit) recently ruled that such costs could not
be deducted when incurred but rather must be
treated as the payment for an intangible asset
to be amortized over its estimated useful life.
NCNB Corp. involved a national bank which
conducted marketing and feasibility studies as
part of a long -range planning program. The
bank treated these costs as currently deductible business expenses both for financial accounting as well as for income tax purposes.
The bank contended that its tax accounting
treatment was appropriate since the Comptroller of the Currency requires member banks to
deduct these expenses when preparing their financial accounting statements. In addition, the
bank reasoned that since these marketing and
feasibility studies are not considered capital assets under the Internal Revenue Code they
must be currently deductible for income tax
purposes.
The court, however, rejected these arguments. It pointed out that although taxable income may be computed under any reasonable
method of accounting, "the overriding critical
determination remains to be made ... as to
whether the accounting practices in question
clearly reflect income" as prescribed by the
Code. The court noted that the U.S. Supreme
Court has recognized the IRS' right to reject
even methods of accounting based on GAAP if
it is determined that such methods do not
clearly reflect income for tax purposes, and the
IRS may thus similarly reject an accounting
treatment prescribed by the Comptroller of the
Currency. With respect to the argument that
marketing studies are not capital assets as defined by the Code, the court stated that "if an
expenditure is part of the cost of producing future rather than current income, expensing the
expenditure when incurred will not 'clearly re60

flect income' and a deduction may be barred
... [even if it] produced no 'capital asset.' "
The implications of this decision clearly extend beyond its specific facts. Indeed, in developing its decision, the court set forth general
guidelines which could be applied to marketing
and feasibility studies conducted by any corporation and did not merely consider the uniqueness of these studies as they pertain to the
banking industry. In essence, it appears that
the court has established the principle that all
marketing and feasibility studies must be amortized unless sufficient evidence can be provided that such studies have no useful life beyond
the current year.
It is noteworthy that in a dissenting opinion it
was argued that marketing studies have no intrinsic, ascertainable value and therefore could
not be amortized over future years. Thus, the
dissent concluded, expensing such costs currently more clearly reflects income.

Debt /Equity Regulations Amendments
Are Proposed
On December 29, 1980, the Treasury Department issued Income Tax Regulations seeking
to establish some objective criteria for determining when a given instrument issued by a
corporation would be treated for income tax
purposes as either debt or equity. (See Taxes,
April '82, for a discussion of these Regulations.) The Regulations were scheduled to become effective for corporate instruments issued on or after May 1, 1981. However, the
Regulations received widespread criticism for
being both excessively technical and needlessly subjective. In particular, critics contended
that the Regulations would be unduly restrictive
for small businesses who have limited access
to external sources of capital financing.
As a result, the effective date of these Regulations has now been postponed until, generally, July 1, 1982. In addition, a number of substantive amendments to the Regulations have
been proposed which attempt to address those
issues not fully considered when the original
Regulations were promulgated.
For example, under the Regulations as originally issued, certain "preferred stock" providing for fixed payments in the nature of principal
or interest could be characterized as debt; under the proposed amendments this provision
has been eliminated and general principles of
income tax law would therefore govern: typical
sinking fund preferred stock should in all
events be treated as equity. In addition, the
Regulations as originally issued provided that
10-10-66
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People in the News
Promotions and New Positions
.

1 W

James C. Kidder, Bangor - Waterville
president, has been named assistant vice
president at Merrill Trust Co.
Richard Biltz, Beaver Valley president,
has been named vice president, finance,
and controller of Braeburn Alloy Steel.
David W. Whitehurst , Birmingham Vulcan president, is now vice president
and controller of Protective Life.
Malladi R. Shastry , Brooklyn- Queens,
is now comptroller of the New York
Shakespeare Festival.
Joseph J. Castiglia, Buffalo, has been
named president of Pratt & Lambert
. , , . Thomas L. Krawczyk is now manager of data processing at Exolon Co.
Edwin P. James, Chicago, has been promoted to principal in the special services division of Arthur Andersen & Co.
... Bertil E. I.andstrom has been elected vice president and controller of Sunbeam Corp. . . . Jack C. Morrison is
now a director and treasurer of the
Stewart- Warner Corp. He also has been
re- elected controller. . . . Michael J .
Pollard has been appointed vice president and controller of Wabash Tape
Corp., a subsidiary of Wabash, Inc.
George S. Bokros, Cleveland, has been
named controller for the Ferro Engineering Division of Oglebay Norton Co.
Ronald J . Samnik , Cleveland East, is
now controller of Forest City Products.
Gerald D. Terry, Dallas, has been
named vice president— administration,
secretary and controller at Southwestern Drug Corp.
Earl G. Cox, Detroit, has been named
senior vice president at Darin & Armstrong, Inc.
John R. Emery, Diablo Valley, has been
named vice president of Montgomery
Professionals.... Roger Barron Lett is
now controller of Liquid Sugar, Inc.
Philip J. Ianiro, East Bergen - Rockland,
has been app ointed vice presiden t, finance, of San do z U.S. In c., a su bsid iary
of S a nd oz Lt d .. .. Be n ja m in J . R u h l is
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Dr Norman Ture, U S. Treasury Dept undersecretary, discussed supply side
economics at a recent San Juan chapter meeting. L. -r., Jorge Desmaras,
chapter president,' Mercedes Sanes, chapter secretary,- Dr. Ture; National
Director Margarita Rodriguez, and Ismael Rodriguez Poggi, past national
director
no w co n tro ller of Phelps Dodge Industries, In c.

CMA
REVIEW
Residency
Program
May 15-26,1982
North Texas State
University
Denton, Texas
• Intensive, thorough preparation
for the June '8) exam.
• On campus,away from the crowd
and the grindstone, where you
can study without distraction.

Limited enrollment!
For schedules and costs. contact:
Profess+ona l Development 1-owl,

Daniel R. Stengel, Joplin Tri- State, is
now a partne r of Baird, Kur tz & Dobson. . . . Ronald E. Werner has been
named vice president and treasurer at
Coons Manufacturing, Inc.
Richard W. Laws, Knoxville, has been
promoted to c ontr oller o f th e Berkline
Corp.
Randy L. Berg, LaCrosse - Winona Area,
has been promoted to financial analyst
of the com m ercial division of Trane Co.
Anthony M . Norris, Lancaster, has
been elected to the board of directors of
Murry Construction Co. . . . Francis
Zim m er h as joine d First Jersey Securities as account executive.
Randall G. Sias, CM A , Lansing -Jackson, is now assistant vice president and
assistant controller at Michigan National Bank.
David L. Bartm an, Marion Area, has
been named controller of the Morrow
County Hosp ital. ... J oseph A. Bowden
has joined NA -CHURS Plant Food Co.
as assistant controller.

North T exas State University
P.O. Box 13188. NT Station
Denton, T exas 76103 -3188
(817) 188 - 1483(114) 167 5611

Charles A. Takesian, Jr ., Merrimack
Valley, has joined Colum bo Yogurt as
as s is ta nt c o nt ro lle r.

Robert L. Cramer, Mid - Florida past
61

president, has been elected to the board
of directors of Presbyterian Homes of
Florida, Inc.

has been promoted to general manager
of the Dayton branch of The State
Bank.

Thomas J . Beczkiewicz, Milwaukee,

Francis A. Quigley, North Penn, has
joined Browning- Ferris Industries as
controller of the newly organized international region.

has joined Ward- Jo hnston, In c. as director of ad m in istr atio n . . . . Jo h n T.
Paprocki, CM A , has been ap po in ted
vice presid en t, fin an ce, o f An aly sts In ternational Co rp .

Joseph J. Jacob, Mohawk Valley past
president, has joined Hamilton Digital
Controls, Inc. as controller.
Philip E. Summerlin, Montgomery, has
been promoted to assistant controller at
Blount International.
RUHL

JACOB

E. Bergen-Rockland
Mohawk Valley
Joseph E. Ingraham, New Orleans, has
been appointed treasurer of Bergeron
James E. Harvey , Peoria, has been
Industries, Inc.
named manager, cost and investment
Hal M. Albergo, New York, has been analysis division, at the East Peoria
appointed sen io r vice presid en t and gen - plant of Caterpillar Tractor Co.

eral audito r o f Ban k Leu mi Trust Co. o f
Ne w Yo rk . . . . Jo h n Ro zs a h a s jo in ed
the holding co mp any o f First Jersey National Co rp . a s assistan t v ice p resid en t
and corp o rate tax m an ager.
L a r r y J . Hellin g, North Cen tral I owa,

At Integon Life Insurance Corp., Arthur R. McGimsey , Piedmont Winston Salem, has been named vice president in
charge of the group division, and Daniel
Spencer has been appointed vice president and controller.
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Stephen G. Hoffmann , Scottsdale Area,
has been elected chairman of the board
of Southern Home Equities.... Joyce
E. Mann has been promoted to manager
of financial accounting at Markland
Properties, Inc.

Michael S. Mitchell, South Central
Minnesota, has joined Eagle Engineering as controller.

U.S.

' Name

Ronald R. Zideck, Reno Area past president, has been promoted to managing
partner of Alexander Grant & Co. in
Reno.

At Iowa Beef Processors, Galin W.
Hodges, Sioux City, has been named
manager of operations and accounting,
and Jerry R. Pfeifer is now manager of
marketing and accounting.

you get clients. Our proven COMPRE- Our large scale computer quickly and
HENSIVEO . accounting system helps efficiently provides your clients with
you profitably service those small and complete financial data —every month.
medium -sized businesses.
Learn more about how you could

Anywhere in thecontinental

Howard S. Honig, Princeton, has been
appointed director of operations for
Source Finance. . . . At Dow Jones &
Co., Inc., Thomas F. Kull, Jr, has been
named manager of the computer service
facility; Michael A. Petronella has been
promoted to corporate accounting supervisor; Thomas E. Schulte is now
manager of corporate accounting; and
Jack E. Sisson has been named assistant comptroller.

Cindy J. Gustafson , Seattle, has been
promoted to controller for Physio -Control's cardiovascular division. She also
has been appointed a director o f the
company.

Start your own bookkeeping, account- service over 22,000 monthly business
ing and tax service practice. Our ad- clients.

years of experience . . . allowing

David R. Andrews, Pittsburgh, has been
elected vice chairman, executive vice
president and chief financial officer at
Mesta Machines Co. He also will continue as a director of the company... .
James B. Branagan is now senior staff
vice president and assistant controller of
Allegheny International Inc.... Chester R. Kennedy, chapter past president
and NAA past national vice president,
has been elected to the board of directors, Brentwood Savings & Loan Assn.

'
'

Frank W. Gentile, South Jersey, has
joined Interstate Realty Management
Co. as controller.
John C. Calhoun, St. Louis past president and NAA past national director,
has been elected executive vice president
of Grey Eagle Distributing Co.... Patrick B. Dolan is now assistant controller
for Petrolite Corp.... Richard J. Schuler, CMA, has been named supervisor,
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accounting policies, for Monsanto Co.
At Burlington Northern RR Co., Susan
M. Broin, CMA, St. Paul, has been promoted to manager, consolidated financial statements, accounting department;
George E. Burke is now assistant vice
president, disbursements, accounting
department; Joel F. Peterson has been
appointed director, budgets and economic analysis; Robert R. Savina is
now director, time- sharing and training,
management services department; and
James W. Wresche is now director, disbursement accounting, accounting department.
Denny L. Brown, Toledo, has been appointed director of finance and planning
for CISPER, a Brazilian affiliate of
Owens - Illinois, Inc.
Stephen M. Evans, Wabash Valley, has
been appointed vice president of administration for the cookware group of
General Housewares Corp.
Henrietta C. Horvay, Waterbury past
president, has been elected a selectman
in the town of Goshen, Conn.
James F. Rogers, Wichita, has been admitted into the partnership of Coder,
Armstrong & Rogers.... Marc L. Williams is now a partner of Baird, Kurtz
& Dobson.
At the State Mutual Life Assurance Co.
of America's financial planning and
control division, Lee W. Erickson, Worcester Area, has been promoted to assistant controller; Grover C. Murray, chapter past president, and Robert L. Olson
have been appointed second vice presidents; and Ernest C. Tourigny and Paul
K. Vaillette are now assistant vice presidents.

Your job just got
easier.
Decision tools For 1982... From Wiley.
0

MODERN INTERNAL AUDITING,
4th Ed.
Appraising Operations and
Controls
Meter Z. Drink & Herbert Wit

This revised, expanded edition builds on four
decades of leadership as the most authoritative
resource on modern principles and practice in
Internal auditing. Fully updated coverage
encompasses the increasing responsibilities of
boards of directors and audit committees.
Thirty -one chapters offer guidance to standards
and tools for internal control... audit planning,
administration, and reporting... operational
activities... future trends.

(1-08097--7)

approx 896 pp.

$45.95

THE ACCOUNTANTS' GUIDE TO
COMPUTERsisn"s

INCREASING CORPORATE
PROE7TABlI,1TY
FInancial Techniques for
Marketing, Manufacturing.
Planning and Control
Saar R.Goodman
This guide to the techniques of profitability
analysis offers tools for effective decision making based on an "entity-' concept of business
rather than on Isolated functions. Emphasizing
thequality and longeviky of prollt. Goodman
shows how to apply financial techniques to a
range of decisions at every stage of the product
life- cycle.

(14)9161-8)

approx 232 pp.

529.95

CONTROLLERSHIP
The Work of the Managerial
Accountant, 3rd Ed.
James®.Wilson and
Join N. Cawrt►ell

lW1illam E. Perry, CPA
Accountants today must be as skilled at controlling and interacting with computer systems as
A completely updated edition of the standard,
they are at Interpreting a balance sheet. This
this practical problem - solver covers the full
how -to manual explains exactly what accounrange of accounting and financial tools used in
tanl~s must know and do to be effective in an
planning, controlling, reporting, and financial
automated environment: how automated
management.
systems operate... how to deal with the risks
(1-05711 -8)
889 pp.
559.95
involved... and how to implement needed
controls.
ACCOUNTING ESTIMATES 6Y
(1-08992 -3)
approx 312 pp.
52995

ACCOUNTANTS' HANDBOOK,
60 Ed.
Edited by Lee J. Seidler, CPA,and
B.R. Carmichael, CPA
This unrivalled standard continues a 60 -year
tradition as America's most authoritative.
complete single source of accounting Information. Top speciallsN provide "hands -on" expertise for dealing with today's most complex
accounting problems.
(1 -0.5505 -0)
$75.00
2,064pp.
Available at your local bookstore or use this
coupon to order your books today.
For faster service call toll free: 800 - 526 368
In New Jersey call collect: (201) 797 -7809.
Order Code 0 2 -1747
VIS4, .MasterCard American EWress accepted
on phone orders.

('AMPUTER SAMPLING, 2nd Ed.
Maurice S.Newman

Save time and expense with this step -by -step
guide to statistical techniques for accounting
estimates. Newman clearly explains standard
tools for Inventory estimation, as well as sophistcated computer methods for specialized appii279 pp.
catons.
529.95
(1-09147-2)
YEAAr

4 1 *8 8' 982
JOHN WILEY& SONS, Inc.
605 Third Avenue
New York, N.1'. 10158
IN CANADA: 22 Worcester Road,
Rexdale, Ontario M9W 1 L1

EmeritusLife Associates
William C. Alpaugh, Lehigh Valley.
James W. Barton, Member -at- Large,
USA.
Rudolph A. Bigda, Massachusetts Pioneer Valley past president.
Donald W. Blacka, Pittsburgh past president; Stuart Cameron McLeod Society.
Pierre V. Bowman, New Orleans.
William W. Brownholtz, MontgomeryPrince Georges.
Otto P. Butterly, Denver past president.
SCMS.
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Please send the books indicated for 15-DAY
FREE EXAMINATION. (Restricted to the
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Allen A. Carr, Cleveland East past president.
Robison Clark, Hartford.
John B. Craig, Jr., Indianapolis past
president. SCMS.
Thomas B. Donohue, Lancaster past
president.
Arthur M. Einhorn, St. Paul.
Peter A. Felice, Syracuse.
James F. Flynn, Morristown.
George T. Gavaris, Long Island- Nassau.
Leo H. Hauser, St. Louis.
Douglas Hotch, Jacksonville past president.
Arthur W. Last, Morristown.
Francis X. Leary, Orange County.
Frederick L. Linn, Portland- Willam-

3rd Party Intervention
The key to collecting accounts that
are ignoring you. Why pay 25 -50% of
the balance?

Any Size Balance
$500, $1,000,410,000. Your cost
per collection is fixed at $58.33.
Smaller balances cost less than $12
per account.

Improve Cash Flow

ette.
Everett L. Mangam, Member -at- Large,
USA; Mohawk Valley past president.
John M. Martin, East Jersey.
Norman H. Miller, Fort Wayne.
C.A. Modecki, Palm Beach Area.
Glendon K. Olson, Minneapolis Viking.
Virgil V. Pedersen, San Diego.
Nicholas Piechione, Providence past
president; past national director, 195557; past national vice president, 196263. SCMS.

There's no need to be a banker to
your customers. Reduce your past
due accounts by 50% or more.

Why the Low Cost?

! MUST READING!

Simply because we don't handle your
money. All payments are made direct
to you. We each save expense.

"Eye of newt
in my martini.. .

No Risk

... (A Certified Public
Accountant Turned Occultist
Tells why & How)"

You must receive results with our
copyrighted plan before you pay.

Are We Credible?
Verify our effectiveness and years of
reliability by calling our clients coast
to coast. Many are members of the
Fortune 500.

Write Today...
For Complete Details Plus Our
FREE Newsletter Full Of
Collection Tips.

Parson-Bishop National
Collections, Inc.
7870 Camargo Rd.
Cincinnati, Ohio 45243

by Al. G. Manning

You'll see yourself and your
associates on every page. Plenty
of laughs and fun plus fresh
insights into ways of solving life's
"impossible" problems Don't
miss this one or you'll feel left out
when all your friends are
discussing it.
Price $5.95 (soft cover) or
$12.95 (hard cover). Order a
spare for a client or friend, only
one shipping charge of $1.50.
Calif. residents please add 6%
sales tax. Order from:
E.S.P. Laboratory
7559 Santa Monica Blvd.
Los Angeles, CA 90046
MasterCard, Visa or check OK. Also ask
for our free literature.
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James H. Reynolds, Washington.
Monte K. Richards, Kalamazoo.
John A. Rumsey, New York past president. SCMS.
Thomas A. Savage, Syracuse.
Lloyd W. Schiller, Ann Arbor.
Arthur E. Schmidt, Rochester.
Jack F. Seybold, Columbus.
Meyer Silver, Palm Beach Area.
Edward J. Sloan, Rochester.
Philip P. Stagg, Shreveport past president. SCMS.
Douglas Truesdell, Member -at- Large,
USA.
Andrew W. Trushaw, Jr., Massachusetts
Pioneer Valley.
Francis J. Tucker, Philadelphia.
Edward Van Overbeke, Central Arkansas.
Ruth E. Wolcott, Springfield.

In Memoriam
Carl E. Allen, 86, Lehigh Valley, 1934.
Emeritus Life Associate.
J. K. Bittner, 69, Lehigh Valley, 1954.
ELA.
Leonard V. Brouse, 58, Elkhart Area,
1955.
Jan P. Butner, 34, Southern West Virginia, 1976.
M. B. Christian, 44, St. Paul, 1967.
Charles J. Dell, 60, Essex County, 1976.
Herman E. Frey, 84, Muskegon, 1938.
ELA.
Seymour C. Friend, 64, Indianapolis,
1968.
D. E. Hogan, 59, Scottsdale Area, 1969.
E. R. Jones, Jr., 58, Muskegon, 1978.
ELA.
Arthur P. Kotarides, 35, Baltimore,
1973.
James J. McCann, 61, Cape Canaveral,
1954. ELA.
Teresa A. Monahan, 59, Member -atLarge, USA, 1979.
Luther Rabenold, 67, Lehigh Valley
past president, 1953. Stuart Cameron
McLeod Society. ELA.
T. J. Schultz, 51, San Juan past president, 1965.
David F. Strawn, 60, Member -at- Large.
USA; Birmingham past president; 1958.
Past national vice president, 1979 -80;
past national director, 1977 -79. SCMS.
Herbert Sweemer, 75, Rochester, 1946.
ELA.
G. A. Swessel, 57, Milwaukee, 1972.
Betty M. Welch, 54, South Central Indiana, 1969.
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Letters
12-44
ory" is more ofa gambit than a principle. A sine qua non for consulting
academicians, it requires the consultant
to be well versed in theory, to have little
or no practical experience, and to be
able to reduce all problems to a bell
shaped curve.
Donald F. Winslow
Morristown, N.J.
Authors Littrell and Glen have done extensive consulting themselves so their article contains more than a little self -deprecating humor. Dr. Littrell admits that
professors are as good a target ofsatire as
anybody else. The value ofsuch spoofs is
that they illuminate areas and offer valuable insights. On the whole, the consulting profession includes men and women
of integrity who, we are sure, really earn
every dollar oftheir fees —and who, like
accountants, should not be afraid to
laugh at themselves once in a while. Eds.

Achieving Ambiguity
I enjoyed Dr. Littrel1's "Playing the
Consulting Game" every bit as much as
I enjoyed his classes at Pitt in '72 -73.
(How's that for achieving ambiguity
with plain- sounding language ?)
T.J. Llewelyn
Manager — Internal Audit
Lehigh Portland Cement Co.
Allentown, Pa.

Was It Publish or Perish?
Professors Littrell and Glen really must
have been pressed by desperation to
publish or perish when they wrote their
article on "Playing the Consulting
Game." For the sake ofaccounting students attending Willamette University,
I hope the accounting courses are
taught on a higher level.
Thomas S. Dudick
Middletown, N.J.

We Wrote the Rules
In past years, our organization has employed a number of consultants.
I shared the article, "Playing the
Consulting Game," with several memMANAGEMENT ACCOUNTING /APRIL 1982

bers of our management team. All
found it very enjoyable —a light - hearted
confirmation of what we had long suspected. How sobering to realize the article was an indictment, not of consultants, but of their clients—ourselves—
who are not only willing participants in
the game, but who actually wrote the
rules.
Paula G. Keen
Vice President
Third National Corp.
Nashville, Tenn.

Fun Shouldn't Precede Quality
The Littrell /Glen article states that by
reading this article, " . . . you should
understand consultants and consulting
and should be able to join the fun. After
all, it's no accident that the first four
letters of 'consultant' are 'cons'."
Most CMAs are aware that quality
and profit come before fun in the consulting "game." Quality is what the
multibillion dollar independent consulting service industry is about. And if
CMAs let "fun" get ahead of quality in
their internal company function, personal and company productivity can be
hindered.
The definition of "con" in my dictionary is "to learn, study, peruse or examine carefully, to direct the steering of,
and confidence." For readers wanting
more information on consulting, contact the Institute of Management Consultants, Inc., 19 W. 44th St., New
York, N.Y. 10036, (212) 921 -2885.
Harvey Otto, CMA
The Emerson Consultants, Inc.
Lima, Ohio

We Need to Speak a Common
Language
You and Roger Schmechel (Opinion,
Dec. '81) express great umbrage at a
certain Tim McEneny, whomever he
may be, regarding his book Up the Manufacturing Organization. I would agree
with you that the title is far from original and the quotations from the book
carry banality to the limit.
Despite this, the author's point is not
without merit. For example, in the same
issue you feature an article, "Profiling
Your Productivity," by Stanley M. Bab-

son, Jr. By way of illustrating turnover
measurement, inventory classifications
A, B, and C are assumed to be purchased for two, four, and 12 months'
supply. The newest member of the materials management would wonder what
Neanderthal instituted that policy!
My point is not that the article is
without merit —but to suggest that a
company sophisticated enough to recognize and make an A -B -C analysis would
control them or fail to control them by
such a system is incredible. While such
a company might not yet be able to
achieve MRP demand generation, it
would at least use an Economic Order
Policy (EOQ) reordering base for A
and B and probably some form of bin
reserve for Class C items.
You correctly point out in your column that close coordination between
the various functional areas ofa company is the cornerstone of any successful
system. It is certain, however, that most
materials management personnel reading Mr. Babson's article would dismiss
it because of the irrelevance of the examples used. At the bare mini mum a
disclaimer recognizing the simplistic nature of the "controls" should have been
included.
Also, at times the scorn expressed by
Tim McEneny may be richly deserved.
At a staff meeting a few years ago I was
praised by our controller for increasing
shipments over the target by reducing a
serious back order situation. I was then
excoriated because the cost of goods
sold also had risen, although only by
25% as compared to a 75% increase in
billing dollars! (We have met the
McEneny, and he is us.)
The solution, if there is to be one, is
for the accounting and materials management professions to begin to speak a
common language. Unless common terminologies and the theories behind various management techniques become
widespread among the disciplines, I fear
that MRP 11 success stories will be limited solely to those few companies
which have somehow been able to
achieve this understanding within their
four walls. The competition we face
worldwide will not allow us the luxury
of such a limitation.
George A. Hellquist
MRP Project Manager
Buxton
Springfield, Mass.
El
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Candidates who took the December
examination are employed by a variety
of organizations including manufacturing companies, banks, insurance companies, utilities, government agencies,
retail firms, public accounting firms,
colleges and universities. Those organizations that had many participants at
this examination include American Express, Caterpillar, Ernst & Whinney,
Gulf Refineries, J.C. Penney, Johnson
& Johnson, Monsanto, NCR, Northrup,
Port Authority of New York, and
Sundstrand Data Control. Company
support and involvement by Johnson &
Johnson was responsible for the
establishment of a new site at
New Brunswick, N.J., in December.
Participation in the CMA program
by graduating or graduate students
continues to be strong. Student participation increased noticeably when
the Institute introduced the reduced
fee program for students in 1980.
This program permits graduating and
graduate students to take the examination one time at about one -half the
regular examination fees. Because
most students graduate in the spring,
the number of students taking the December examination was down from
last June. Student participation is expected to increase even more in the
future because the CMA program is
better known and because students
are more aware of the importance of
professional accounting certification
to promote their careers.
The next CMA examination will be
given on June 9, 10, and 11 at over
50 testing sites. New testing sites
were established in 1981 at Albuquerque, N.M.; Alfred, N.Y.; Boise, Idaho;
New Brunswick, N.J.; Kansas City,
Mo.; and Tulsa, Okla. The June 1982
examination will be offered for the
first time in San Antonio, Texas, Cedar Falls, Iowa, and Moorhead, Minn.
The deadline for filing membership
and examination applications for the
June 1982 examination is April 1.
Candidates who want to take the
June examination and have not yet
filed their applications should do so
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immediately if they have the proper
forms. The Institute will make every
effort to accept and process applications received after the April 1 deadline.
Anyone desiring additional information regarding the CMA program
should write or call the Institute of
Management Accounting, 570 City
Center Building, Ann Arbor, Mich.
48104, (313) 662 -1986
Karl E. Reichardt, CMA
Manager — Examinations
Institute of Management Accounting

Management
Information
Systems
104/
sonal nature in any unauthorized
manner or to achieve personal
gain.
• Protect the privacy and confidentiality of all information entrusted to
me.
• Use my skill and knowledge to inform the public in all areas of my
expertise.
• To the best of my ability, insure that
the products of my work are used in
a socially responsible way.
• Never misrepresent or withhold information which is germane to a
problem or situation of public concern nor will I allow any such known
information to remain unchallenged.
In recognition of my obligation to
my country I shall:
• Avoid conduct or activity which
would cause harm to my fellow citizens.
• Support, respect and abide by the
local, state and federal laws.
4. An enforcement procedure which
details the mechanism that is to be
used for reporting, reviewing and
acting upon any violation of the
standards of conduct.
While the DPMA board approved
the other parts of the report, the standards of conduct enforcement section of the report was tabled. Even
without the enforcement section, the
code stands as a precedent- setting
document for the information management profession. The final step

that closes the loop, however, has
been deferred until a later date.
While we as individuals and organizations may disagree on the specific
rules of ethical behavior, most of us
will agree with Peter Drucker's general premise that "as a society of organizations we must expect managers,
executives and professionals to demand of themselves that they shun
behavior they would not respect in
others, and instead practice behavior
appropriate to the sort of person they
would want to see in the mirror in the
morning."
7

Taxes
60 44
straight debt (i.e., not convertible)
would be treated as debt if, among
other things, the issuing corporation's
debt to equity ratio did not exceed 1
to 1; under the proposed amendments the allowable ratio is increased
to 3 to 1, which should prove beneficial to small businesses.
The Internal Revenue Service is soliciting written comments, as well as
holding public hearings, with respect
to the proposed amendments.
Social Security Taxes Now Apply
To Certain `Sick Pay' Payments
In the past, corporations and corporate employees have reaped substantial savings from the fact that qualified
"sick pay" payments to employees
were generally not subject to Social
Security (FICA) taxes. However, pursuant to a recently enacted law, included as part of a December 1981
Social Security funding measure, sick
pay payments made as of January 1,
1982, will be subject to FICA taxes.
Under the new law, however, the
following sick pay payments
not
be subject to FICA taxes: (1) payments received under workmen's
compensation laws; (2) payments received after the sixth month of one
continuous illness; and (3) the portion of any payment received which is
attributable to the employee's own
contribution to the firm's sick pay
plan.
will

Institute of
Management
Accounting
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BOOK SERVICE

NO WAY TO RUN A RAILROAD: THE
UNTOLD STORY OF THE PENN CENTRAL
CRISIS
by Stephen Salsbury
This work reveals why the Penn Central went
bankrupt and who is to blame. It scrutinizes
hitherto confidential files of David C. Bevan,
Penn Central's chief financial officer; many
official documents of the parent railroad, its
subsidiaries and affiliated companies; and the
transcripts of the investigatory proceedings
which followed the railroad's demise. An
intriguing expose in which the accountant
wears the white hat.
McGraw -Hill Book Co.
368 pp.

1982
$24,95

MAKING MANAGERIAL PLANNING MORE
EFFECTIVE
by Louis A. Allen
This step -by -step guide shows readers how to
plan more effectively and get immediate
results. The author explains what the problems
are in planning, why planning is an essential
part of general management, how to build in
accountability, and how to coordinate the
various managerial areas concerned with
development of such a plan.
McGraw-Hill Book Co.
320 pp.

1982
$24.95

QUALITY ASSURANCE FOR COMPUTER
SOFTWARE
by Robert Dunn and Richard Ullman
Software development and maintenance problems, such as cost and schedule overruns,
continue to plague managers. Quality assurance is taking an increasingly independent role
in ensuring productivity and meeting software
engineering needs. The autho rs assume the
readers have no prior software knowledge, so
they gear this book toward assisting any manager in organizing and implementing a software
quality assurance function.
McGraw -Hill Book Co.
352 pp.

1982
S24.50

SETTING UP SHOP: THE DOS AND DON'TS
OF STARTING A SMALL BUSINESS
by Randy Baca Smith
Based on the author's experience as a
business owner and consultant, this book
provides a task - oriented, pragmatic approach
to making a small business venture profitable. It
covers legal aspects, financing, loan proposals,
taxes, site selection and other information
covering the entire scope of running a small
business.
McGraw -Hill Book Co.
256 pp.

1982
$19.95

THE SMALL BUSINESS LEGAL ADVISER
by William A. Hancock
Small business executives can now obtain
legal advice profitably and economically by
using these nontechnical descriptions of legal
problems and opportunities. Covering virtually
every area affecting business operations, the
author provides guidelines that will enable
MANAGEMENT ACCOUNTING /APRIL 1982

NAA will absorb the postage
charges on books ordered this
month. All orders will be accumulated and sent out at one time. If you
wish speedier service, the books
can be sent by UPS. There will be a
special charge of $.00 per order.
Please check the appropriate line
on the coupon.
NOTE All orders for books on this
page must be postmarked no later
than April 30, 1982. We cannot accept orders for these books beyond
that date. Books are nonreturnable.

managers of small businesses to troubleshoot
every trip to an attorney.
McGraw -Hill Book Co.
288 pp.

1982
$27.50

THE MCGRAW -HILL GUIDE TO EFFECTIVE
BUSINESS REPORTS
by Roy W. Poe
This self-contained, self - instructional guide is
unique in that it gets the reader into the habit of
looking at other people's reports analytically.
Once established, this habit is the process you
will use on your own report s — resulting in more
lucid, readable information.

HOW TO FORECAST INTEREST RATES
by Martin J. Pring
Authored by one of the foremost authorities on
interest rate forecasting, this book shows you
how to predict and profit from interest rate
trends using proprietary and time - proven techniques which are divulged here for the first time.
McGraw -Hill Book Co.
224 pp

1981
$14.95

CREDIT AND COLLECTIONS FOR SMALL
BUSINESS
by Donald R. Kitzing
The author clearly and concisely explains the
basics of the credit function, with examples
specifically tailored to the small business
situation. There are sample letters and forms
throughout.
McGraw -Hill Book Co.
192 pp.

1981
$17.95

WRITING AUDIT REPORTS
by Mary C. Bromage
Demonstrates proven, practical methods for
designing the format, content and sequence to
satisfy the requirements for the auditor's own
management and the organization being
audited. Contains illustrations of audit reports
for the public and private sectors.
McGraw -Hill Book Co.
193 pp.

1979
$22.50

1982
$19.95

CORPORATE TURNAROUND: HOW
MANAGERS TURN LOSERS INTO WINNERS
by Donald Bibeault

Written by a proven professional, this lucid
guide explains the techniques of cost reduction
and demonstrates how to use these techniques
to eliminate costs and avoid waste.

Crisis management is an art whose time has
come. Beleaguered executives and managers
will find not only point -by -point programs for
averting and curing crises, but also prescriptions for aggressive defensive management in
a hostile economy. Fo r those managers who
want to be prepared, this book is invaluable.
McGraw -Hill Book Co.
1981
416 pp.
$24.95

McGraw -Hill Book Co.
256 pp.
PRACTICAL COST REDUCTION
by Trevor J. Bentley

McGraw -Hill Book Co.
176 pp.

Quanti ty

Ti tle

MEMBER ACCOUNT NO:
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1981
$17.95

Pri ce ea.

Total

Total Order
10% discount
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Postage paid
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New Products /Services

Madeline Krakowsky, Editor

Soft, Inc. to meet the special needs of
small businesses. Scratchpad, an electronic worksheet, is a plain - English
modeling program suitable for financial
planning and general purpose modeling.
Stats - graph, a new statistical display
package, not only performs statistical
analyses on user data, but also gives the
user the choice of displaying that data
in pie charts, bar graphs or scatter
graphs. Data -view, a free - format data
manager, is "an executive organizer"
that can be used as an electronic filing
cabinet, an automated date book, or a
computerized listing service. Phone
(217) 359 -2112.

Cullinane Database Systems, Inc. and
Computer PicturesCorp. will bring database access to top executives by linking
full -color graphic - analysis capability to
IDMS -based applications. Cullinane
will develop software options that will
allow applications running under its Integrated Database Management System
(IDMS) to communicate with Computer Pictures' Trend Spotter '82 analytical
graphics systems. In addition, Computer Pictures has introduced Touch Track
to its Trend Spotter system. The new
video display features a touch - sensitive
screen which can produce trend or summary graphic reports on company information at the touch of a finger. Phone
John Donnelly at Cullinane, (617)
329 -7700, or Tom McAuliffe at Computer Pictures, (617) 720 -1700.
CSS Inc. has created the SOFSEARCH
software locator service designed to
meet specific informational needs of
current and prospective computer users.
The new service gives subscribers information about thousands of software
products available for every system. A
quick and easy alternative to expensive
and often hard -to -use software directories and catalogs, SOFSEARCH provides custom reports on available software products. Each report includes the
product name, supplier address and
contact, and a product description.
Phone (512) 340 -8735.
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The Bank of New York has developed
CheckInvest to give small and medium sized businesses a convenient money
management tool that previously was
available only to large corporations. By
combining a regular business checking
account with the interest capabilities of
eligible money market funds, CheckInvest automatically earns money market
interest daily. CheckInvest can reduce
the amount of in -house staff time devoted to managing cash and can provide
the.audit trail that is critical to monitoring cash flow. It can be used as an adjunct to other bank accounts while providing a business with a new source of
income. Write the Bank of New York,
530 Fifth Ave., New York, N.Y. 10036.
A client write -up system for CPAs has
been designed by Micronetics, Inc. All
write -up functions are integrated into
an easy -to -use automated system. This
comprehensive general ledger system includes a unique video journal entry program with automatic paging, on -line account verification, automatic journal
balancing and control over nine separate journal books. Working reports
that can be generated include general
ledger detail, working trial balance, and
general ledger summary. Phone Gary
Herman, (305) 925 -2333.

Lanier Business Products, Inc. has introduced Telestaff, its home -site or satellite transcription system. The Telestaff
allows transcription to be done in the
home, in another office, or in any location where there is a telephone, combining the latest technology with a practical design. Phone Susan Storey, (404)
329 -8132.
STSC, Inc. has unveiled a new financial
management tool: the Long -Range
Planning System (LRP). Not only is it
a system that facilitates the planning
process, but it also is a system that can
build systems. No programming language or modeling expertise is necessary
to use LRP; the system builds models
during conversational routines in which
LRP asks questions and users answer
them. Phone ( 301) 9845000.
Index of Products and Services
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Trend Spotter color - graphic management information system.
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Three new microcomputer software
packages have been created by Super-
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WHO CAN PROVIDE FUNDS FOR ALL
YOUR CLIENTS'CASH
REQUIREMENTS?

Howtofire
someoneyouUKe.
person can live with. But by all
means be truthful.

The specialist for 34 years.
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Robert Half invented the concept of specialized recruiting. Because a specialist does a better job.
His annual survey booklet has
become the standard guide of government and business —since 1950.
In fact,when a Senate Committee needed expert testimony on
recruiting practices in the accounting profession, they called him.
With 80 offices in 3 countries,
the Robert Half organization is the
largest specialized recruiter —
which means we can give you the
best choice of first -rate
candidates.
So when you hire
somebody recommended by a Robert
Half offffce,you may
save yourself the
agony of firing.
Please mall me your booklet How To Hire Smart
(Mail this coupon to Robert Half International, Inc.,
P.O. Box 4151, NewYork, NY 10163.)
Name

Title

Address
ci

Some people need a drink to
do it.
Others toy with the idea for
months before they get up the
courage.
But you can take a lot of pain
out of the experience.
With the techniques Robert
Half reveals in his new 16 -page
booklet,How To Hire Smart.
It tells you how to interview.
How to hire.
How to fire.
It's condensed from Robert
Half's 34 years of specialized experience in financial, accounting and
edp recruiting.
And it's yours free as soon as
you call anyone of the 80
Robert Half independently
owned and operated
offices (look in the white
pages for our number,
or simply fill in the coupon
below).
Meanwhile, here are a few
hints from the booklet.
Don't drag it out.
When you have to let somebody go, don't hem and haw, The
longer you wait to spring the news,
the tougher it gets.
Be super tactful. Do your
best to give an explanation that the

State
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